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IRINIDAD AND TOBAGO TRENDS AND PROSPECTS

- A PERIOD OF AbJUSTHENT -

v

In 198&,‘Ttinidad and Tohago, a small open evonomy which fov the

past decade has experienced the prosperity associated with oil producing

countries, finds itself faced with the urgent need for econowmic

adjustment.

Signs of decline were pteéent since 1979 when crude oil

production began to decrease, and were rteinforced by 1982 when the rate

- of increase of government oil revenues declined significantly, However,
with major capital projects in mid-stream, Govermmeut budgets in the %9
billion vange, foreigh exchange rzedecves. approaching 38 billiou "and- '

citizens' expectations vtising, it was difficult to -even contemplate

restraint, much more adjustment. In the period 1980 - 1982 therefore,

the ecouomy was chavacterized by increases in government spending despite
~declining rates of increases in .rveveunes. This coupled with the gloomy

‘outlook for boih thé traditional petroleum sector and the new petro;baSedf-

industries, began to affect the rest of the economy. - In 1983 and 1984

therefore, the Government, as - peincipal actor in the economy, has

resorted to several adjustment policies 1in wnicnhn decreased capital

expenditure, increased foreign borrowing, ' tight foreign exchange

- budgeting and incomes and wages restraint, figure prominently.

" In order ~to thighlight the ecouomic need for adjustment in
Trinidad and Tobago, trends in the wmajor sectors of Lthe econowmy Qill be
outlined briefly, following which, the adjustment weasures mentioned

above will be discussed.




The Petroleum Sector

_;@de 01l production dt-,jcfvtinfed at an average _annual-raté aof 5.9
per cent from the peak production of 83.7 willion barrels in 1978 to $8.4
million barrels in 1983,‘ This fall -was “largely due to the wnatuwral
decline of mrature wells couéled with the absence of any major discovery
during t.hé period. .In the _'E;lt'st half-of 1984 there was a slight increase
in crude oi'l'ptoduction. This was mainly attvibuted to the success of -
workover activity carried out in 1983. in conjunct-ib'n-mwith 1ncre:ﬁental
flbws- from new .m;a'.riﬁe HE‘.]..’;S.- This increase however-, is likely to be
short~term and crude oil production in f.he next year or two--is erpected

~to be. 6nljr marg‘inally ahove at the 1383 level.

— ,..;Since;;1982- the petrﬁledm _sec.-t.ot'-' erperiensgd.--'-ar sharp- decline in
dOﬁIESt:iC T:ef‘irning, as 't;ef'inéry- i';hrclmghpu-t.slumped. to :8.‘76 mil‘l-io-n. cubic.
_metres, 13 per cent lower th;an the lev;el achieved 1in '1931 and the lowest
récorded since rrefining capacity was expanded in 1957. . This was due -
mainly ’C.l:.)w:ad'u"e-t-'SE‘ —£;;nd§__in the intetﬁa‘tional"demand_' forr residual fuel
oil‘,' coupled Q’ith ﬁrohlemsr associated with the-domestic operatién.q- of
V'IZexaco—l‘t‘in_id_&d Incot’pot_at';ed.r The deﬂcli_ne in refinery égetatiqqs has.rl
cgni‘inued into the first half of 71984 when throughputVwas'marg,inally
" lower -than that Ffor the -tirst' half of 1L983. on 31lst &uguét 1984,
éovet‘nment announced its decision ta‘purchase the Texaco rvefinery. Thé
levels of future vefinery activity Vwi.‘ll. hinge on the specific

arrangements associated with this decision.



Therve have been no increases in official oil prices since 1979.
Fatr the latter half of 1984 and continuing into 1985, prices are expected-
to remain stable at best, with the possibility of a decline if OPEC

responds to the erusion of its mavket share by uncontrolled increases in

its own outpuot.

The Trinidad aund Tobago economy is so structuved, that
developments in the petrolesm secteor, which are externally determined,
act indivectly as the drive-mechanism for the entire system through .

government cevendes.

Government

. Davelopments in the petrolewm sector since 1980 haveitaéulted:in S
a'steaﬁyﬂdeciiée in petrélemm ta?es to thé goverﬂﬁent. Over the petiod
1974 - 1930, total revenﬁe from the 01l sector increased at an average
annuai ra@é of 18.1 per ﬁent, compared te an increase of 1-p€t cent in.
71981A and dec?eases‘ of 23 per éent _and 25 per cent in 1982 and -1983,

: %espectively;_ 'O;er the 1974 - :1989 éérib& éiéb;' ﬁéttoieum taxes'
éccounted for an averagé af 53 per cent of total governmeni recurrent
révenﬁe. 11ts contribution then fell sharply from &2 ﬁec-ceht in 1981 £o

.38 per cent in 1983. The coatfibution of personal income taxes to
'éovernment tecurreﬁt revenue-incregsed in iﬁpértance;-from,12 perrcent'in
1979 tq 43 per cent in 1982 bef&re falling to 25 pert Eent in 1983. Total
Go?ernmen£ revenue for 1983 amounted to $6,481 million representing a S
per cent décraase over 1982, compared to an almost negligible increase in

1982. o : B : -
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The trend of falling pgovernment revenaes over the 1980 -~ i983
period have not been mwmatched by a coumensurate fall  in recurreat
expenditore. While thg average increase in recurreunt ezpendiﬁure for ghe'
1974 - 71980 period was 29.1 :pef céqt, for the period 1930 - 19383
expenditucve . continued at a relatively high .level and increased at aun
average aunual cvate of 27.7 per c¢ent. Ian 1983 however, the inccvease of
10 per cent was lower than the &5 pef Céﬂtl and 14 per cent increasaes

recovded in 1982-and\1981, respectively.

Government -capital expenditure increased -at: an éverage annual
rate of 4L1.7 per cent over Lhe 1é7é - 1§80-petiod compared';o-an average
of 6.9 per cent over the 1980 - 19383 period. This_latter-averége howaver
tepteéents a';ombinatfon GfrdetLining'iﬁcreases between 1980 and 1982 and

an-actoal decrvease of Z1 per cemt im 1983.

In 1983 'Goverumgnt e%pgrienced- a deficit of 314 million on.
current account Voperations and an 0§era11 deficit qf %2,857 million.
%his'icdmpates witﬁ‘ the 'fistal “6ﬁttutﬁ?"inl"1982: when cﬁéfént"adéount
operations resulted in a surplus of $931_million-an& an overall deficit
of $2;652'miilion; In #he first half of 1984 the defici; an government’'s
cash flow. aperatioas amoﬁnted tb #1,111 million compared to a cash flow

deficit of 31,173 million.in the corresponding period of 1983.

1 This extraocdinarily high increase was due to large
retroactive wage paymenkts. ’



The Non-01il Economy

Total VFértilizer production has increased E;om 372.8 thousand
toanes in 1974 to 939.7 thousand toanes in 19827 or an éverage',annual
inerease of 12.2 per cent. This petiod was charauterizéd by pgrowing
international demand, rvising prices and increased local plant capacity.
Tn 1983, despite the softening of world prices, iocal production
increased by 36 per cent and exports increased by'ﬁ3 per cent over 1982
'le#els. . In 1984 hOWevé:,--fluctuaiing.-iuternationai market ;onditions
resulted in rcelatively high produqﬂigu and - export levels in the ficst
quarter, followed hy lower le%els in the sacond quatﬁer. Harket
conditions are expected to improve in the third quarter and for 1984 and

1985, production and exports are expected to increase.

[ R
Trinidad and Tobago's 1,200 metric tonnes per day ¥ethanol plant
began cowmercial operatiouns in June 1984. The 1international wmethanol

macket 1s currently chatvacterised by excess supply, sluggish demand and
low prices and conditions are not expected to improve in the near future.

The ptoductign Vof._Iron and Steel in Triunidad and Tobago has
e;parienced_severalrset-backs since 1ts inception ié 1982. In that year
ovtput amounted 512.8 thousandr tonnes and ézportér t; 155.6 thousand
tonnes while in 1583 ouiput incréased tor 676.1 tLthousand tounnes aud
exports to 190.5 thousand tonnes . The future of this. venture cemains

s

clouded although the international mavket is expected to improve slowly.




The level of production in the Light Hanufacturine sectof, .asg
measured by movements in the TIndex of Domestic ?roduction,z increa;ed
at an -avérage annual ratel of 7.é ﬁer‘ cent between 197} ; i980 then
declined to am averagelannual growth Tate of 1.9 éet-cent between-lgﬁo -
1983. Duving therlatter peéiod several sub-sectors recorded production
dacrensas a;though increases were recorded in  the CElectricity',
"Chemicals and Non-metallic Materials' |, 'Foo& Processing' and ‘'Assembly

~and gg}atgdf ;ub:sgpporsf | The Vgeneral‘ fall imn outéut stnce 1981 has

occured against the background of poor couditions +ia -domestic, vegional

and international markets.

- The Services secﬁots aof the economy recovded high growtn rates
over the 1974- ~ 1978 period and continued at relatively high rgtas
hetween 1979 to 1982, before-showing_significanﬁ-declines iﬁ 1983.7 Given
the genérﬁl downturn in the économy gross output jn the serviees secicrs
is expected to decline.

- Si;dé" 1972 wheu the agTiculture seciorr attgined high production
levels, performance, ﬁas generally been  poov. Ther gxport crops in
particular have shown noA signs of increased out@ut. Sugar production
deelined for the seventh consecutive year in 1983-gﬁilelthe production of
cocoa, coffee and citrus- has also been marked by declines. Over ghis
period,‘domestic agriculture has however shown some encouraging signs,

with meat, milk and poultry production increasing counsiderably since 1981.

2 index excluding oil and sugar (Base = 1977).



Inflation

Trinidad and Tobago has .experienced double digit inflatiom since

V1973. The steady rate of increase in prices over the 1973 - 1980 .period

was reversed in 1981 and 19827 when there was a deceleration in the rate

of price increases. In 1983 however, owing to the marked reduction of

goverument subsidies and increaased iadireet taxes, prices increased by

16.7 per cent. This level of price inecease is expected to prevail in

1984 and 1985.

The Financial System

The financial system has played a significant vole in the |

-expans{on of the economy owver the 1974 - 1982 period, and as evidenced by

trends in 1983, is likely to play an equally impoctant vole in the

neecessary economic adjustment.

Over the period 1974 - 1979,'the-Eiqancial-system-expe:ienced‘

‘buoyant growth of 1its monetary cesouvces and velatively easy liquidity

owing fo the inereasingly large deficit on the government's domestic
hadeet over bhis period the net sales cf foreign e:changé to the
private - sector also {ncreased significauntly but the mnet effect on the
sy;tem 7;3; expausionary. The wmoney supply, tot;l Vcommercial banks"®
deposits and credit to the private: sector'rinqreased at avervage annual
rates of 35 per cent, 29 per cent and 31 per ﬁent, respectively, over the

1974 — 1979 period.



By 1980 the slowdown in the growth of the government domestic
budget deficit and the continved increase in net sales of foreign
exchange, combined to dampen the excessive gtoéth rates in the principal

monetary aggregates. This declining_treﬁd was intevtupted in 1982 when,

due mainly to large public sector wage payments, the significant increase

in the domestic budget deficit served as a short-term stimumlus to bthe-

financial system. By 1983 however, the uunderlying declianing trend was

reflected in an 8 per cent decresse in the money supply and a mere 5 per

cant  increase 1in aggregate commercial bank  deposits. The liquidity |

position tightened cousiderably, particuiarly during the secoud half of
the year aud while private sector credit for the year ilncrveased by 18 per
_cent, for the latter half of the Yyear the annualised incresse was only 7

per cent.

1984, - For the first half of the year, the money supply decresased by 4.5
per cent while total commercial bank deposits and credit to the private

sector 1increased at the relatively low rtvates of 3 per cent and 3.6 per

cent rcespectivaly. By the end . of June, averags. excess liquidity had

fallen to 1.8 percent.

THE HALANCE OF PAYMEMNTS

The balénce on bthe Herchandise‘aﬁcount moved from a sucvplus of
3823 million in 1975 to its peak surplus of 11{434 million in 1980 then
declined to a surplus of 31,217 million 1in 1981 before moving Lo a

deficit position +im 1982. In that year exports fell by 11 per cent and

credit ébﬁditions in the banking system tightenéd further in.
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imports increased by 40 per cenk, vesulting in a deficit of 31,360
million. TIn 1983, while exports declined by a further 8 per cent, the
increase in imports declined to 10 per cent, resulting in a reduced

deficit of 31,117 williomn.

The halance on the Sarvices account moved from a deficit in 1974

to a surplus of 2227 millien in 1975 after which it sldwl? deteriorated
to a defi;it.rof $337 wmilliomn in 1979. Since that gear the services
accoaﬁé 7£;s Eémained 'in- thé -réd‘. with the estimated déficit of 3994
~ wmillicn in 1983 represenﬁing,a sigﬁificant increase over the 3393 million-

deficit vecorded in 1982.

Except for 1916,-the.the Capital account ﬁas aver the 1975 -
1983 period, -pﬁnsistently recorded substantial surplusés.. -éxcept for
1976. These caﬁital-inflo«s'mainlj_represent a net foreign soﬁrca of
funds to the direct in}éstment engerprisgs and foreign borrowings By the

private and public sector.

Ovefall-éheféfore, between 1974 - 1981, there was a surplus on
the Balance of Payments, 7 This sprplus increased at an average annual
Vr;té--éf-.ll.j__per Vﬁéﬁt, but by_-l982 there was an adverse swing to an
ovetali de€icit position of 3527 wmillion. In 1983 the ‘deficit was

estimated at 32,168 million representing a four-fold increase over the

1982 deficit.
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THE ADJUSTHENT PROCESS

The policy of adjustment is cleiarly edunéiated in the 1984

Budget Speech.

"The Goverument, as prime wmover in the econocmy,

wahesitatingly accepts. the reéponsibility' for

ziving the lead in the process of adjustment. In
the ?agg_'_of_ less buoyant cevenues, public
expenditure ‘must ber contéined. However, ﬁhe
imperative of providing public goodér and
satiﬁfging legitimate  aspivatiomns for  basic .
amenities must- continue ... but this musﬁ'not be

at the expense of our rtesponsibility to maintain
the creditworthiness of the country and to. protect
its foreign teserves,- These objectives will be
rveconciled by a Jjudicious mix of revenue and
expenditure wmeasures and by prudent borTrowing both

locally and abroad.

A major burvden of adjustment «ill also rest on

zach and - every eitizen e injuditcious
expenditures, wasteful counsuvmption and our more

ostentatious habits must be contained™.

Government Capital Expenditure

One of the major adjustﬁent processes,-though not specifically
elucidated by auny Govérnment gtatement, is necessary rveduction of Capital
gxpenditure. In 1983 Govermmeni's capital expendituve amognted to %2,8838
million representing a- decrease of 20 per cent over the 1982 level,
compared uith an average annual {ncreaSe of 37 per cent .over the 1974 -

1982 period. This trend is suppocrted by proposals in the 1984 Budget
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which projects a Eurﬁhet 20 perv cent deerease in capital expenditure
hased on a wminimum élate of Capital projects as identified in the Report
by the Developmeni Plau Iﬁsk Forcea. On the bas{s of this elimination
. or délayed implementation .of wainly infrastructurai- projects, it is
estimated that Governmeut capital expendituve will bhe further scaled down

by approrximately 23 petr cent in 1985.

Foreign Borrowing

" Tncreased foreign borrowing. by éovernment ig another péiié}
which has. been clearly statedras necessacty Lo the_adjustment'process. in
1983 Governmenut’'s fiscai deficit amounted to $2,857\million'o§ which 83
per cent wés Eiﬁanéed by a draydowﬁ dE'Long—TEtm ngelopment (Ltﬁ) Funds
gnd.Aucumulated Cash Balénces, 10 per cent tﬁrough net local borrowings
ana 7 pev.cent through- net foreign horrowings. In,i98A the Goverumeut
deficit is p?ojectedA'at .aéptoximately' $27'biilion, and although Vthe
drawdowm -of Cash and LID Funds will finance the greater populatioun,
Goverument plans to bo;rou close to $0.5 billion abroad. By Ha} 1984,
over 50 per cent off'tﬁi§ ‘planned borrowing has; been achieved, with
intecnational markét teaction” repotted to be. fuvourable. = 1In iQSS
hawever, when vaetnment savings will be e:hauéted; despite the plaunned

veduction in expenditure, Government's overall borrowing requirement will

be appreciably increased.

3 Report of the Task Force appoinkted by Cabinet to focrwulate a
multi-sector develoomeunt plan for the Republic of Trinidad and Tobago
(August 1983).
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Exchange Control.

The prudent wmanagement of -our  declining foreign exchange
reserves is clearly viewed by Government and the Yonetary Authovities as
one of the important adjuﬁtment processes. With effect from October 10th
1983 the Central Bank intcoduced a system of impoft budgeting, the stated
object{ves were as follows:-

(1) to slow the vate of decline of the foreign

exchange veserves

(ii) to achieve a better allocatioun -of Fforeign
erxchange amoag competing uses, with prievity
_beiug given to imports of raw materials and

- capital goods.

(1ii) T Tto. build. up a-coﬁprehensive data~-hase on impocts

and imparcters

This policy has been rceasonably succeséful. Ih 1983 total
imports amounted to %6,044-million ?epresenting g déCtEASg of 10 per cent
ovaer the lééé level; while the import bill for Lhe Eirsirféuf mﬁ&ﬁhé‘ofT
1984 totalled #1,445 millien, 39 per cent lower  Lthan far " the
corresponding  period in. 1983. ~ Over this "latter period all wmajor
cateadriés of imports fell although the decline 1in Hachiﬁery and
Traﬁspoct Eéuipment, wiiich Eell by &0 per cent 1is atbtributable to the
sharp Ffall 1in -public sector capital spending. The Vcountry‘s foreign
exchange veserves, which deélined from %7,169% million at the end of 1982

to £4,99lmn at the end of 1983, continued to decline in 1984. In khe

first guartetv of 1984, the net foreign exchange ceserves decressed by 21
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per cent cowpared to a decresse of 17 per cent in the ficst quarter of
1983 while in the second quacter of 1984, the decrease of 8 per ceant was
also higher than the 6 per cent decrease recovded in the-second quafte:

of 1983.

Salary Tncreases

Bestraint in Wage and salary incveases appears as another
process ordered by the douﬁturn -OfA thé eéonoﬁy‘-énd sénéiigﬁéﬂ" byr
Goverumeant és part of the ové:all package of ecouomic adjustment
meésures. In 1983 the Index of Average Weekly Earnidgs For Ali Employees
and'thé Tndex of Minimum Wage rates For Production And Ancillary Workers

in all sectors of the economy, countinuwed to inegrease at the relatively

high rates'of 18.4 per cent and 18.1 pér cent respecti#éljfﬁrﬁbuever a
significant decline in wage and salary increages offered to employees is-
tlearly noticeable in all industrial negotiatioqs undectaken ia 1984, and
although this ﬁay-lead to-an increasing uuvamber of'indu;trial disputés,

this policy is likely to continue into 1985.



