THE TRINTDAD AND TOBAGD ECORDMY: TREWDS AND PROSPECTS

TRENDS: 1975-1582

Between 1573 and 1580, the intermatien2l oil market vas
essentially 2 seller's maTket, chzracterised by tight supply and excess
demzpd. Such a market.facilitateé‘ the phenomenzl increases in nominal
oil prices from $11.60 U.S. per barrel in 1974 to $25 U.S. in 1850 and
thep 1o $34 U.S. per barrel in 1982, This price increase is paTily
Tesponsible for the imcrezsed rTevemwe earned from exports of the
petroleun sector which jumped from $857.9 wmillion in 1074 1o $3,331.4
eillion in 19682, An incresse in the volume of crude oid production also
occurred, peahing al 85.7 million Dbarrels in 1575. Crude oil expoTLs
2lso peaked in 1978, at a level of 54 million barrels.

Just as Trinidad ard Tobago benefitted frow the buovant and
profizeble internations) petrelean market during most of the sevemieé,
it could not escape the Teversal in marker copditions over the last wwo
years, duripg which time the buyers have held sway. Persistent plut
c.:onditions, due 1o a sustained decline in demand, coupled with the
expansion of supply from nen-OPEC sources and the heavy draw&mm‘of oil
stocks in the industrial countries, exerted considerable dowmward

pressure on prices. ‘The Tesull was an average price Teduction of 15 per

cent in Mgrch 1982,
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While recent unfaveurable conditions in the

internations

petroiewm industry have certainly had adverse effects on the donest
petrolevn industry, internal conditions ar.d. arTangenents have saTious}
sggravated the situation. Declines in most major areas of activity
‘;nclua‘im productiaon, refinin_g and ancillary services, ‘are' evident.
Alzer 1978, crude oil production declined steadily by 6.3 per cem

annuzlly zo 64.4 million barrels in 1882, ‘Inis has been due to the

naturzl decline in crude flows fron maturing fields, particularly in the

maTine areas, and depressed internstional markets.

© Since 1970 refinery throughput has ée::lined in every :'s-ingl'e vea:
except 1976. Berween 1676 and 1981, refinery thn.:ug.hput fell.‘""frum‘lltc‘
million barrels to 63.3 mi_lll'ion barrels andé to z crisis level of 23.
million barrels in 1982 - the lowest since 1957. The declime in refinem
throughput after 1576, has been due almost entirely to the sharp an
contintous fall in demsnd, pamicularly bv the United States, for the
principal product - residuzl fuel oil, which has Ristorically azcounte:

for 60 per cent of output of the refineries.

Developments in the petroleum sector impacted on the rest of the
economy mainly through government fiscal operations. It 'is therelor:
importar_u 1o trace and understand the interaction betwesn the petrolelr
sector 2nd the govermment, over the years. Reven;.ses from the petrolew:
sector ﬁéve been the major contributor to progressively hizher levels o

total goversment revenues sipce 1973. Its actual comtribution Tose frof
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23 per cent in 1973 to 32 per cent in 1982, The second most impartant
contributer to increasing govermment revenues was personal income tax
which vas {tself an indirect rasult of the fortunes of the petroleux
sector and whlich amounted to $1,100 wmillien or 21 per cent of total
reverwe in 1981, compared to 389.3 million in 19%3 or 1B per cant of
total reyvenue.
A Y

While revenuss gzrew at an average anmml rate of 34 per ceme
over the 1973-19B1 pericd, the average inmual growh rate of expenditurs
was 35 per cent over tie same period.  In 1882 however, current
expenditure j=ped by U5 per cent compared to a decline of 0.4 per cemt
in current revenus. Thiz rasulted ir a huge deficit of £3,300 cilllen on
goverr=ant's overall fiscal operatlons and was the xecond deficit sinse

1973 In 1979 a small deficit of $163.5 million wus recorded.

With respect to current expeniiture, wages and salaries which
represent the major comporeht, grew wwelve - fgld from $II7 eillien !n
1973 to $2,312 milllon in 1983, representing 45 per cent of recurrent
. expenliture in 1982, ‘The pazier. of Governoent recurrent expendirture
over the years clearly reflected a welfare blas. Expenlitures on
transfers and subsidies recorded a dramatic rise from 20 per cent of
current expenditure in 1973 to 42 per cent in 1982. loans amd grants to
Statutory Authorities which are in facr transfers, increased from $1%

million in 1973 to &775 million in 1982 - an increase of $755 million.
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The pattern of government capitzl expenditure over the last
eight years r-.ected copeentration on heavy industries largsly based on
natural fas, and on the expansion and 1oprovement of irZrastructure
including electricity, water, telephones, roads and educational
Facilitles. Whereas in 1975 capital expenditure war $109 millicn or 20
per cent of total expenditure, by 1982 this figure fad lncrzased to

$3,808 millfon or 38 per cent of total eaxpenditurs.

Between 1978 and 1977, substancial amounts of peirolaun revenues
were virtually sterilized in the se-called lonz Ters Speciel Funds
{L.T.P.¥.) In the vears which followed, these funds were largely used up
{n the fipancing of the energy based Industries and  infrastructure

developasnt.

The Non=Qi} Economv

Over the 1076-1580 period the oll sector grew at an average

armual rate of just 0.8 per csmt. But the Financlal surpluses resulting -

in part from the oil prics increases of 1973/74 and 1%79/80, in:lirecr.}y
fimanced and Facilitated the growth of the non-oil economy. Razl GDP in
the non-oil sector registersd an average ansual rate of growth of 7.8 per

cent.
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This coopares with & 4.0 per cent average arvual growih rate
over the 1971-1975 period. Soms declinr ws evident over the 1981-1981
period when the average annual growth rate wes 5.0 per cent. In {act,
growih  in real value added in  the mon-oil  secior has  declined

continuously from a peak of 10 per cent in 18%7 1o 4.7 per cent in 1BEL.

Bt provik in the individual sectors of the non-oil ecohony hes
beer unsven. Sectors wWiich showed significant gprovih rates over the
1976-1956 period include the Construction sector which rverorded an
averape annus] growth yate of 10.3 per cemt and The Finance and Rezi
Estate sector wnich grew at an everzge annuzl rate of 13.0 per cent. On
the other haend, rea] GOF in the Agriculrure secter, fell v an averife

annuzl rite of 4.2 per cent per annum over the 187¢ -18ST period.

Avzilabls datz indicate substanticlly lower growth rates over

1881552, The Copstructien sector, previously the Jeading sector, prew

b only 3.5 per cent while Firance and Real Esvave grew by E.2 per cent.

- AF =

Inflation

Trinidad and Tobapo has been experiencing double dipit in ,atid
simce 1973. Over the period of 1973-1582, the rate of price increase
averaged 14.5 per tent per snmam, compared 1o 4.2 pET CERD PET EumT ovd
the 10966-1972 period. These high rates of price increese in
pest-1574  peried are pertly  explained by umprecedenied prowth §
povermment expepditure increasing agpregate domestic demand and cresti

severe supply bottlenecks in certain sectors in the process.

Over the last two years some poderation in the rate of pric
increase has occurred with rotes of 14.3 per cenmt and 11. 4 per cent i
198) and 198, resm:ctive‘h""'m “decfleration mipht be panl\ Frtripute
to lower irflatjon rates in the msjor industrizl countriss and hensd
slower growth in import prices, apd the effective appreciation of th
Trinidad and Tobego dollar, con:.umium with the appreciation of the V.S

dellar througheut post of 1982,

Balence of Pavments

The country's Tising command over a greater proportion of goods
and services i: vividly reflected in its balance of payments accouns.
Over the years 1IE74-1981 the balance of paywents surplus averaged $S530§

willion. The healthy balance of payments position has been du= o}t
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substantial surpluses u‘n both the current and capital accounts over most
of the period. The current actount balance rost from $407 millien in
1974 to $1,015.0 million in 1581. Erperts reached a record level of
$8,258 million at the end of 1931 from $1,%07 wmillion in 1974. In the
past five years 30 per cemt of Trinidad and Tobaze's exports have besn

accounted for by petroleun and petroleus products.

Bur while e:pbrts have grown at an average shnual rate of 13.6
per c=nt, imports have increased by 25.3 per cent per anwm over the sams
period, from $1,084 milllon in 1978 to $5,678.2 elilien 'n 1582. Thers
was a deflcit on the werchandise trade account of S$1170.4 gmillien in
1952. The outflovs had previously been offser by growth In the value of
exports, but in 1981, merchandise exports fell by about 1% Per cent a8 a
result of weak Snternaticnal dezand for oil ard the continuing decline in

local crude oil exports.

Increase in Jdomestic decand for foreign goods and services has
resulted in growing outflows for transportation, travel and othar
services, while the recessiomary conditions abroad have caused slover
growth, and in some cases absolute declines in inflous. Indeed, since
1979, Trinidad ;nd Tobago has been a net lmporter of services. Fowever,
the deficit on the services account £211 frow $337 milllon in 1579 o

8174 pillion In 1952,

The capital account has recorded substantial surpluses far most
of *"we 1974-1982 peried, reflecting r.onsiderabl: diract  Iorelgn
investment inflows {zainly in the petroleum sector) and othar berTowing
by private and public sector enterprises. The surplus on the zapital

account averaged $769 million over the Eive-year periad 1578-183:

S¥oe

Canital Marhet

The growth in total £imancial resources Into the banking svstes,
together with the increzsed demand for investible funds by the private,
public and govermment secxors dictated thar the local capital maskat be
developed at a2 wuch Zaster rate, in ordsr to provide addfviessl and
altermative means of savirgs as well as w make inveswment fuxds readily
avallable. In an attempt to erhance such a process the Stock Sxthangs

and the Unit Trust were established in 1981 and 1952, respectivaly.

Unemolovoent

Between 1975 and 1382, eaployoent grew at an average anm:) rate
of 2.3 per cent tompared to an average annual growth rate of the labeur
force of 1.8 per cent over the same period. The constructlan and
comoercial sectors were the arsis gersrating the largest amount of

edployment, reglstering average annusl rates of 6.6 per cent and :.6 per



cent, respectively. ‘The agricultural secior, on the other hand, shoued a
substantinl declip= of 4.5 per renl per snmus in the mmber of people
emploved in this secter. The actuzl mucbers employed declined frox 36.0

thousand in 1973 to 37.1 thousand in 19EI.

Policies ' -

The weprecedented growth in yevenues over the 1574 -ISED peried
presented the government with & Tange of oppertunities as well as vtk a
hest of potential protlems. The policies adepred 1o explert and harness
the unfasilisr ecomomic tircuostances might be brosdly clazsified ws {a)
poretary (b) fiscal and () developmertal.

Fiseal policy estentlally scught to distribute a subzantial
proportion of the large revemss surpluses generated in the oil secter,
over a wide arsz of the population, in the forz of expenddtures on
transfers and subsidies. With the dramatic growih in oil revemuss, the
tzx burdens on the non-oil sector were reduced.  Thus, personal-dncoms

taxts for example were progressively liberalized in successive budpets

after 1975,

Experditure policies focussed strongly on welfare objectives. &
prizary concern was the witipation of the effects of inflation op the

population as cvidenced by substantial expenditure on transfers and
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subsidies which increased from a2 share of 20 prr ocemt of curremt

expenditure in 1973 te 42 per cent in )PBI. This Includes substaptizl

transfers to statutory bodies and pudblic utilities whose wariffs, as 2

patier of deliberate social palicy, were not permitted to rise..

These increzses in govermment expenditure were not matched by
increases in demestic (non-0il) revenues but were in fact sccarTocated by
the partial mcn:ti:ati;an of the foreign exchante inflows accruin; 1o the
petrolewn sector. Thus the domestic budpet deficit flnanced in this wev

increzsed from $172 mitlien In 1975 vo $4,724 million in 1080,

Development poliey in Trinidsd amd Tobago like several other
pelicies has been articulated epainer 2 bach-ground cf strong fiscal
surpluses gem_erated by the petrcleur secior. Tne government ezbraced the
opportunity to exbark upon a bold drive to diversify the economic base of
the country. ‘The strategy of Resource Based Industrializerien (R.E.1.)
is the centerpiece of the developoent polley in Trinided and Tobage in
the post-1574 pariocd. The =trategy necessitated the eswablishment of
industries for production and processixfg of natural ges mainly for export
10 metropoliten markets. This pew stratepy marked in some raspects i
significant departure froz the Import Substitution Strategy of t'ne.

sixties and early seventies.



The rvatlomale for the npew R.B.I. strategy lles in the
recognition that the fortuitous circumstances of the oil crisis would oy
last forever and conseguently, it was prudent that the available
resources be used to diversify the economy, by establishing industriay
that were able to take up the slack, §f and when the otl sectlor
declined. The actual plans envisaged & mmder of natural gus-based
projects including Iren and Szeel, Acoonia, Gas Transzission -{all af
vhich are currently in operation) ard Urea and Methemol vhich are

expected to come on stream by 1984.

The argusbly nmarrow focas of the R.B.I. stratepy s partly
responsible for the pear neglect or sacrifice of the other sectors such
as agriculwurz and light manufacturing. The overall poor periorzmince of

these sectors over the 1974-1982 period has already been noted.

.'Ihe moratary system conpstitutes the primary link betwesn the
goverment sector and the private domestic sector amd as such, reflects
the fipancial cransactions within the entire econooy. The Flnancial
system has played a significant role in the expsnsicn of the LCODCTY OVer
the 1974-1932 period. Monetary policy has largely besen restricted to the
instrument of moral suasion, and arguably has been sopsvhat passive in
the light of tremendous growth in banking system deposits. The growth in
bank and pon-bank deposizs resulted in drematic increasss in credit
expansion for total business and non-business purposes. ¥hile commerclal

bank deposit 1liasbilities increased more than five-fold, frem $1,040
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nillion in 1974 vto $6,662.0 in 1982, toral banmk credit rose more than

Jaxnfold Erom $728.1 million to $5,346.5 over the same period.

By 1979, the economy was serisusly overhezted and, in an attempt
ts> control monsy supply growth ard the crediv creation capability of the
banking svstem, 2 marginal reserve requirvemsnt of 15 per cent was imposed
on 1ncremental deposits from February 1980. In 1878 (Novemdber), the
selective credit control zuideline war instituted, to redirect a higher
properticn of nev credlt to produciive purposes by limitlng che
proporrion of new lemding for parsonil non-business purpeses e 13 per

cent.

with respezt of the nen-bamkine instizutions which did play a
role in mobilising financial resources, particularly for investment in
the medium and lorg term market, a reserve ratio of 3 per cent was
fmposed under the Financial Instivutions (Non-Banking} Act of 1579 ard
was subseguzntly incrzased !n Marzh 1983 to 5 per cent. The total assets
of these institutions grew frow $315.8 million in 2974 to $1,73I.7

aillion in 1982.
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Prospects

The prospecit for the Trinidad and Tobago econemy over the short
term will be laygely dererzined by developeents In the leading petroleus
sector. Simce likely movememts with Trespett to prices, production and
refining activities are fairly well knowvn, then overall economic trends
in th: short run can be considered as predeternived. Developrmenis over
the wefiuc 2nd Jong tert are highly dependent on the siratiebles and

policies of thr poverncent.

Mrter falling to £2% U.E. per tarrel fmzrier erude price) on the
intesmstionzl merley in 2983, crude oil prices sre likely to reczin
relazively stanic over 'r.t:e naXt TWe vedrs. ln the current vear, domrstal
trude oil production iz experted to decline by about 1D per cent. The
decline mav well contines intc 1984, However, in an effort t stem the
rate of decline in production. povermment has recently granted ceran
Yax concestiors o land-based producers.  Marine operations mav also
teceive & similar type of incentive. The net effect of this pove i3
upcertzin in the shott mun.  In respect of refipery operations, current
dete suggest thet s further taduction of the order of 40 per cemt s
likely for 18983. ‘The gevermpent iy now sericusly corfronted with broader

issuves of the rationalization of the entire petrolewm imdustry.

While some reduction in expenditure might be realised in the

short run, the reverne base can be expected te show 2 much larper
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reductien, resuiting in a continuing high deficit

govermenmy fix
bperazions. In the light of this, borrowing, both lorally and abread,

expetted to play a much greater role in financing over the medive: verz.

The anticipeted decline in the oil sector is expected to have

riprle eifect throughout the non-ojl sector.  The prospect z'o"' T

imediste future $s & continued slew~down in the Tate of econo-
grewth.  For all of 1583, real GDP is not txpected to prow by more than
par cent because of the reduted leve) of economic activity in secis.

such es Oll, Corstruttion, Finance and Real Estate =nd the lower outp.

level ir the surer industry. ) -

Uremployzent can be expected to rise ovar the next o year:
Indesd, retrenchment in the il sector s well azz in the mon-oll secte
has zlready begun.

Trade data for the first five months of 1983 indicare thet th
Frowth in jmports persisvs, though 2t 3 slower rate than in the last fe.

vears.  Erxports have increased wmarginally, mainly as a2 resnlt ¢

Increased fertilizer exports. The decline in cruds ofl production an

refirery throughput has alrveady been moted. In the shert yun therefors

provided no corrective measures are taken, it is likely that the countr
will contimue 1o erperience cturrent atcount deficits in the face o
adverse trade balances and growing outflows f£or services. Even i
private sector capital inflows are maintained at historical levels an
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substantial extermal borrowing effected by the Gverroent, it sezens

doubtful that the capital sccounc surpluses will be sufficient to offset
the antieipated current account deficits. The country's reszrves are

therefore expected o decline over the madium term.




