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DRAFT

APPROVED REVISED
ESTIMATES ESTIMATES Egﬁ;&?}éz
2007/2008 2007/2008 2008/2009
TOTAL REVENUES AND GRANTS 678,522,913 720,004,008 816,939,660
RECURRENT REVENUE
TAX REVENUE 593,922,989 591,664,674 628,802,000
Income and profits 170,256,298 180,092,770 225,780,000
Taxes on property 5,617,722 6,521,745 7,016,000
Taxes on international trade and transactions 180,138,867 168,974,658 151,600,000
Taxes on goods and services 237,910,103 236,075,502 244,406,000
NON-TAX REVENUE 56,998,180 72,941,994 92,229,500
Property Income 7,700,000 12,425,004.78 12,800,000.00
Licenses 10,423,300 13,219,068.22 14,972,500.00
Other 38,874,880 47,297,920.55 64,457,000.00
TOTAL RECURRENT REVENUE 650,921,169 664,606,668 721,031,500
CAPITAL REVENUES:
SALE OF CROWN LANDS 3,328,909 3,021,838 5,000,000
SALE OF EQUITY 6,797,524 27,112,549 3,508,024
TOTAL CAPITAL REVENUES 10,126,433 30,134,387 8,508,024
GRANTS 17,475,311 25,262,953 87,400,136
TOTAL EXPENDITURES 703,235,731 735,342,504 824,774,756
RECURRENT EXPENDITURE
PERSONAL EMOLUMENTS 235,313,278 233,951,133 262,868,201
DEBT SERVICE-INTEREST & OTHER CHARGES 107,938,208 113,389,753 108,885,090
PENSIONS 39,019,482 42,299,527 39,902,214
GOODS & SERVICES 202,965,322 208,658,051 237,943,658
TOTAL RECURRENT EXPENDITURE 585,236,290 598,298,464 649,599,163
CAPITAL EXPENDITURES
CAPITAL Il EXPENDITURES 49,956,293 71,787,688 78,664,395
CAPITAL lll EXPENDITURES 64,835,148 62,050,086 93,304,932
CAPITAL TRANSFER & NET LENDING 3,208,000 3,206,266 3,206,266
TOTAL CAPITAL EXPENDITURES 117,999,441 137,044,040 175,175,593
RECURRENT SURPLUS/[DEFICIT] 65,684,879 66,308,204 71,432,337
PRIMARY SURPLUS/[DEFICIT] 83,225,390 98,051,256 101,049,994
OVERALL SURPLUS/[DEFICIT] (24,712,818) (15,338,497) (7,835,096)
AMORTIZATION 61,653,891 61,695,545 63,902,871
FINANCING 36,941,073 46,357,048 56,067,775
GDP (in billions of Bz) 2.558 2.428 2.558
OVERALL SURPLUS/DEFICIT (+/-) AS A % OF GDP -0.97% -0.63% -0.31%
PRIMARY SURPLUS/DEFICIT (+/-) AS A % OF GDP 3.25% 4.04% 3.95%
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INTRODUCTION

Mr. Speaker,

It is with some sense of occasion, history even, that | rise to move the first reading of the
General Revenue Approriation Bill for Fiscal Year 2008/2009: The first budget, in other
words, of the United Democratic Party Government 2008-2013.

I present this Budget today, Mr. Speaker, in the full consciousness that the people of
Belize will look at it as a benchmark Budget; a tone setting and a mood shaping Budget.
It is the first paving stone, if you will, on the road to reconstruction that it is the mandate
and the destiny of the United Democratic Party to build. It comes in the middle of great
challenges confronting our country, some of which we expected and some of which have
blindsided us. What I wish to make clear at the outset though, is that we seek no excuses.
Not even in consequence of the trials visited upon us by mankind’s worst food and fuel
crises do we flinch from our obligation to deliver. And not even in the face of the moral,
political and economic wasteland bequeathed to us by those that for ten long years
plundered our resources , do we give in to any talk of despair, any contemplation of the

slough of despond.

No! For we believe that by pluck and courage and dexterity; by unrelenting and
uncomplaining hard work and dedication; by unshakeable commitment to good
governance and the lifting up of the Belizean people, we will succeed in this noble rescue
mission on which we are now embarked. This Budget is therefore designed to furnish
vindication of the unsinkable confidence we have in ourselves and in the Belizean people.

Mr. Speaker: this, then, is the beginning of the realization of the possibilities we always
knew are inherent in our blessed country; in our bountiful land of deep blue sky and
bright green grass and limitless potential. By the time we are done here today, we will
expect to have produced nothing less than a renewal of hope. Let the doubters be
vanquished and let the naysayers go hither. The conquering army of the people of Belize,
led by the United Democratic Party, marches on; and we intend to carry this on every

day.



FRAMEWORK FOR THE BUDGET

The United Democratic Party was voted into office at a very difficult time in the history
of Belize. Externally, the global environment was, and continues to be, characterized by
substantial political instability and by military and paramilitary action, or the threat of it;
by high levels of crime and violence; by slowing economic growth; and by the
unprecedented increases in commodity prices, particularly for fuel and energy, food, and
construction materials. These developments have, of course, had woeful effects on
Belize, with our own situation being unforgivably worsened by the endless ways in which
the former administration came loose from its moorings: the misappropriation and misuse
of assets that belong to the people of Belize; a callous indifference to the dire
consequences that this violation of trust, this criminal behavior, had on our people.
While there is general awareness of the worst aspects of what has come to be called,
unfortunately for that country, the Haitian model of country management (ie, once you
have gained control of the State, the State’s assets are yours for the taking), I think that it
is important to highlight those particular items that continue to pose great difficulties for

us as we move this country forward.

Of primary importance is the state of the public finances, and there are features of the

present situation that must be rehearsed if only for the sake of the historical record.

Firstly, the public debt has never been higher, and the servicing of that debt became such
an impossible burden that the former administration, and its perhaps just as guilty
creditors, were forced into an involuntary restructuring to pay off the then existing levels
of external commercial debt over the next twenty years. As a result, the country is now
unable to access external commercial sources of finance, and some of our domestic firms,
including financial institutions, have been experiencing difficulty maintaining external
credit lines because of the confidence gap that the national default and restructuring
caused. What compounds the entire sorry mess, is the fact that there is little visible
benefit to show for the gargantuan amounts of money borrowed; and two of the public

sector institutions involved in some of the associated transactions — the Development
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Finance Corporation and the Social Security Board, the first of which has, as we all
know, suffered bankruptcy and liquidation — became the subject of enquiries forced on

the last administration as a result of the scandals involved in their chain of sordid actions.

Secondly, economic growth has slowed dramatically in the last few years, clearly
demonstrating the extent to which the country’s earlier performance, the occasion for
much self praise by the then Prime Minister and his Svengali, had in fact been propped
up by the unsustainable borrowing. Any job creation was temporary, illusory. And we
cannot borrow to build this house of cards again even if we wanted to (which we don’t)

because no one will lend us.

Thirdly, our ability to raise revenue and to collect taxes has been greatly constrained by
special arrangements and dubious legal structures (including secret agreements) that have
seen particularly rich business enterprises exempted from paying their fair share of taxes.
Exhibit one is, of course, the BTL scenario which has caused the new government far too

much time, energy and expense to try to set right.

Fourthly, the provision of a number of tax holidays and arrangements to guarantee
particular rates of return in order to notionally stimulate private sector investment has
turned out rather to be a device for the imposition of a double whammy on the public:
even as the favored few have been allowed to deprive the people of much needed
revenue, they have also raised their prices to consumers. Thus, a perfectly acceptable
tool of private sector encouragement has been in too many cases mangled and distorted
beyond recognition. The warped actions of those whose departure has accurately been
termed the end of an error has thus produced a perfect storm of less revenue to

government and higher prices to the consumer.

On the expenditure side, the situation is even more serious. Very large sums of money
have been spent without much visible result in terms of developing the country.

Substantial funds and public assets have been notoriously diverted to the benefit of



specific individual and group cronies. Worse, agreements have been entered into which
are forcing us to make payments that we had no idea that we would have had to meet: the
latest in this area is an BZ$8.8 million arbitration award for breach of contract in respect
of the management of the Philip Goldson International Airport. The housing programme,
in which funds from the DFC and from Social Security, in addition to moneys borrowed
from foreign banks all over the place, played such an important part, has been a disaster.
And the waste, reckless spending and criminal diversion of funds continued with the
misappropriation of the $40 million gifted to the people of Belize by Venezuela and

Taiwan.

At the heart of these developments, indeed encouraging or at least permitting these
developments, have been the serious deficiencies in governance and management in the
public sector in Belize. It is difficult not to come to the conclusion that these deficiencies
were deliberately engineered in order to make it easier for those elected to manage the
country’s affairs in the interests of its entire population, to in fact mismanage, with a
single-minded focus on enriching themselves and their associates at the expense of the

rest of nation.

As a result of these things, and in order to straighten these things, we have put good
governance, good management, transparency, accountability, and fiscal prudence at the
forefront of our programme. We are setting about the creation of a new public affairs

template, the better to help us realize our agenda of progress and development.

An important part of the governance improvement arrangements has to do with reducing
the power of individual government members, and of the Government, and giving citizen
groups greater ongoing say in the management of the country’s affairs. As you are
aware, we are proposing to limit the length of time an individual can serve as Prime
Minister to three terms. We are proposing to remove the Government’s majority in the
Senate, and at the same time to broaden the powers of the Senate in order to allow it to

operate properly as a general oversight body, representing citizens’ groups, over the



Government. And we are proposing to provide for the recall of ministers and elected
officials that violate their mandate and fail to live up to their commitment to the people.

An equally important part has to do with the provision of financial information on the
public sector. With the assistance of our overseas development partners we are in the
process of putting in place arrangements under which there will be regular and detailed
reporting on our public finances management performance, so that anyone who is
interested will be able to see how the resources collected by way of taxes and otherwise
are being utilized. We have already moved on amendments to the Freedom of
Information Act, by which we have outlawed secrecy in contracts and agreements entered
into by the Government of Belize. This is the all important backdrop, the all embracing

backdrop, against which we present this Budget today.



RECENT ECONOMIC DEVELOPMENTS

GLOBAL EcoNnoMIC DEVELOPMENTS

Mr. Speaker, the world economy is continuing to slow down in the wake of the meltdown
of the US sub-prime mortgage market and the consequential housing downturn. In an
effort to slow the decline, and shore up growth prospects, the US Federal Reserve has
been aggressive in cutting interest rates and the European central banks have adopted
similar policies. Notwithstanding these efforts, there has been a general weakening in the
global economic outlook, as the fall-out from the mortgage crisis is exacerbated by rising
inflation reflecting the skyrocketing of oil prices. Monetary authorities worldwide are
therefore being forced to grapple with the challenge of devising a policy mix that will
keep inflation in check while avoiding the development of a full-fledged economic
recession. The indications are that growth in Europe will be much lower than in the
previous year and the IMF is forecasting that the US economy will experience zero
growth in 2008.

These developments are likely to have a negative impact on economic growth in Belize
and other CARICOM and Central American countries this year, since these economies
are heavily dependent on imports and external demand for goods and services, including
tourism. Continued increases in international oil prices combined with a slowing of
inflows from the tourism sector would make it extremely difficult for these economies to

maintain stability in the balance of payments.

In the case of Belize, additional shocks from natural phenomena such as tropical storms
or crop disease would further aggravate the fragile economic situation.

EcoNnoMmiIc DEVELOPMENTS IN BELIZE — 2007

In 2007, the last full year of the previous era, Belize experienced economic slowdown
with real GDP growth falling to a mere 1.6% as compared to 5.3% in 2006. Output of
papaya, sugarcane, banana, citrus, farmed shrimp, garments and electricity fell for a

variety of reasons including weather, crop disease and the impending termination of trade



preferences granted under the Caribbean Basin Initiative.

A substantial 34.1% increase in production of petroleum helped to offset this and the
services sector also saw continued growth in free zone trade and telecommunications as

well as a small increase in stay-over tourist visitors.

In the month of April 2007, the rate of unemployment stood at 8.5%. This subsequently
rose to 12.1% in September partly due to the hurricane and the seasonal downturn in

demand for labor.

Because of the decline in production of several key export commodities — papaya,
sugarcane, banana, citrus, farmed shrimp, garments - domestic exports contracted by
7.6% and growth in total export receipts, which include CFZ trade and other re-exports,
grew by only 0.3% compared to the 31.3% expansion in the previous year. Imports in the
meantime grew by 4.9%, resulting in a widening of the trade deficit and a more than

doubling of the external current account deficit to 3.4% of GDP.

There was nevertheless a slight improvement in the international reserve position mainly
due to foreign direct investment inflows for projects in tourism, aquaculture, real estate
and electricity. The restructuring of the public sector’s external debt earlier in the year
also contributed to the improved reserve position by lowering, if only temporarily, both
interest and principal payments. Consequently, at the end of the year the Central Bank’s
gross official international reserves increased to $217.1mn which was sufficient to cover

2.3 months of merchandise imports.

In fact, the international reserve coverage was consistently below the benchmark of 3
months of imports since 2002 indicating to the previous authorities the need for sustained
fiscal and monetary policy efforts to strengthen the balance of payments position. But, of
course, there was relaxation, not to say abandonment, of fiscal policy near the end of
2007, with Government expenditure accelerating in the period prior to the general
elections, as the People’s United Party sought desperately to buy their way back into
power. Monetary policy, though, was unchanged with commercial banks’ cash and

statutory reserve requirements being held to 10.0% and 23.0%, respectively, of average



deposit liabilities.

Growth in money supply was strong during the year with boosts coming from a 14.4%
expansion in net domestic credit as well as inflows from foreign direct investment,
bilateral grants to the government and private remittances. Commercial bank excess
liquidity fell slightly over 2007, while the weighted average interest rates on deposits and

loans increased by 30 basis points and 10 basis points respectively.
EcoNnomic DEVELOPMENTS IN BELIZE — 2008

The hangover from 2007 is, of course, a reality with which we now have to deal.
Consequently, in 2008, GDP growth is already being affected by lower output of
sugarcane and papaya, the two crops most severely affected by last year’s hurricane. The
closure of the Williamson sewing factory, lower electricity output and a decrease in hotel
and restaurant activities stemming from a sharp fall in cruise ship arrivals, are also taking
their toll. The Statistical Institute of Belize estimates that GDP grew by only 0.6% in the
first quarter. This marginal growth mainly reflects growth in the marine sector,

distributive trade and petroleum extraction.

The Statistical Institute of Belize also reported that the domestic price level (as measured
by the average annual increase in the Consumer Price Index) was up by 2.3% during
2007 with food prices increasing by 5.3%. Price hikes in imported food staples and fuel
raised the Consumer Price Index to 4.7% over the twelve months to February 2008, an
upward trend that is likely to continue and one that, as we have already acknowledged,

will pose a grave challenge to both consumers and producers alike.

While exports, in the first quarter of 2008, were down by 1.1%, imports expanded by
19.5% driven by Commercial Free Zone activity and increased expenditure on a range of
items including fuel, telecommunication equipment, construction materials, vehicles and
electricity. This was exacerbated by a substantial outward movement of funds in the
form of repatriation of profits by the Belize Bank to the tune of almost $60 million. The

quarterly current account of the balance of payments consequently shifted from a surplus
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of $40.5mn in the comparable period of 2007 to a deficit of $64.6mn this year.

The impact of last year’s hurricane is being seen this year in the reduction in production

of several major agricultural commodities.

Both the quantity and the quality of sugarcane have declined in the current crop year.
Delivery of cane to the factory was down by almost 12% and sugar production shrank by
14.0%.

At 16.5mn pounds, papaya output between January and April of this year was almost
50.0% lower than in the comparable period of 2007. Meanwhile, citrus deliveries for the
2007/2008 crop year up to April has declined by a 7.0% decline, with decreases in
orange and grapefruit deliveries of 8.0% and 4.5%, respectively. Juice production, has
declined by 6.0%.

In contrast, banana producers increased both production and exports. Banana export
volume rose by 74.0% to 27,194 metric tons while earnings were up by 92.2% to
$23.5mn in the first four months of 2008 as compared with the same period last year.
Exports of petroleum also increased — by 11.0% with earnings increasing by 108.0%.
These increases didn’t fully compensate for declines in other export commodities,
however, and the trade deficit consequently has increased by 62.8% ($89.2mn) relative to

same period of 2007.

In part due to the economic slowdown in the US and competition from other destinations,
there has also been decline in the number of stay-over visitors (2.1%) and cruise ship
arrivals (19.0%) with total visitor arrivals amounting to 344,801 between January and

April 2008 as compared to 405,337 for the same period last year.

Notwithstanding the difficulties in some sectors and bearing in mind the fact that the
extent of flood damage to the citrus industry is not yet known, the Central Bank’s
baseline forecast points to a slight economic acceleration with GDP expected to grow
between 2.0% and 2.5% this year largely because of an expected increase in petroleum
extraction and higher output from banana and aquaculture projects.
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These forecasts may turn out to be even more improved if the Fifth Freedom
arrangements with Mexico produce the tourism spillover with the air links we will be
establishing with Cancun, Merida, Chetumal and Mexico City. Also, the just negotiated

petroleum surcharges will also yield higher GDP growth, but more on this later.
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BUDGET PERFORMANCE IN FISCAL YEAR 2007/2008

PRELIMINARY OUTTURN

The Budget for 2007/2008 had two objectives forced by the external agencies on the last

administration in an effort to curb their profligacy and fiscal indiscipline.

The authorities were told that they needed to achieve a strong Primary Surplus and a

small Overall deficit, both necessary for fiscal and debt sustainability into the medium

term. The targets set for the Primary Balance and the Overall Deficit were 3.25% of GDP

and negative 0.97% of GDP

respectively.

The Preliminary Outturn for
the fiscal year shows that both
targets were met. The Primary
Surplus of $98.1
amounted to 4.04% of GDP
while the Overall Deficit of

million

$15.3 million was measured at
0.63% of GDP.
payments  of

negative

Amortization

Summary of Approved Budget and

Preliminary Outturn for FY 2007/2008 - BZ$mn

Approved | Projected

Estimates Outturn
Total Revenue and Grants 678.5 720.0
Total Expenditure 703.2 735.3
Primary Surplus 83.2 98.1
Overall Deficit (24.7) (15.3)
Amortization 61.7 61.7
Financing Requirement -36.9 -46.4
Overall Deficit as a % of GDP -0.97% -0.63%
Primary Surplus as a % of GDP 3.25% 4.04%
GDP (in BZ $billions) 2.558 2.428

$61.7 million were covered from concessional borrowings.

REVENUE PERFORMANCE

Total Revenue is estimated at 694.7 million or some $33.7 million above the budgeted

figure of $661.0 million. This increase over the budgeted figure takes into account strong

growth of some taxes and significant declines in others.
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Income and Business Tax and Royalties both increased, reflecting increased collections

from  domestic  oil

production. Income Tax

. Summary of Revenue Collections 2007/2008 - $BZ mn
collected on domestic Approved | Projected
oil production Estimates | Outturn

Total Revenue and Grants 678.5 720.0

amounted to  $25.0 Recurrent Revenue 650.9 664.6

million while Royalty Tax Revenue: 593.9 591.7

. Income and Profits 170.3 180.1

Receipts amounted  to Taxes on Property 5.6 6.5
$15.0 million. Capital Taxes on International

. Trade &Transactions 180.1 169.0

Revenue also increased Taxes on Goods & Services 237.9 236.1

by $20 million largely Non-Tax Revenue: 57.0 72.9

Property Income 7.7 12.4

as a result of the Licenses 10.4 13.2

controversial sale of Other 38.9 47.3

Capital Revenue 10.1 30.1

land ~at  North Grants 175 25.3

Ambergris Caye, which
initially, included portions of the Bacalar Chico World Heritage Site.

On the other hand, Taxes on International Trade recorded a sharp decline as the
Government, especially after the change in February of this year, rolled back Revenue
Replacement Duties to cushion some of the impact of increasing world oil prices.
Collections from Revenue Replacement Duty amounted to $49.4 million compared with a
budgeted sum of $61.4 million. In order to make concrete the extent of the RRD given
up, it is necessary to point that without that RRD foregone, gas prices at the pump would

now be $15 or $16 per gallon.

The General Sales Tax performed as budgeted yielding some $174.5 million or some

$2.0 million above budget.

Capital Revenue for the year amounted to $30.1 million mainly reflecting proceeds from
the sale of the 3,000 acres of land in North Ambergris Caye for $12.0 million, other land
sales aggregating to $10.0 million and the sale of the Libertad Factory and lands which,

even at its undervalue in order to favor a friend of the last administration, brought in a
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further $3.0 million dollars.

Grants amounted to $25.3 million of which some $18.0 million originated from the
Government of Venezuela under the Housing Assistance Program. As we all too sadly
know by now, that figure was $20 million greater but that last amount was illegally

diverted by the then government.

EXPENDITURE PERFORMANCE

The preliminary outturn for Total Expenditure is $$735.3 million, comprised of $598.3
million in Recurrent Expenditure, $71.8 in Local Capital Expenditure and $65.2 million
in Capital Expenditure financed from external sources. In addition, the Government also
paid out $61.7 million to amortize its debt, which, following established international
practices, is recorded as

financing item.

Summary of Expenditure 2007/2008 - $BZ mn

Within the recurrent budget, Approved Projected

. Estimates | Outturn

$233.9 million was spent on | Total Expenditure 703.2 735.3

salaries and wages, S|Ight|y Recurrent Expendlture 585.2 598.3

Personal Emoluments 235.3 234.0

under the budgeted allocation Debt Service 107.9 113.4

of $235.3 for this main Pensions _ 39.0 42.3

Goods and Services 203.0 208.7

component. Capital Expenditure 118.0 137.0

Capital Il Expenditure 50.0 71.8

Pensions and Gratuity Capital 111 Expenditure 64.8 62.1
Capital Transfer & Net

Payments accounted for $42.3 Lending 32 32

million while Goods and | Amortization 61.7 61.7

Services amounted to $208.7
million. This latter figure reflected increased outlays for fuel, utilities, grant aided

schools and the University of Belize.

Also included in the recurrent expenditure, is some $113.4 million in interest payments,

of which some $48.0 million was for payment of interest on the “Super Bond”.

Local capital expenditure of $71.7 million was well above the budgeted figure of $49.9
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million for the fiscal year. This was due to substantial un-programmed expenditure for
health facilities, textbooks, and streets and drains, in the run up to the February 2008

general elections.

While the Capital 111 [externally financed] budget shows that expenditure at $62.0 million
was just within the approved budget of $64.8 million, the actual composition of the
expenditure was very different than originally programmed. Many of the projects that
were slated for implementation, in the areas of rural development and agricultural
support, were set aside or slow in starting. On the other hand, there was the new Housing
Assistance Program funded by a grant from the Government Venezuela under which
some $18.0 million was spent in the six weeks immediately before the elections and
without the approval of the National Assembly as required by the Finance and Audit
(Reform) Act.

When total expenditure is applied against total revenue and grants, an overall deficit of
$15.3 million emerges for the last fiscal year. To this amount, we must add the figure of
$61.7 million in amortization payments to arrive at the total financing gap of $77.0

million for the fiscal year.

This gap was filled with the following inflows:

A Drawdown of US$15.0 million from the IDB Policy Based Loan;

A Drawdown US$12.5 million from the CDB Policy Based Loan;

A Drawdown of US$4.5 million from the ROC for Hurricane Relief ; and
Other smaller loan disbursements of approximately US$6.5 million.

THE PuBLIC DEBT

At the end of April, 2008, the outstanding Public Sector and Publicly Guaranteed Debt

stood at $2,249 million, up marginally from $2,240 million in the twelve months before.

The Public Sector Debt itself was $2,135 million made up of $1,822 in External Debt and
$312.8 million in Domestic Debt, while the Publicly Guaranteed Debt amounted to $95.2
16



million, mostly in respect of privatized enterprises.

The Public Sector Debt was comprised of bonds (58.8%), multilateral loans (23.6%) ,
bilateral loans (17.0%) and commercial loans (0./6%). To service this debt, the
Government paid out $113.4 million in interest costs, and a further $61.7 million in

amortization payments during the fiscal year.

The largest single external obligation of the Government of Belize is the New Bonds (or
the so called “Super Bond”) which was the result of the forced debt restructuring exercise
completed in February 2007. This bond amounts to US$546.8 million representing
slightly over 98% of the outstanding commercial debt and carries a step-up interest rate
ranging between 4.25 % and 8.50% and is to be amortized over a ten year period
commencing August 2019. As a result of the impossibility of new commercial
borrowings, for the first time in many years Government had to service its debt without,

in fact, resorting to new commercial borrowings.
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BUDGET PROPOSALS FOR FISCAL YEAR 2008/2009

The new government assumed office just seven weeks before the end of the 2007/2008
Fiscal Year. Given the short time before the end of the financial year on March 31, 2008,
Government took an early decision not to rush the budget process in order to pass a new
Appropriation Act before the end of the financial year. We opted instead to use a
provision in the Finance and Audit (Reform) Act, through which the Minister of Finance
may, by warrant and subject to certain limitations, authorize the withdrawal of moneys
from the Consolidated Revenue Fund for a period of up to four months from the
beginning of the new financial year, to carry on the services of Government. The new
budget, when approved, would make provision for the entire fiscal year, thereby
providing retroactive approval to cover amounts spent during the four month period of
April to July 2008.

This strategy allowed the new Government to settle into office, to take stock of the state
of the public finances, and to consult with a broad cross section of the population on the
focus and form of a new budget that is as responsive to the needs of the citizenry as

ingenuity, creativity and the limits of the possible will allow.
NATIONAL CONSULTATIONS ON THE BUDGET FOR FY 2008/2009

Mr. Speaker, when we began this budget process, we were determined to do things
differently. In keeping with our commitment to make the policy and planning processes
open and transparent, we sought to engage in a process of national consultations during
which a technical team met with a wide range of persons and groups. Because we want
government policy to be relevant and effective in meeting the needs of the people, the
team met with the private sector, labour unions, women’s organizations, environmental
organizations, agricultural producers, fishermen’s cooperatives, rural communities and
the tourism industry. The range of groups consulted was somewhat limited because of the
short time frame within which we had to complete the process, but we are committed to

keeping the consultation process moving and expanding.

As | said at the Symposium of June 11, this consultative process is an important part of
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the good governance framework because it promotes inclusiveness and participation and

contributes positively to the environment for debate on public policy issues.

A report of the consultations — which included a Symposium on June 11 — has been
placed on the Government of Belize website to facilitate broad access to the information

and to stimulate further discussions.

As you would see in that report, the discussions focused on budget issues, but also
included matters of wider economic policy as well as sectoral issues. Furthermore,
because the consultations took place early in the budget preparation process — not at the
end of the process as was done in the past —the outcome of the consultations was able to
influence the content of the budget. Therefore, Mr. Speaker, many of the issues raised in
the budget consultations had in any event been engaging the attention of the new
government and several key recommendations proposed by stakeholders have been all
too willingly taken on board.

Some of the issues included:

The importance of promoting the development of micro, small and medium enterprises to
create jobs and generate sustainable economic growth;

The urgency of implementing mechanisms for addressing the impact of rising food and
fuel prices, particularly on the poor and the vulnerable;

The importance of promoting agriculture through repair and maintenance of roads,
reducing the cost of agricultural inputs and providing additional resources to provide

more and better extension services by the Ministry of Agriculture;

The requirement of extra resources to promote rural development, including resources for

education, health, village road, potable water etc;

The glaring gap of a proper Solid Waste Management System, given the importance of

the environment to our economy;
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The need to keep the tax system under review to continue the process of reform towards

greater equity;

The expectation that, under this new administration, the process of strengthening the
management of public finances will accelerate with penalties for deliberate breaches of

the fiduciary duties owed the Belizean public by both ministers and public officers.

The absolute need for better planning and implementation of government programmes,
especially programmes that are to benefit vulnerable groups such as single mothers and

young people, so that positive results are realized and in a cost effective manner.

Mr. Speaker, many of these issues require medium to long term policy responses; but
some issues are so immediate and so critical that the need to define right away short term
solutions could not be postponed. It is in this context, notwithstanding the objective

constraints, that we have fashioned this Budget.
UNDERLYING PRIORITIES FOR THE BUDGET
1. Human resource development

Mr. Speaker, Government has prepared this budget to reflect three fundamental
objectives: to restore fiscal sanity, moral well-being, and honesty in administering the
business of government; to take the development agenda forward, investing especially in
education, health, infrastructure, agriculture and tourism; and to look after poor people.
We pledged in our election manifesto a few months ago to immediately address the state
of the education. We want to create an education system that is capable of providing
“Education for Self”, Education for Strength” and Education for Life.” This means
providing resources at all levels of the education system - from pre-school to university —
to improve both quality of and access to education. We are beginning to do that in this

budget by way of myriad increases in education allocations as | will detail later on.

We are also giving high priority to health, which is the “foundation of a productive and
successful society”. In this first budget, we are completing the Health Sector Reform

Project. Of even greater personal impact and in a historic first for the country, we are
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removing GST from a broad range of medicines, and exempting medical services from
GST. We are also assuming the full cost of NHI to the extent that it has been rolled out

so far — the Social Security Board will not any longer be meeting any of those costs.
2. Poverty reduction

This government believes that sustained reduction in poverty comes from creating and
providing equitable access to opportunities — opportunities for education, healthy living,
entrepreneurship and business development, home ownership and community

participation.

We are committed to creating an environment in which micro and small enterprises can
grow beside the larger enterprises by moving to facilitate access to affordable financing.
We will promote land/home ownership for low income persons, skills training and child
care services for single mothers and reduce taxes on a number of basic food items. We
will target the rural communities for special programmes to upgrade social and economic

infrastructure. These programs will begin now with this budget.
3. Food security

Food security and agricultural development go hand in hand. Almost half of our
population lives in the rural area and more than 40% of the labour force works in the
agriculture sector. We believe that the current food price crisis presents not just the
challenge that we’ve all so dolefully been suffering through, but an opportunity for Belize
to increase food production to supply the local market at lower prices than the imports.
This is also time to seize the day and expand food exports to create new wealth in our
long-suffering rural communities.  Of course, this requires solid support from
government. Therefore, in this budget we are seeking to assist the agriculture sector to

reduce the cost of operational inputs and capital investment.
4, Public safety

Strengthening citizen security is a key priority of this budget. We believe that this can be

achieved, but it requires a multi-sectoral approach. We will strengthen the Police
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Department by providing more human, financial and technical resources to fight crime.
However, we will also seek to strengthen our social fabric to combat the causes of crime.
This means working with youth at risk to counter gang violence by providing viable
alternatives, work on which has already started via the rechartered CYDP, and promoting

and enabling family life and building a strong economy that creates jobs.
5. Environment

Belize derives its economic sustenance from our environment. Proper management and
sustainable use of our environment is therefore critical to long term economic growth.
The government will strengthen framework and processes for environmental

management including enforcement of environmental compliance.

In particular, great priority is given to solid waste management and efforts are being

made to fast track development of a national solid waste management plan.
6. Economic and social stability

Economic and social stability go to the heart sustainable development. This government
believes that prudent fiscal and monetary policies, attended by strong governance and
accountability processes are key elements of economic and social stability. We are
therefore committed irrevocably, to a new order in public affairs, to proper economic

management and good, honest, accountable governance.

This means promoting laws and administrative procedures that strengthen public
financial management. It means encouraging and facilitating public participation in
policy discussions and creating a framework in which persons feel free to contribute to

such discussions.
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SUMMARY OF THE DRAFT ESTIMATES FOR FISCAL YEAR 2008/2009

The draft estimates have been prepared on the assumption that nominal GDP will grow
by 5.3% in the face of rising import prices, while real GDP will grow at approximately
2.0%. On the revenue side, apart from the proposed Petroleum Surcharge which will be
brought to the National

Assembly at its next Summary of Draft Estimates for 2008/2009 and
sitting, there will be no Expected Outturn for FY 2007/2QO8 -$BZ mn
Projected Draft
new taxes. Outturn | Estimates
. 2007/2008 | 2008/2009
Consultations, hard Total Revenue and Grants 720.0 816.9
fought ~ but  never | Total Expenditure 735.3 824.8
Primary Surplus 98.1 101.0
h tak S
rancorous, have 1aKeN 1 5verall Deficit (15.3) (7.8)
place with the oil | Amortization 61.7 63.9
. . Financing Requirement -46.4 -56.1
dust th t f -
NAUSITY 1N e PASEIEW 1 6verall Deficit as a % of GDP 0.63% | -0.31%
weeks. We have only | Primary Surplus as a % of GDP 4.04% 3.95%
GDP (in BZ $billions) 2.428 2.558

just completed these,
well after the draft

budget and appropriation bill was prepared and printed. As a place-holder, we allocated
the sum of $10.0 million under Taxes on Income and Profits to be collected during the

remainder of this fiscal year.

Having now a clearer picture of the nature and scope of the new Petroleum Surcharge, we
are reworking the estimated receipts, and will circulate an amendment to the Revenue
Estimates which will increase total revenue, increase the primary balance and improve
the bottom line. These amendments will be circulated when | table the Supplemental

Petroleum Tax Bill.

In addition to no new taxes on the Belizean people in this Budget, we are, of course,
actually providing positive relief especially to the poor. We will thus be lowering or

removing tax on a number of basic items and services.

Apart from the Petroleum Surcharge, we expect strong growth in the income tax, royalty,
and production share revenues from the local petroleum industry as a consequence of the
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very sharp rise in the price of world oil prices and an increase in production from the oil

producing field.

On the expenditure side, we are proposing an expansion in the recurrent budget to take
account of moderate growth in wages and salaries, and increased operating expenditure

reflecting rising prices of fuel and utilities.

We have set a preliminary target for the Primary Surplus of 4% of GDP and a target for
the overall deficit of negative 0.3% of GDP.

Total Revenue and Grants are estimated at $816.9 million. This is an increase of $96.9
million over the expected outturn for last fiscal year. Total Expenditure is estimated at
$824.8 million. Taken together, the result is an Overall Deficit of $7.8 million or —0.31%
of GDP. Provision for amortization payments are held steady at $63.9 million, which,

when added to the Overall Deficit, results in a financing requirement of $71.5 million.
This financing requirement is programmed to be met from the following sources:

e A Drawdown of US$12.5 million from the CDB Policy Based Loan,

e A Drawdown of US$5.0 million from the Petrocaribe Loan Facility, and

e Other disbursements from other project related loans of approximately US$23.5

million.

EsSTIMATES OF REVENUE 2008/2009

The Draft Estimates of Revenue and Grants are comprised of $721.0 in Recurrent

Revenue, $8.5 million in Capital Revenue and $87.4 million in Grants.

Recurrent Revenue is made up of $628.8 million in Tax Revenue and $92.2 million in

Non-Tax Revenue.

The significant rise in Recurrent Revenue is attributed to the following:
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e A $45.0 million increase in taxes on Income and Profits of which at least an

additional $25 million is expected to come from tax on the domestic oil industry.

e A $19.3 million rise in Non-Tax Revenue of which an additional $10 million is

expected to come from Royalties and Rents from the domestic oil industry.

e These increases are, on the other hand, moderated by a fall of Taxes in

International Trade resulting from the removal of the Revenue Replacement Duty

on fuel and on butane gas.

As of the 1* of August, the remaining Revenue Replacement Duty will be removed from

both Regular and Premium Gasoline, and on Aviation Spirits and Jet Fuel. This tax will

be replaced by a lower flat tax per gallon which will be added to the existing customs

duties applicable to these products. This will have the effect of stabilizing the taxes

applied to these products and would also result in future changes in acquisition costs

passing directly through to the price.

Capital Revenue is estimated to decline to $8.5 million as Government is not proposing

any further sales of large
tracts of our precious
land in the new budget

year.

The significant increase
in Grants is comprised of
a general budget-support
grant of $50.0 million
been

which has

committed by  the

Republic  of  China
Taiwan as well as
several other smaller

Projected Draft
Outturn | Estimates
2007/2008 | 2008/2009
Total Revenue and Grants 720.0 816.9
Recurrent Revenue 664.6 721.0
Tax Revenue: 591.7 628.8
Income and Profits 180.1 225.8
Taxes on Property 6.5 7.0

Taxes on International Trade

& Transactions 169.0 151.6
Taxes on Goods & Services 236.1 244.4
Non-Tax Revenue: 72.9 92.2
Property Income 12.4 12.8
Licenses 13.2 15.0
Other 47.3 64.5
Capital Revenue 30.1 8.5
Grants 25.3 87.4

grants from traditional sources such as the European Union, the Caribbean Development
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Bank under the Basic Needs Trust Fund Program and the United Kingdom under its
Commonwealth Debt Initiative.

REVENUE MEASURES TO PROVIDE SOME RELIEF FROM RISING PRICES

In preparing its estimates of revenue, the Government is proposing several measures
aimed at providing some relief to those whose lives are most badly affected by the sharp
rise in food and fuel prices. This was an issue that arose several times during the budget
consultation process and several suggestions were made to reduce GST and or Import
Duties on an expanded list of basic food items, medicines and medical services. This
was, of course, preaching to the converted, and the suggestions were quickly taken up by
a willing government, a determined government, a government already committed to

providing relief for the people of this country. The new measures thus include:

+«+ The removal of the General Sales Tax by applying a zero rate on a wide range of
over-the-counter and prescription medicines and medical supplies including
analgesics, cough and cold preparations, diagnostic testing kits for glucose in the
blood and urine, insulin an insulin syringes, oral rehydration salts and solutions,

dialysis fluids, oxygen, and anti-retroviral drugs.

« The classification of medical, dental, hospital, optical and paramedical services as
Exempt Items for the purposes of the GST. The effect of this is to ensure that the
providers of such services will no longer be adding GST to their invoices for the
services they provide. This is a first step towards the zero-rating of medical services,
a step that the government proposes to take after consultation with the Medical
Service Providers to ensure that the benefits of zero-rating will be passed on to

consumers through lower costs for medical services.

+« The removal of GST from a number of basic food items including powdered milk,

cooking oil, chicken Vienna sausages, corned beef, coffee and tea.
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REVENUE MEASURES TO SUPPORT AGRICULTURE AND FOOD PRODUCTION

The agriculture sector has been facing difficult challenges from storms and floods as well
as from the rising cost of inputs. Fertilizers and agro-chemicals have their origin in the
petroleum industry and, therefore, the increase in oil prices has had the effect of
increasing the cost of critical agricultural inputs. These developments have resulted in a

sharp rise in food prices as well as instability in the supply of basic food items.

To help government to define appropriate policy responses, we have established a
National Commodities Commission to advise the Government on the development of a
detailed national strategy to take advantage of opportunities that have arisen out of the

global increase in food prices.

This work is being done on the basis of the recognition that the rise in food prices present
a historic opportunity for farmers to increase production, including for export, with the
end result of increasing their income and the country’s foreign exchange earnings. To
provide some immediate support to the agriculture sector as farmers seek to overcome the
challenges and to take advantage of the opportunities, government is proposing:

e

S

The removal of Revenue Replacement Duty from Fertilizers,

7
L X4

The removal of Customs Duties from Animal Feed Concentrate, and

*

«+ The provision of import duty exemptions for agricultural machinery and implements,

*

particularly by small farmers seeking to expand production.

e

S

The provision later on of a significant line of credit for agricultural expansion

REVENUE MEASURES TO PROVIDE SUPPORT TO THE TOURISM SECTOR

The tourism sector has grown into the major source of employment, income generation
and foreign exchange earnings for Belize. Accordingly, the industry has begun to make
notable contributions to the development of small communities in the rural areas where
poverty is highest. The potential for even greater strides is enormous, and that is why we
keep saying that tourism is perhaps the major star to which we’ve hitched our wagon.
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With the economic slowdown in North America, however, the industry is facing the
difficult challenge of maintaining visitor arrival levels in the context of increasing
competition from other destinations. It is therefore critical for the tourism industry to
improve and maintain the quality of the services provided. The stakeholders in the
industry are engaged in a process of strategic planning to meet the challenges which lie
ahead and have already signaled the difficulty they are facing, particularly the smaller
hoteliers, in undertaking the investments necessary to improve the quality of their
facilities because of rising operational costs. Tourism operators have insistently pressed
to review the structure of taxation of the industry. This is an especially complex matter
and we have, therefore, agreed to continue the process of consultation. As an interim act
of relief, though, and to assist the relatively large number of smaller tourism operators to

deliver a better quality of service, government proposes the following revenue measures:

+«+ The provision of import duty exemptions on capital imports for small registered

hoteliers seeking to expand and/or improve the quality of their facilities.

% The provision of import duty exemptions on passenger vans to allow small tour

operators to improve the quality of their tourist transportation services.

REVENUE MEASURES TO INCREASE NATIONAL BENEFIT FROM PETROLEUM
EXTRACTION

Petroleum Surcharge

Mr. Speaker: the United Democratic Party Government has recognized a need to revisit
the arrangements under which the proceeds from the sale of our petroleum are shared
between the companies and the Government and people of Belize. After signaling our
intention some time ago, we have over the past few weeks been engaged in sit-downs
with the industry. These negotiations have taken place in as constructive an atmosphere
as could have been expected given the millions of dollars that were at stake. | am now at
liberty to say that we have made some important breakthroughs which I expect to detail

at a press conference on Wednesday. But the bottom line is that the flow of resources to
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the Government will increase, in response to the movement that has taken place in
international oil prices. The expectation is that oil prices will remain high in the
foreseeable future, and it is important that the country, as both an oil exporter and an oil
importer, offset the high prices we pay for the refined products by obtaining a larger

share of the export earnings.

s Excise Tax on Locally Refined Fuel Products

With the discovery and extraction of crude oil in Belize, several entrepreneurs have
expressed an interest in establishing micro-refineries to process and blend the locally
produced crude oil into refined gasoline, kerosene, and diesel oil for the local market.
Two local companies have invested substantially in refining equipment and are poised to
produce a refined diesel and <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>