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SAVINGS 1W TRINIDﬁD AND TOBAGO

Theories of economic qﬁdwth and éevelopment emphasize
‘thé ihpo;tahce 6f the sé#inqé rate. Savings. provide  the
resounrces which make investment possible and a higher rate of -
investment will, ceteris paribus., result in higher growth and
econonic developmen;. The link between savings and growth has
beenruéll'reqognized;by ecoﬁomiSts in the Caribbean and in fact
formed one of the cofne:s tones of Arthur Lewis theory of
econonic ‘growthl} Hoﬁever in analysing- the—:siqnificance ot
:the'safiﬁqsiéfﬁp:ﬁ és aq:ihdepéndent'dete;miﬁant-of econdﬁic 
'pzogress;and,iﬁ fo:mulaﬁing;policies designed to1increase thé'
savings ptbpensi;y.r one mustr firse know the ‘nature ‘of the
savings fﬁnction. ,iA _détailed3-examination “of the 'sévings
function in Trinidad and -Tobago. inéiudiaq sub-functions - on’
_ sedtoral séviﬁ§5 -and their détefminaﬁts. isl the ultim&te
objective of this Project. However to do this one must first-
calculate a savings series which can be accredited with a high

degree of acéu;acy;

This paper represents our preiimina:y efforts at

calenlating savings for Trinidad and Tobago for the period 1970

1 8

W. Arthur Lewis”.
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to 1983, In Section 1, a review of the basic theoretical
concepts and measures of saviﬁqs is attempted, while in Section
11, some of the previous stnﬂié&%;eiim?:saiﬁin@s&iﬁe.t;s.ﬁmé;iCa.tiiﬁi:éaii-iffi

countries are outlined. In Section 111, estimatés of Gross
Hational .;avnigs for 1970*— 198&I‘avre"‘der1ved*: usifgithie NMational
Income Acromntzimgr nethlod: ':'?andfa ihe Itmitaéicas~of the "estinatds™
ate.discussed. In Section IV, :the FPLoWY 0B Fhfids approach¥igs
used: to calculater Grows Nabidadl Shvings' fori‘19fiﬁcif¥:-‘5lﬁ’§*79: Srhe”
limitations oiathisﬂ@mnhodiféﬁ&mvﬂﬁméﬁﬁoﬁrihénovrﬁd'Ehe datay
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The gpnqur and Measurement of Savingss e sveivorg say oo w0
CoapET e Amimiee B gardund ol - B H CEFLIETS £
TN séﬁfim}ﬁ .5"-';‘—:1“7 Ageny | ‘nepresented.  by. i the ?ETth’_:’éE - basie

'm@gcgécpgpmiqﬁ @gpoggg@eaj@mgﬁ,gfgcoduﬂtiwnﬁnw consunpiien seand
aggumulag%%@.agﬁggbgcviewedgsimply as. the” differeénce between
cgggent -raceipts, rand . ng;@p&ﬁ @igbu:samenESQﬁovex a . speaified
pecind of t;j.mqo,}::,;;,E?bisg(;gekggigqnsn=ip‘ focms:«the ( basis of the two
EE§EQ@¢hE%hto;m9aéu§inqfsavinq&»pumsue&w%m&tnis paper - (i) the
Na,;ional' -anonﬁé.-», ,‘Ac:q-oun.&ifng‘ -;meqﬂ;hoxl,;w-.-utfic,h-:- ?is&*f.‘. based ' on- the
;1dent1ty “E;oductlpn MINys gonsumpttan EQUAL 5av1nqs" and o

(ii i) the Flow Ot Funds;Accountlngfmerhed whichiis: bagsed on ‘the -

tnulsmmthat theﬂc

Ve o

nq&hin themaegumulated\nen Hﬂ{tmﬁéfﬁeamﬁi
sgctor ,o£“3tgg_.ecqnogywwequals;ﬁtotaly sauans»wunalkesekhiﬁan&
Zlﬂsera!lnu Qhelc L Burvey.:. of- ghg theenet1¢a¢ vand.: emg@mmeaia
1iF?€%t%£%ﬁ9n;ﬁh%mnég%ﬁémpﬁﬂﬁh@iﬁ#ﬁ%ﬁﬁSefunct&oa.&empha%izewtha
'desirability: of qenecétinq,lsufficient 'édta for: . derfving -

aggregate savings estimates on more than one basis?.

~The ‘National income - Accounting - method used
internationally for arciving at the principal macroeconomic

aggregates, employ the following familiar Keynesian identities:-

2 p. Mikesell and James E. Zinserl>.



income = Expenditure
Tncone. . :,éonsumption + Savings
Expendlpure L= cOnﬁumptiop + Investment
S Sav1n§;“- M= Investment ' -
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-Inr this“'éyétgm;"”ﬁcomé Yha " Gonsunption are estimated, and
savings-is-&eri@eﬁ?iﬁ“aﬁ*éibo:t.éénééfﬂé§édidn“ité identity to
investment. *~ The* ‘Bihahce " o “r?“%%%ﬁis“currenb“account deficit
which is the measure of the net capital infI8d/odtilow,  into bt

out off the system, is” deductdd trom the' “dstimates  of gross
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Each of these two ‘Approdche

Voer o

RN

involves a number of ‘data limitatioas. Although theqe are
discussed in the relevant sections, there are several common

conceptual problems which ate hest discussed generally.

3 Includes 1ssued Share Capital.



Fi:stly. if - current :eceipts minus ‘eurrent

dlsbursements is deflned to be sav:.ng’s. I:ﬁen -all -capital gains
w IR T TS

and 1osses assoclated wlth t:ansactl.ons in goods and services
must be excluded, ,f,rou;g‘,Et,hqe,i,‘_;qq_nggpthsgﬁ s}@,)_r‘i_:g_;gs. . But the ef.fect
of price cha_nges,__pngigayj,ng:rsﬂ_i,g_s a_,gigg;g:og:_‘__:wpict;”.'r_:‘:;r_mot easily be

?.gqozed. , Look;,nqjﬁ mh’,he ,jcgg;pf.}mmlatltong:g gpig:ke:ss. from a, Balance

Sheet rap%&?\a_g the. process 15 ;as follows.  For each unit,

. I iieygd

funds for  investment. in  financial _”a;nr; . real assets must be

'derived either from the excess of cucrent revenue over current
disbursements or by incurring liabilities. 1In ‘a closed economy

' w1thout price . movementsﬂ tl;he‘r‘eﬁmg_!:-e;,;,d,_tt}g._ total value of real

capltal 15 equal Lo, the‘ sum of a 1. x reserves. since ,AralAl financial

8 yng dnld

'assets and - llabllltles-cangel_w out whén balance sheets are

ronsolldated_ ‘v'%%ﬁmf g:; {%giﬁ:he%r”{otgl value oﬁ real qcaplta].

nust,  therefore  equal .the  change . in  the  total value . .of
reserves. . The - fone 1S p” 5 ﬂ;,fr 1lse :,_g.avjngs_{ was _inj:z:oduced into
” ..::__ RUR G b s TR LRSS B REAE P = . ' N

the theory to cepreseqt“t}:“?; i.nc:?ease 1n_the meney value of

£

constant physical output due to price increases. 1If however we

define savings in_rea
aib3

8. gavings 10 K¢ . ;terms, asg the d].f.ference between real

N AT

ipcone . {or ou:,pu:b}» aml" consumption, J:@and invaegiment as real

'accumulation. in ,an' ex~post' sense there cannot be any

dlvecgpnce ' between _,,sz.gvi‘gg," . And investment as they are
RS S T ) e
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identically equal. . . . )
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A second major problem in the measuremeat of savings

arizes from the need to distinguish between current and capital

expenditure. For the Household sector, expenditure on consumer

dufables sﬁch' as motor-cars, refrigecators eto. are
t:aditioﬂally clagsified as c@nsumptian éxpenditu:e. However,
such outléys'”hay:”iﬁ“'éomeﬁ*paéés*~1éqitiMaté1yi qualify for
classification as .capital goods which produce a stream ot
services over tine. “Suéh"a teclassifiéation- while not
affecting the value ‘of the @G:DIP. “or National lIncome, would

increase the level of personal ‘savings: Definitional problens

iavolved in measuring ' savings ‘for the government account also

.eenter around the classification " of expenditure- jitems as
recurrcent or capital.

S R - $op, Yy ror ~ N - s ~ . 4
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“"A third major problet™in ‘the®‘medSuremeht of savings
involves the measurement of ‘depréciatiodi” ‘Gapital ‘consumption
allowances account for a significant® péiéntage of gross

domestic. savings. ' However, - ‘seriohs sogifrfienlcies: ~ are

encountered due to the non-uniforn’ 'protedures:“for estimating’

depreciation amongst corporations.. 1f depreciation rates

overestimate the true rate at’ whith' plfsiaitapital’wears out,

- » - . I e e oty P B R T Mo e e -
it will result in an overestimation®%T*tche” ‘level -of 'gross
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The Study of Savings in the Caribbean

The literature on savings iﬁ the Cazibbean emphasises
the importaﬁce qidsavinq,fotctiqanciqq,capita}rfotmatinni which
is crucial to_the . process of transformation. Savings are
vieﬁed as the su:élus of production over consumption and the
effective . mobilisation and utilisation of this surplus is a
',méjdz concern in the Literature. = As such, much éttention is
focussed on the rquantumbﬁoit_sav}ngs, mobilised by financiai
intermediaries and othet traditional credit associations such
a5 Building and Friendly Societies; c:édit Uniohs.-nqricultural
_Co-operatives.’Su,Su and Natioﬁai Insurance. The methodology
adopted in mbgggﬁpggigsﬁgﬁﬁqlvqg}ah ekaminétiqn of the growth
of deposits;heiﬂqat tnéjyggiousyﬁinancial iqstitutions toggthet
with  an éssegspgn§¥-oﬁ¥ﬁgheir ~loan portfolios. .From these
analyses zingégqgges g@;eﬁ;made “Leqérding ‘the mobilisation of
savings into capital,formation activities.

S dolweangel AT Sl DT : S
;-jg%Thga;péjpﬁ}ggf&%itjqggﬁies:_concluded- that of all the
financial ;iqggcﬁg¢§ac@gsﬁduphgl;cgmméccial banks were the mdét
strategic institutions in the saving/investment process since
they mobilised the largest - proportion of deposits. The
insurance companies mobilised the second largest proportion of

deposits. Some writers, including Nello Raphae].4 and Huntley

4 paphael, NWello 22 .



5 concluded that commercial bank financing of capital

#Manhertz
invesﬁmen: has nop_always beéﬁ efficient as these institutions
coneentrate theifuoperatiqns at the short to medium-term end of
the credit market. ..1t was stated that commercial banks tgnded

to finance investment either by rolling over short to medium

term loans ot through the overdraft facility which, it was:

claimed, is a costly way of financing investment. However, an
empirical study on the use of bank ctedit by businesses 1in
Trinidad and Tobago..conducted . in 1983 seems to indicate that
since the studies .of . the 1970's., the overdraft faci}ity has
become a less_populan'means;of_iinéncing capital investment in
Trinidad and Tobago., Itruas found that although the overdratt
facility is still used for €financing investment, internally
generated funﬂsiggeggpre wiﬂglgéusggrﬁjh@
kEs l:f s )

The study by Manhertz . in. 1972 also concluded that
commercial bankr lending in . Jamaica, .tended to - encourage
consunption rather than investment.ghgﬂigmrexamination of the
sectoral distribution of loans and advances. revealed that the
greatest share went to Personal Borrowers and the Distributive

Trades.

5 Huntley Manhertz9. _ .
6 central Bank of Trinidad and Tobago, "Preliminary Report on
Business Use of Bank Credit", 1983. :



Loans to the former are largely for consumption expenditure and
the latter. for expenditure'on imports. -On the other hand,
important growth- 5ecto:s- such as ,aqficnltute._ fisheries and
tourism were neglected. Othec writers' commented on a similac
pattern of commercial bank lending in other countries of the

region.7

The predomninance of these. types of studies in the
1960's and 1970's led to a growingconcern over the need for
properly functioning capital ma;ﬁéié which' would facilitate the
orderly wmobilisation of dfmestic finaﬁcialiffésources and the

: channelliﬁg of these ‘funds . into . the most productive

investments. However, it was recognised that certain

conditions neceésary foraiﬁﬁﬁ”’éédbét' functidpning of capital
ma:keté hamely.'a high level of domestic savings, a relatively
large and continﬁbus éﬁﬁﬁly“éf’%éﬁutities and a large pool of
buyers were absent ~in —ééﬁntffés of the region. Many of the
more\v;ecept studies- '‘have 7 ‘thérefore concentrated on the
‘development of various aspects of the local vapital markets and
have emphasized -the “"éru¢idl ¢ole of government in this

developuent.

7 At the Caribbean Capital Markets Symposium in 1972, C.H.
Clarke and A. Chang Fong reported that the distribution of
commercial bank loans and advances .in Barbados and Trinidad was
similar to that of Jamaica.
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The majority of studies referred to above, tended to
‘be largely descriptive or to examine some published data

series. Few studies added to the data base with a view to

building up a series on total national savings. In the

Caribbean countrieé. the government's statistical office is the
agenéj{- responsible. for computing the WNational Accounts which
include the savings agqgregate. However, the majority of
countries in the :egi.on have made very slow progress in the
compilation of . Nat;.ional Accounts primarily because of a
-shoztaqe of qualified personnel who can be fully employed on

the estimation of ‘these statisties.

Most countries in the region follow the basic United
Nations system of Mational Accounts with its four coansolidated
apc‘ounts of the nation, from which savings estimates are
directly cler:ived.' The majoi‘.ity of thes-e countrries however
concentrate -on the Pmduction Accounts. Jamaica, ',Guyana and
Trinidad and Tobago alone have published data on gross domestic
savings. 1In the case of Trinidad and Tobago the last published
figures are fo: 1966 while for Guyana, the last published
figqures are. for 1968, Data for Jamaica are available up to
1982. Irn fact, estimates of WNational Income and Expenditure
for Jamaica have been compiled by the Department of Statistics

since 1953 and the accounts have been consistently revised.



Fbc instance, in 19565, changes wece_introduced in the structure
and presentation of the Accéunts and in the conceptual basis
and definitions of the principal aggregates. Then in 1975, the
data base of the National Accounts was ievised and data sources
were expanded. ‘If is also noteworthy that a National Savings

Commission has been set up in Jamaica.

The Flow of Funds Accounts coﬁstitute an important
source of data on national savings and has been published by
two countries in the region, Jamaica and Tfinidad and Tobago.
Data are available for Trinidad and fobago from 1966 -~ 1979
while for Jamaica data are available ftom 1964 to 1976.

, il

Household Budgetary Surveys. which cover household
sgvinqé distributed by age, occﬁpation. educational attainment
eéc. have also_been_ﬁndertaken by several Caribbean countries.
However, these studies generally do not result in :eliabie
estimates\bf tdtal Houéeholds savitgs and are so infrequent as
to be of little use in the overall estimation of a series on

national savings.

The following attempt at estimating a saving series

for Trinidad and Tobago was facilitated by the fact that the

Central Statistical Ooffice has recently sought to pull together:

its various national accounts series and have wmade available
estimates of the principal national aggregates. The data have

not been officially released and are subject to revision.



The Hational Income Accounting System fer Deriving

Estimates of National Savings

Production Accounts for the main sectors of the
economny are compiled by the Central Statistical Office (CS0).
In these Accounts, Gross output ninus intermediate expenses is
defined as Value Adéed .ot Gross Domestic Product at factor
cost. TFor each sector this is disagqtegated into 'compensation
ta employees', ‘operating surplus' and ‘depreciation' which
represents the Income side of G.D.P. aléo knowm as the returns
to the factors of production. ‘Compensation to employees'
includes greoss wages and salaries, Mational Insurance and
pension plan  contributions, directors fees, travelling
subsistence and the cost of all- welfare benefits paved to
enployvees. ‘Operating Surplus? ﬁefets to profits befofe tax
and before distribution, it includes all payments to Goverament
except indirect taxes, foreign interest and bank charges and
Head office expenses. '‘Consunption _of fixed ecapital' Iis

cepresented by the annual depreciation sexpense.

On the expenditure side of the G.D.P. at market
prices, Income is defined as Consumption plus Investment MINUS

Net Exports of goonds and non-factor services. The €.5.0. has

-



not published the expenditure side of the National Accounts
siﬁce 1966 mainly due io difficulties associated with the
estimates of Gross Capital formation. Recently, provisional
estimates of this series have been made availaﬁle. Data on
Government final consumption expenditure are computed from the
Govérnment Estimates of TReveme and Expenditure. Government
final consumption expenditure 1is defined as the sum of
‘compensation to | employeesf} 'intecmediaﬁe consumption',
'cénsuﬁption of fixed capital','and"ihterest on the fozeign

public debt' MINUS 'sales of goods and services'.

Estimates of exports and imports of goods and
non-factor serviceé are derived from the Balance of Payments
Accounts. .~ On the exports side, inflows on the Investment
income Account, which in Trinidad and Tobago mainly represents
the_ceturn on Central Bank foreign Capital. is deducted from
the total exporté-of_qodds and servicés. Oon the import side,
outflows on the Investment Income Account which represent a
return to the foreign entrepreneur, and outflows for management
fees, patents, royalties and similar fees, are deducted from
total impofts of goods and serﬁices. Private Final Consumption
expenditure is deriﬁed as a residueal in the expenditure of the
G.D.P. Table 1 illustrates the Gross Domestic Product and

Expenditure on the Gross Domestic Product Account for 1970-19%80.



The G.D.P. and Expenditure Account is linked directly
to the National income and Abpropciation Account, alternatively
called the National 1Income and Outlay Account. This aAccount
outlines the receipt and disposal of incomes by institutional
units. As illustrated in Table 2, the Net Domestie Product
"(factor cost) is adjusted for net foreign income and-transfers
and for indirectrtaxes net of subsidies, Lo give net National
Product at ma:két érices or National Income. The WNational
Income is appropriated either throuéh consumption or savings.
In this Account final consitmption expenditure is further
disaggregated into government consumption and private

consumption with net national savings as the residual.
In Table 3, the estimates of net national savings

derived in Table 2 are adjusted by ‘consumption of fixed

capital' to yield the estimates of gross national savings.
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TABLE 1

AND EXPENDITURE ON THE G.D.P.

GROSS DOMESTIC PRODUCT

()

19570 1971 1972 1973 1974 1975 ‘1976 1977 1978 1979 1930 _
1. Compensation tﬂ Employees 858 :98& 1138 1323 1639 1983 2476 3056 3914 5012 5938
'2.70perating Surplﬁsr 634 607 668 989 2198 2903 3201 3919 3905 5645 3938
3. Consumption of ?ixed_bapital A7 178 289 243 307 355 522- 680 764 864 1000
G.D.P., (FACTIOR COST} (1+2+3) 1639 1769 2055 2560 4l44 5246 £199 76335 8383 11521 15876
4. Indirest Tazes . 122 iﬁl 171 -185 200 250 371 544 555 712 1008
‘5. Less: Subsidies 18 19 20 27 -71 L19 204 294 360 . 701 1141
G.D.®. (macket prices) 1743 1891 2206 2718 4273 5387 6366 7905 8778 11532 15743
L. Private Final honéﬁmption- )
Expenditnre ’ 1089 1054 1360 1575 1710 2611 3026 3739 4430 5730 6377
2. Gov't Final Consump£ioﬁ .; |
Expenditure . 215 289 338 374 510 682 770 992 1210 1661 2016
3{ Gross Capital Formation 421 639 647 621 856 1151 1614 2220 2713 3457 S492
4, Exports of Goods and nou-— .
factor Services 703 757 824 1132 2547 2308 3401 3733 3766 4979 7655
5. Léss: Imports of Goods and . )
non-factor Sgrvices 685 B4B 963 984 1350 1865 2445 2779 3391 4345 5797

- SOURCE: G.S8.0., National Income Division
Central Bank Staff Estimates.
Balance of Payments Heports - C.S5.0.

{mnpublished).
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TABLE 2
THE MATIONAL TNCOME AND 1ITS APPROPERIATION
(M)
1970 1971 1972 1973 1974 1975 1576 1977 19738 1979 1980
‘Compensation to Employees 8358 9384 1138 1323 1639 1988 2476 3056 3914 5012 5938
Operating Surplus 6834 607 663 989 2198 2903 3201 3919 3905 5645 89338
Net, Property and Entre-
prenenrial Income to the Rest- ;
of the World ~130 132 -136 -180 —-283 -1Bl -264 -464 -187 -611 -756
Net, Other Current Transfers '
to R.0.M, ~& -9 -9 -19 .35 -46 ~-73 -75 -~91 -109 -157
Netllndirect Taxes 104 122 151 158 129 141 167 250 195 11 -133
{i.e. less Subsidies) :
Net National Product (Market . o
Prices) or Rational Income . 1462 1572 1812 2271 35648 4805 5507 6686 7736 9943 13830
Government. £inal Consumption . . .
Expenditure - 215 289 1338 374 510 682 770 992 1210 1661 2016
Private final Conswmption ' .
Expenditure 1089 1054 1360 1575 1710 2611 3026 3739 4480 5780 6377
Het National Savings 158 229 114 322 1428 1512 1711 1955 2046 2507 5437
hAppropriation of Natiomal :
Incomse 1462 1572 1812 227) 3648 4805 5507 6686 7736 9948 13330
SOURCE: €.5.0., Wational Income Divison (unpublished data)
Balance of Payments Reports — C.S.0.
TABLE 3
GROSS HATIONAL SAVINGS ESTIMATE
) {($1)
: 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1930
Net National Savings 158 229 114 322 1428 1512 1711 1955 2046 2507 5437
Consmmption of Fixed Capital 147 178 249 248 307 355 522 680 764 864 1000
Gross Natiomal Savings 305 407 363 570 1735 1867 2233 2635 2810 3371 6437
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The limitations of the estimates of national savings
derived abhove do not 1lie in the overall methodology but rather
in the methodologies for arriving at the wvarious aggregates

which are input to the tables.

The Central Statistical Office has indicated that the
estimates of total Gross Domestic Product are “good® in that
all sectors are accounted for. Production Accounts detailing
ﬁGross Output,® '“Iﬁtermediate Expensés.“ "Walue 3Added® and
Value-Added disaggregated into “compensation to employees;“
"Depreciation expense® and the-tesidual. "operating surplus®,
are availéble tor all sectors up teo 1978. From 1978, the total
value-added for several sectors is estimated based on
sub-sector bgnch—matks and = a number of Vothez relevant
indicators. The relative values of the three principal
components of Value-Added are then estimated by applying
peccentaée--changés from previgus yvears. . Aeccordingly, the
‘values of the national aggregates, "compensation to employees®,
"operating surplus" and “consumption of fixed capital® wmay be
weaker for the years 1978 onwards. 1t should be noted that the
derivation of ‘'operating surplus* as a residual on the income
side of the Account and private consumption expenditure as a
tesidual on the expenditure side of the Account, may introduce

significant errors into the resulting savings series.



Data presented 6n vindirect taxes," “subsidies" and
ngovernment consumption eXpeﬁditu:e" ace extraéted directly
from Government accounts. However, in the Nationﬁl Income
Accounting ‘System. the classif;cation of certain items vary
from normal accounting practices. For example, in the Wational
Income Accounting System the operating losses of Statutory

Boards are recorded as a government subsidy.

Of the National 1Income aggregates employed in this
method of computiﬁg ‘savings, the series on Gross Capital
Focrmation  appears . rweakest.? The Central Statistical Offlce
has noted that from 1976 data are provisional. From 1976,
aétual -COmpany data are available for a limited number of
sectors, although these. include Kkey sectors such as Petroleum,
Governmeﬁt. ‘Sugar and Electriciﬁy “and Hatez; ~ For other
sectors, data on annunal capital investment for a samplg of
fi:ms are blown-up by applying the ratio of “capitalhformation
to P:bduction“ for responding firms, to the Ctotal .estimated
production for the sector. Data on imports of capital goods
and machinery (adjusted tov include mark-up and. inspallation

charges) are used as a check on these estimats.

For some sectors, methodologies involving projections
of various averages of the ratios of 1lmports of relevant

Capital goods and machinery to total capital formation for the



sector..'for the years 1966 to 1976, are utilized. Data on
stock chandes and work-in-progress, which comprise important
components of ecapital formation ére generally difficult to
estimate. Consequently the methods outlined above seek to
concentrate on estimating the change in new fixed capital.
Overall the weaknesses of the Gross Capital Formation estimate,
on which the savings seﬁies is directly dependent, present a
serious limitation to the Nationai income Accounting apé:oach

to measuring savings in Trinidad and Tobago.
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The Flow of Funds Approach to the Measurement of Savings:

The Flow of Funds is an accounting system designed to
- monitor changes in financial assets . and 1iabilities of the
institutional:segtors'éf thé econoﬁy. Ip provides an important
tool for analysing savings patterns. While for the economy as
a whole, saving is equal to capital formation plus net foreign
investment, for the individual units the equality between
saving and investment 1is achieved through the mechanism of
finance, by the acquisition of specific assets, both financial
and non-financial and the reduction of Liabilities. The -
finaacial sector provides  the machinery whereby these
equalities are satisfied. PFurther it must be noted that savers
" exercise a choice at different levels, either the acquisition
of real asseté or the agquisition ‘'of financial claims of
varying degrees of liquidity or the redemption of liabilities
previously accumulatéd. A similar choice is exercised by

borrowers.

In utilizing this method of estimating savings, the
economy o©of Trinidad and Tobago is disaggregated into three

sectors:i-
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(a) The General Government, which includes
Central Government, Local Government and
_ Statutory Boards other than PTSC, WASA,

TS&TEC and Port Authority.

(b) The Corporate Sector, which includes the

Local Corporate Sector, the  Foreign
Corporate Sector and Government

non-financial entecrprises (including the

four financially autonomous . Statutory
Boards).
(c) The Household and Un—Inco:potated

Enterprises Sector.

For each sectot.-an;attempt is made top calculate gross
savings. The.flow of Funds approagh is ﬁot applicable to the
government sector as the governmeﬁt- does not construct a
Balance Sheet. For this sector therefore, a natibnal incone
accounting appcoach of revenue minus expenditure is employed.
For the Corporate and Household sectors, a Flow of Funds

approach using the change in Financial Assets Minus the change

in Liabilities plus the change in Real Assets, is employved.



- 22 -

- The Govermment Sector

As 1illustrated in Table 4, Government's recurrent revenue is
disaggregated into final consumption expenditure, subsidies and current -

transfers, with gross savings as the residual.

TABLE 4

GENERAL GOVEENMENT ACCOUNT-GROSS SAVINGS
($4)

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980

Recurrent Revenuel 302 335 401 478 1232 1705 2194 2843 2875 4004 6106-

Less: MWet non-capital .
transfers to R.0.W.2 8 14 13 14 20 21 47 36 40 44 52
Total Recurrent Revenue- 294 321 388 464 1212 1684 2147 2807 2835 3960 6054
of which -
1. Gov't Final Consump.
Expenditure3 215 289 1338 374 510 682 770 992 1210 1661 2016
2. Subsidies 18 19 20 27 7L 119 204 294 360 701 114l

3. Corrent Transfers

to Households & Un-

Incorp. Enter[;w:ises‘!I 22 31 135 43 57 63 93 92 133 160 1la7
4. Gross Savings>? 39 (18) (5) 20 574 820 1080 1429 1132 1438 2750

SOURCE: €.S5.0. Mational Income Division (unpublished).
L1 Excludes revenue from sales of gonds and services
Z spurce: Balance of Payments Accounts — Unrequited Transfers: Government

Represents the ssm of 'compensation to Employees®, ‘'Intermediate Conswmption®,
‘consumption of fixed capital® and *Interest on the TForeign Public Debt', MINUS
'"Sales of Goods and services'

The sum of ‘*Transfers from Statutory Boards to Households', ‘Central

Government-Grants and Transfers to louseholds,' and 'Interest on the loecal publie
Debt? -
5 gstimated as a vesidual. Although the estimates of Government Final Consmmption
Expenditnre includes consumuption of firxed capital, this is only for the Statutory
Boards included in this sector and these walnes are minimal (less than $lmm). The
resultant savings series are thervefore taken to represent gross savings.
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The Corporate Sector

-Data on the Corporate Sector were extracted from the
€.5.0's Worksheets :fof the Flow of Funds Reports. These
worksheets contain cdnsolidated balance sheets of the three
corporate sub-sectors. The financial® ianstruments were
aggregated to give totél financial assets, total real assets,
total liabilities and total reserves. The stock positions were
then convé:ted into ﬁet flow positions by calculatiﬁg the vear
to year changes, and the level of savings, as represented by
thé-changes in reserves, was determined. These c¢aleculations

~are illustrated in Tables 5.6 and 7.

Da;a on the Corporate Sector used in this study suffer

from two serious limitations:

Firstly while complete coverage of all firms is attempted for
the Foreign Corporate Sector and Government Non-Financial
Enterprises Sector, the Local Corporate Sector companies only a
sample of firms. The firms covered are judged to represent the
majority of large and nmedium-sized establishments in each of
the activity sectors, but the specific sample catio: in terms
of proportion of total assets covered is not available. While

estimates are made for selected firms which do not respoad in a



particular year, so as to easure that inter-temporal analyses
are meaningful, no attempt is made to 'blow-up' the data to

represent the total Local Corporate Sector.

Secondly the problem of 'false savings' due to price changes is
crucial in this method of estimating:sévinqs. On the Balance
Sheét. of a Company., any revaluation 7of real assets 1is
counter-recorded on the liabilities side as an increase in
‘Capital Resérves.' The change in reserves which is taken to
represent savings in this study, is therefore overestimated to
the extent of occurence of this practice of reﬁaluing the book

value of company assets.

The Corporate savings series resulting from these
estimates are (1) ‘'net', because profits transferred from a
company's Income and Expenditure Account to its Reserve Account
répcesent profits -aftecr deprecia;ioﬁ. and (ii) ‘*domestic',
bacause ' it incindes the profits of direct investment
enterprises. 1n Table 8 this series is adjusted for corporate
consumption of fixed capital and retained earnings of direct
investment enterprises, to arrive at estimates of Gross

Mational Savings for the Corporate Sector.
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TABLE 5

CORPORATE SECTORS,CONSOLIDATED- BALANCE SHEETS

M

LOCAL CORPQRATE SECT0R1 FbREIGN COBPORATE SECTORZ ’ GOVERNHENT NON-FIMANCYIAL ENTERPRISES3
YEAR  Fin.  Real®  TOTAL Liabil-> Re-®  Fin. Keal®  TOTAL Liabil-9 Re-b Fin Real®  TOTAL Liabi-» ge-0

Assets Assets ASSETS ilies . oserves Assets Assebs ASSETS/ lities serves  Asséts Assets ASSETS lities serves

LIAR. . o ) LIAL. LIAR, LIAB.

1969 128 205 333 2710 63 1113 457 570 453 117 15 487 562 389 173
1970 139 216 355 299 . 56 143 549 692 539 ° 153 95 516 611 436 175
1971 137 253 390 .328 62 149 693 B42 ios 134 85  .583 " 668 A47 221
1972 142 288 430 371 59 170 834 1004 B938 106 81 653 134 520 214
1973 169 333 502 423 79 A65 962 1427 1070 357 39 688 787 620 167
1974 - 195 437 632 560 12 580 1150 . 1730 1133 597 173 7154 927 701 226
1975 271 518 789 675 114 136 1446 2182 1461 . 721 411 L1164 1575 1140 435
1976 386 656 1042 857 185 7154 1513 22712 1383 . 889 520 1401 1921, 1901 20
1927 519 943 1462 1168 294 1229 1918 3L47 1778 1369 497 2111 2608 '2431 . 177
1978 ABS 1048 1513 1215 298 1526 2125 3651 2099 1552 1155 2425 3580 3017 563
1979 174 1423 2197 1745 452 2444 2084 4528 2767 1761 1742 3322 5064 | 4408 656
1930 u/a 2514 2055 - 4569 1504 30635 . nfa

SOUBCE: €.5.0. Natioval Accounting Division, Flow of Funds Worksheets (unpublished).

& W N
il

Defined to include all incorporated enterprises in which over 50L of the issued capital is held locally.

Defined to include all incorporated eaterprises in which $0L and over, of the issued capital is held by foreigners.
Defined to include all incocported enterprises in which over S0L of the issued capital is held by Government.
Stock plus Net Fixed Assets.

Total Liasbilities plus Issued Share Capital.

All Reserve Accovubs including Revenue. Reserves, Capital Beserves, Share. Premium Account che.
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TABLE 6 .

TOTAL COBPOBATE SECTOR: COMSOLIDATED BALANCE SHEET

TOTAL
YEAR FINANCIAL TBEAL ASSET/ LIABILITIES RESERVES
ASSETS ASSETS LIABILITIES :

1969 316 1149 1465 1112 353
1970 377 1231 1658 1273 385
1971 371 1529 1900 1483 417
1972 393 1775 2168 17389 359
1973 733 1983 2716 2113 603
1974 043 2341 3289 2394 895
1975 1418 3128 4546 3276 1270
1976 1660 3575 5235 4141 1094
1977 2245 4972 7217 © . 5377 1840
1978 3146 5598 - 8744 6331 2413
1979 4960 6529 11739 8920 . 2869

SOUBCE: C.S.0. National Accounts Division,Flow of Funds Reports aand
Worksheets

TOTAL CORPORATE SECTOR annv%%gésiésa‘ln BALANCE SHEET POSITION
‘ 3
FINANCIAL REAL TOTAL _
YEAR ASSETS ASSETS ASSETS/ LIABILITIES  BESERVES
LIABILITIES

1970 61 132 193 161 32
1971 (6) 243 242 210 32
1972 22 246 268 306 (38)
1973 340 208 548 324 224
1974 215 358 573 281 292
1975 470 787 1257 332 375
1976 242 447 639 865 - (176)
1977 585 1397 1982 1236 746
1978 901 626 1527 954 573
1979 1814 1231 3045 2589 456

SOURCE: C.S.0. National Accounts Divison. Flow of Funds Beporits and

Worksheets.
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TABLE 3
GROSS NATLIONAL SAVINGS OF THE COBPORATE SECTOR
L+,
1970 1971 1972 1973 1974 1975 1976 1977 1973 1979
Net Domestic Savings 32 32 {38) 224 292 375 (176} 74% 573  45%6
Add: Consumptioun of fixed .
capitall 147 173 249 248 307 355 522 680 764 364
Winus: Direct Investment : _
Enterprises - Retained? 110 - 101 108 132 233 162 315 520 362 733
Earnings
Gross National Savings 79 109 103 340 - 361 568 31 906 975 587

1. Source: G.8.0. Mational Accouoats, total cousumption of fixed capital for the:

econony.

Direct Investment Income, Retained Profits - (Debit).

" 2. Source: C.S5.0. Balance of Payments, Current Account - Investment Income,



The Households and Unincorporated Enterprisés Sector

The financial savings of the Houéeholds and
Unincorporated Enkerprises Sector were extracted from the
C.5.0.'s Flow of TFunds vorksheets. Table 9 ‘illustrates - the
stock and flow values of total financial assets and liabilities
for this sector. As shown in Table 10, the sector's investment
in real asseté is represented hy estinpates of capital formation
for Dwelling Services, Agriculture, and VUnincorporated
Entezprises in the Trucking and Taxi business. Total
Households' savings is estimated as the sum of the change in
net financial assets plus the increase in ‘real assets. The
resulting savings aég:egate. as shown in Table 11, represent
gross national savings. No. estimates of depteciatiqﬁ for these
sub-sectors are available. This wmethod of compuﬁing savings
does not reflect capital gains due to transfers-of the existing
stock of houses and land, and is in accordance with the United

Nations recommendation for measuring real savings.

"The major limitation of this series on Households and
Un-Incorporated Enterprises savings appears to lie in the
estimates of 1investment  in real assets. While capital
investment by the Dwelling Services sub-sector 1is expected to
account for the major share of capital formation in the
Households and Unincorporated Enterprises sector, capital

formation of the un-incorporated enterprises is likely to be
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significant, particula;ly. since 1975. Other than for the
Trucking and Taxi sub-sectors, data on Capital investment in
un~-incorporated enterprises was not available from the National
Income Accounts. The estimates of capital formation of the
Dwelling Services utiliée a methodoloqgy based on the "“Floor
Area -of Residential VBuilding Plans Approved® multiplied by
"Building Cost per square foot" statistics. Severai areas of

this methodology are a probable source of error:-

(i) Building costs per square fool are estimated as a
composite of the Index of construction materials
éﬁd'rthe Index of MMinimum Wage Rates for
Construction workers.

(ii) For 1970 - 1976 the Building Cost Index is broken

~down into Indices for High, Medium and Low cost

Housing, based on the results of annual surveys

of Quantity Surveyors. For this pe:iod; approved

plans are disaggregated to répresent High, Medium

and Low Cost Houses based on rough estimates.

From 1977 however. this breakdown wWas
discontinued due to data inadequacies.

(iii) Approved building plans are lagged by one year.
(iv) No ad justments are made for
construction/rennovation without official

approval, or for that per cent of approved
~building plans which acte never actually built.
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TABLE 2
ROUSEHOLDS AMD UNINCORPORATED ENTEBPRISES — FINANCIAL
ASSETS AND LIABILITIES

o™
YEAR Financial Financial ANNVUDAL CHANGE
: Assets Liabilities Fin. Assets Fin. Liabilitigs

1969 761 351 e .-

1970 363 445 102 04

1971 1,051 489 138 {44

1972 1,194 611 143 122

1973 1,429 699 235 83

1574 1,775 784 346 - 85

1975 2,281 1,041 506 257

1976 2,992 1,446 711 405

1977 3,604 1,937 612 491

1978 4,473 2,551 B69 614

1979 5,279 2,977 306 426

SOUBCE: C.S.0., National Tneome Division - Flow of Fonds
Reports. ) ’

TABLE 10 :
HOUSEHOLDS . AND UN-TNCORPORATED ENTERPRISES -
CAPTTAL FORMATION FOR SELECTED SECTORS
™

SECTORS 1970 1971 1972 1973 1974 1975 1976 1977 1973 1979

12 12 13 18 20 24 17 21

1. Agricuiture? 7 9

2, Taxi Service 4 3 3 5 4 6 7 15 18 15

3.  Truckingl 2 2 3 3 3 4 8 12 15 19

4, Dwelling Services? 53 67 82 95 134 140 196 322 392 495
TOTAL 66 31 100 115 1154 1683 231 373 442 550

SONBCE: €.S5.0., National Income Division (unpublished data).

1. Estimates of the proportion attributable +to Unincorporated
- Enterprises only.

2. Computed as: "Total f£loor area of plans approved for residential
buildings™ (lagged one year) x "Building Cost per sq.ft." statisties.
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TABLE 11

HOUSEHOLDS & UR#INCORPORATED ENTERPRISES — GROSS MATIONAL SAVINGS

1.1

1970 1971 1972 1973 1974 1975 1976 1977 1973 197%

Met Financial Savings

Real Savings

3 Y44 21 Y47 261 249 306 121 255 380

66 31 100 115 154 168 231 373 442 550

TOTAL

74 225 121 262 415 417 537 494 627 930

The Gross Watiomal Savings of the three sectors defined in the Flow of Punds
Approach to measuring national savings are summed in Table 12.

TABLE 12

GHOSS MATIONAL SAVINGS OF TRINLIDAD AMD TOBAGO

™

SECTORS 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979
THE GOVERNMENT SECTOR 39 (18) (5) 20 574 820 1,080 1,429 1,132 1,438
THE COBPOBATE SECTOR 79 109 103 340 361 563 31 906 975 537
THE HOUSEHOLDS AND
UN-INCORPORATED
ENTERPRISES SECTOR 74 225 12} 262 AlS 417 537 494 697 930
GROSS GROSS NATIONAL-

SAVINGS 152 316 215 622 1,350 1,805 1,648 2,829 2,804 2,955
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At presenk work is cqntinuing on impzovinq the quality -
of 'the "Flow of Funds savings estimates. Data .on the local
Cocporaté sector in- particular wust be adjusted so as to
raeflect coverage of the Gtotal sector. . The 1Inland Revenue
Department and the C.$.0. - Business Su:veys' Unit, are two
“gources which will be investigated in an attempt to arrive at a
more complete series on corporate profits after tax and aftef
distribution. The C.$.0. has temporarily discontinuned work on
the Flow of Funds Report. Yet, in accordance with the stated
objective bf,deciving-national savings based on two different
methods. it will be necessary to project national savings based
on the Flow of Funds épp:oach for 1989 -to 1983, Also, the
results of this approach, by providing data on sectoral savings
would be ckucial to the later determination of sectoral savings

functions.
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Comparing the Two Savings Series

The estimates of gross national savings arrived at in
Sections 111 and IV are juxtaposed in Table 13. As a first
atteﬁpt-at assessing the relative accuracy of the two series,
gross national savings is expressed as a percent of-G.D.P. at
market prices. This aggregate 1is selected despite the fact
that it is part of the National Income Accdun;ing approach,
since .for Trinidad and Tobago, this is_rther'most reliable
measure of income available. These ratios are also.illustrated

in Table 13.

The disparities in the two sets of data reflect the
net errors of over-estimation and under-estimation in the
National Accounkts, Flow of TFTunds anq.ﬁalance of Payments data,
and highiight the urgent need for cross-checks amongst the
major economic statistices. 1t must be noted however, that the
savings series derived frow the WNational 1Income Accounting
approach and thaﬁ derived from the Flow of Funds approach are
at least in one respect, conceptually different. As discussed
in the Flow of Funds method, corporate sector savings include
savings/dissavings brought about by the revaluation of -a

company's assets due to price increases/decreases. The savings
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apgaregate derived from the National Income Accounting approach however

Cattempts to measure:

without regard to the value of assets due to price changes.

“P“re“

savings through

actual capital formation

In this

Phase of the Project, no attempt is made at specific year-by-year

comparisons since work on

undertaken.

improving the

TABLE 13

GROSS NATIONAL SAVINGS

estimates

is still to bhe

1570 1971 1972 1973 1974 1975 1976 1977 1978 1579 1930
A Nétional Tneome
Accounting Approach
i) Gross Rat. Savings($m) 305 407 363 570 1735 .1867 2233 2635 2810 3371 6437

Savings/G.D.P. (mp) (%)

B. Flow of Funds Appruach

(i) Gross Nat. Sévings(*m)
Ai1l) Savings/G.D.P.(mp) (%)

17 22 16 21 41

192 316 219 622 1350
11 17 w0 23 32

1805 1648

35 35 133 32 29 4l

2829 2804 2955
36 32 26

n.a.

34 26 n.a.




National Income Accounting - Savings Projections

in projecting the national incoume acconnting
aggregates to arrive at estimates of gross national savings for

1981, 1982 and 1983, the exX-post ‘identity between savings and

investment is highlighted. In terms of determining savings,
the more complete system. - The G.D.P. and Expenditure on the
G.D.P.., and The WNational 1Income and Outlay Account - as

" described in Section 111.‘ can be reduced to the - following-

relationship..

Gross Capital Formation _

-/ Balaﬁce of Payuents Current
Account Deficit (-)/Surplusi(+)

= Gross National Savings.

The Balance of Payments Accounts are available up to
1983 though the data are provisional for 1982 and 1983. QGross
Capital Formation {GCF) is estimated using ordinary
least-sqguare regression on three variables foi the period 1970

— 1980. Gross Capital Formation is defined to be dependent on:-

{i) Gross Capital Formation of the Petroleum Sector

{PGCF)
{il) Government Capital Expenditure (GCE)
(iil) Imports of H&chinery and Transport EBquipment

(¥MMTE) .
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The relationship between each of the dependent and independent variables

iz defined as linear and is wuwtilized purely for statistical purposes.

Table 14 summarizes the results.

TABLE 14

GROSS CAPITAL FORMATION-REGRESSION BESULTS 1970-1930

(i) GCF = -640.92 + 4. 73PGCF
. (~1.88) (3.29)
B2 = 0.88 BZ = 0.87 W =2.15 F = 68.74 SER = 563.71
(ii) ©GCF = 261.12 + 2.10 GCE
{2.98) (24.42) C
B2 = 0.93 BZ = 0.98 DW= 2.16 F = 596.46 SER = 201.99
{iii) GCc¥F = -20.381 -+ 2.63 WMTE
(-0.14) (16.13)
B2 = 0.97 BZ = 0.96 DW = 1.96 F = 260.21 SER = 302.91

Bquations two (ii) gﬁd three ﬁiii) exh{bit high B-sguares and
lower Standard érror of " the TRegression (SER) values, indicating
relatively good linear fits. It was therefore decided to use a weightéd
average of the two Gross Capital TFormation estimates derived from
equations (iii and (iii). The Adjusted Rz- values are used to weight
each estimate. TFor equation -(iii), use indicated by the T-statistie
value, the constant term is not significant and is therefore omitted. The

1981, 1982 and 1983 values for Gross Capital Formation are calenlated to

be $5,725 million, $7,673 million and #$6,111 million, respectively.
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As shown in Table 15 the Balance of Payments current
account surplus/deficir is added/substracted from the estimates
of 'Gross Capital Formation for 1981, 1982 and 1983 to arrive at

estimates of Gross National Savings for these years.

TABLE 15
GROSS NATIONAL SAVINGS ESTIMATES
()
1981 1982 1983
Gross CﬁpitallFormation 7 5,725 7.673 6,111
B.0.P. Current Account . +842 -2,006 -2,274
_ Gross National Savings 6,567 5,667 3,837

Eor' later testing of the Income/Savings relationship
it was necessary to arrive at estimates of the Gross National

Product (market prices) and Government Savings for 1981-1983.

Provisional data on Gross Domestic Product {Factor
Cost)., ‘indirect taxes and subsidies are available from the
C.S5.0. ‘ Estimates of the net value of 'property and
entrepreneurial income' and ‘'other cuttent transfers ftrom the
rest of the world® for 1981-1983 are also available from the
provisional Balance " of Payments Accounts. The necessary

adjustments are illustrated in Table 16.
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TABLE 16

GROSS NATIONAL PRODUCT ESTIMATES

(M)

-1981L 1982 1983
G.D.P.. (PTactor Cost) 18,129 19,138 20,174
Indirect Taxes 1,138 1,231 1,202
- Subsidies 1,188 1.710 1,797
G.D.P. (Market Prices) 18,079 18,659 19,579
Property and Entrepreneurial - -341 -97 -221
Tncome R.O.W. {(Net)
QOther Current Transfrom : -217 -252 -298
from R.O.W. (Net) : ' :
Gross National Product. 17,521 18,310 19,060

Government savings for the period 1981 to 1983 are
calculated using data prbvided by the  C.5.0. and the Govepnmént
statements of Revenue and Expenditure. VThe estimates of
Govgrﬁment Final Consumption Expenditure. are derived from
aétuai data on govécnment wages and salaries and interest on

the external debt. Table 17 illustrates these projections.
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IABLE 17

GOVERNMEMT SAVINGS - PROJECTIONS

(5M)
1981 1982 19833
Récur:ent Revenue 6,985 7,025 6,665
Less: Non-Capital transfers to
the R.0.W. (Net) _ -56 =72 -80
Total Recurrent Revenue o 6,929 6,953 6,402
of which:
Gov't Finﬁi Consumption Exp. 3,191 4.069, 4,251
Subsidies - 1,188 1.710 1.797
Current Transfers to Households
& Un-Incorporated Enterprises 163 202 - 250
| 2,387 1,032 |

Savings

104




The Savings Function

In this - section the various® theories of savings
behaviour are discussed and preliminary tests of the saving -
income relation in the case of Trinidad and Tobago are
undertaken. The estimation of a savings function is aot
attempted here as it is first necessary to develop the

theoretical framework which is the objective'of this section.

In most theories of savings behaviour. the level of
iﬂéome is regarded as a major determinant of savings . but
different definitions of income are. used. 1n Keyneéian theory
it is «¢laimed that the deciéion to consume and save 1is made;
with respect to the absolute level of inéome. Keynes also
believed that increases in income would be accompénied not by a
correspending rise in the rate of consumption but by a higher
rate of saving. This implies that over time, the marginal
savings rate would exceed the average savings_zaté Empirical
tests did not £ully support- thié hypothesis howeve:' and in

other studies on savings behaviour, additional explanatory

variables were 1included in the savings function and other
8

o

definitions of the income variable were adopted.

8 Mikesell and Zinser 12,
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I:_l'an attempt to better ex_plain va:iations in savings,
Duesenberry postulated that savings depend not only on the
absolute level 6f current income but also on past income
levels. 1In particular it was held that savings are inf luenced
by the ratio of current income to the highest ihcome previously
attailned. .Accordinq to this Relative Income Hypothesis,
individuals are prepared to save less when incomes fall in an
effort to maintain living standards to which they have become
accustomed. However when incomes rise, the saving income ratio
will be -constani if the structure .of income distribution
temains unchanged. implying that savings tend to be a constant
proportion of income in the 1onq-:un. To date, there has been
no published work that has teéted ‘this  hypothesis for

developing countries.

In the two-remaining theories the point of departure
différs~£com thosermentionedrabove- Iﬁ_particular, the income
concept in a given year is not the relevant variable, but the
total kesources of an individual over his lifetime. In the
Permanent Income Hypothesis, as_developed by Priedman, measured
income is divided into petmanentx and tcansitorg components.
Permanent income is:the sum of current earnings pius expected
future receipts from both huﬁan and non-human assets discounted

back to the present. Transitory income is the difference

between measured and permanent income. It is argued that
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saving should be a2 constant proportion of permanentlincome. the
porportion being independent of the level of income. 1In
addition all of tramsitory income is saved. ‘Therefore savings
depend on both permanent and transitory inconme. Several
:esearche:s3 have tested this hypothesis for developing
countries and in many cases the. findings did support tchis
hypothesis.9 1t was discovered that in many developing
couhtries the marginal propensity to save from transitory

income exceeded that from permanent income.

In the Life-Cycle Hypothesis, developed by ¥odigliani
and Brumberg, it is alleged  that individuals save for the
pﬁrpose of spreading consumption evenly over their life-time.
After retirement, however individuals dissave. It theretore
followed that'ifrsociety remained static aggregate savings in’

S any éiven year wonld be zero as the savings of the working
bopulation would offset that of the retired population. But
changes in the structure of the population and growth in per
capita income would result in a positive level of savings. A
rise in income would increase the saving-income ratio as
individuals would seek to épread the increase over theilr
remaining life span. Very few attempts were made to test the
validity of this hypothesis largely becanse of difficulties in

obtaining all the relewvant data.

-9 Mikesell and Zinser 13,
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A study by Leff however concluded that there is some evidence .

that demographic factors influence savings.lo

In order to obtain a better 'éxplanation of saving
‘behaviour, some hypotheses introduce variables rother than
income and demographic factors into the saving function. 1t
has been suggested that savings may also be influenced by net
foreign capital flows, exports, the rate of change of prices,
the rate of Iinterest, andrthe level of taxation. By providing
more investment opportunities, it _waé thought that capitaln
inflows should stimulate income and savings. Leff tested this
,hypothesis and concluded that capital- inflows were not
sidnificantly- related to savingsll. In addition some
reséarcﬁers have tried to explain variations in the savings
rate ;of primary export producing countries by introducing
axpotcts in the savings funetion. Maizels testéd the
éssociation_ betﬁeen exports and sévinqs and his findings
confirmed that the rtwo variables were highly correlatedlz.
Lee carried out a similar test for a much larger sample of
couﬁtries over a longer time period and his results were

consistent with that of ﬁaizelélB.

10wy, Lefi4.

1l N LeffS.

12 a. Maizels?.
13 J.K. Lee3.
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‘Researchers have also been éoncerned with fhe effect
of changes in the price level on savings. It is arqued that
since price increases undermine the real value of savings,
individuals attempt to counteract this by increasing their
savings. The impact  of inflation is incorporated either by
using real variables in the saving function or by explicitly

including an index of price changes.

The role of interest rates in savings determination
has alsp bean investiqated. Howéver, most of these studies
examined the experiences of Asian countries. Some findings
édggested that real déposit rates of interest were positively.
cérrelated with savings. Mcbhonald tested’ the  interest
responsiveness of saving in Latin‘American‘countriés and found

evidence of a positive corelation between the two variablest?.

‘Some economists have advocated the use of government
taxes as a means of mobilising savings for investment. The
argument is that low income levels, the taste for foreign goods
and other such factors adversely affect the level of voluntary
savings. Domestic savings for national development can be

increased only by governments' compolsorily reducing personal

14  ¥McDonald, 012,
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consumption. But Please has argued that increased taxation has
been often accompanied by a decline in government savings due
mainly to a growth of governments' currenpt expenditurel5.
However in Morss'® study of the relaiionship between fiscal
policy and savings in developing countries taxes and savings

were found Lo be positively celated.l6

Followiné on the review of the general theories of
savings functions ‘the next. stage 1is the formulation of a
condeptual model of ;avings'in Tfinidad and Tobago. As a first
step towards this understanding of the factors influencing
savings in Trinidad and 'Tobago, it‘ was decided to test two

selected hypotheses using ordinary least - squares regression :-

(i) The Absolute ILncome Hypothesis, which .

- postulates a linear relation between the

absolute level of wmeasured income and measured
savings;

(ii) . The Permanent Income Hypothesis, which
postulates that savings is a constant

proportion of permanent income.

15 5. Pleasel9,
16 ER.R. dMorssl5.
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Data on Gross Naﬁional Product at market prices, Gross
National Savings, Gross Private Income and Gross Private
Savings were extracted for the years 1963-1983. Permanent
Gross National Product and Pefmanent Gcoss.- Private TIncome
were caleulated based on -thcee—year moving ‘averages of Gross
Wational Prodnct and Gross -Private Ilncome respectively. The
Retail Price Index and Mid-Year Population Estimates were also
extracted to  enable testing for “nominaiﬁ and “real®
relationships as well as ‘“per capita" and "real per capita®
re;ationshipé. The following ordinary least-squares

regressions were tested:-

(1) Gross National Savings (GNS) / Gross National
Product. {(GNP)

{(1i) Gross National Savings per capita (GNSC) /
Gross National Product per capital (GNPC)

(iii) Real Gross WNational Savings (GNSR) / Real
Gross National Product (GNPR)

(iv) Real Gross National Savings per capital
{RGNSC) / Real Gross WNational Product per
capita (RGPC)

(v) Gross Private Savings (GPS) / Gross Private
Income (GPI) :

(vi) Gross Private Savings per capita (GPSC) /
Gross Private Income per capita (GPIC)

{Gii) Real Gross Private Savings (GPSR) / Real Gross
Private Income (GPIR)

(viii) Real Gross Private Savings per capita (RGPSC)
/ Income per capita (RGPIC)
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(ix) Gross National Savings (GNS) / Permanent Gross
National Product (PGNP)

(x} Gross National Savings per capital (GNSC) /
Permanent Gross WNational Product per capital
(PGNPC) _

(x1) Real Gross Mational Savings (GNSR) / Real
Permanent Gross National Product (PENPR)

(xii) Real Gross National Savings per capita {RGNSC)
/ Real Permanent Gross WNational Product per
capita (RPGNPQC)

(xiil) Gross Private Savings (GPS) / Permanent Gross
Private Income (PGPIL)

(xiv)  Gross Private Savings per capital (GPSC) [/
Permanent Gross -Private Income per capita-
(PGPIC) :

(xv) Real Gross Private Savings (GPSR) / EReal
Permanent Gross ‘Private Income (PGPIR)

{xvi) Real Groéé Private Savings per capita (RGPSC)

/ ?eal Permanent Gross Private Income per
capirta (HRPGPIC). : . :

All the regression  palirs involvinq real Qariables
exhibited low correlations. This however probably reflects the
inhppcopriatgness.of the Retail Price Index as a deilator for
Eoth savings and income rather than a genuinely low relatedness
of the two series. The results of the eight'(s) regressions
not 1involving "real" or “real vper capita"® variables -are

summarized in Table 18.

As exhibited by equations (1) to (iv) there is a close

linear fit between national savings and national income,



whether using the nominal, per capita or permanent measure.
cOmpa;ing equation (i) with equation (iii) does however
indicate that the measure of permanent income gives slight
improvement to the fit. The asjusted B-squares for equations
(v) to (viii) indicate more variability in the £it between
private savings and private income, although the neasure of

permanent gross privaté income again improved the results.

These regressions and the analysis of their results
are prelimindary. We would however like to conclude this Paper
by noting that the overall results point to a marginal savings

rate of 0.37 to 0.38 for Trinidad and Tobago.



TABLE 18

Savings/Incone Redgression Results

No. of observations: 19

(i) GNS = -230.78 <+ 0.37 GNP
' - (-1.17) (14.85)
B2 - 0.92 DW = 2.31 F = 220.61 SER = 614.41
(ii) GNSC = -0.23 + 0.37 GNPC
o . (-1.25) (14.45) - _
R2 = 0.92 DW = 2.32 F = 208.77 SER = 0.56
(iii) GNS = -365.14 + ©0.38 PGNP
- (1.82) (15.03)
B2 = 0.93 DW = 2.45 P = 225.89 SER = 607.69
(iv) GNSC = 0.36 -+ 0.38 PGNPC
- (~1.93) {14.75)
B2 = 0.92 DW = 2.49 F = 63.94 SER = 672.43
(v) - ~ GPS = -171.82 <+ 0.37 GPI
- {(-0.76) {7.99
R2 = 0.78 DW = 2.11 F = 63.94 SER = 672.43
(vi) GPSC = -0.17 + 0.37 GPIC
_ : (-0.79) (7.71)
B2 = 0.75 DW = 2.76 F = 54.88 SER = 0.19
(vii) GPS = -352.28 + 0.39 PGPI
— (-1.67) (8.8)
B2 =0.8L DW = 2.08 F = 77.47 SER = 0.55
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