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DETERMINANTS OF AGGREGATE- SAVINGS 1IN POST~-WAR

TRINIDAD AND TOBAGO*

(An Exploratory Study)

by

Ramesh Ramsaran

INTRODUCTION

The role of savings as an -iwportant sourcse of finance for
capital formation occoupies a very prominent place in the development
literature. It is generally felt that if poor countries are to achiéve
higher rates of growth it is essential for them to save and invest a
higher proportion of thelr national income. In fact one distinguished
wrlter has observed that the "central problem in the theory of economic
growth is to understand the procsess by which a community is converted
from being a five percent to a twelve percent saver- with all the
changes in attitudes, in ingtitutions and in techniqﬁes which accompany
this conversion."l The impleméntation of policies designed to raise
the level of savings in an economy requires at least a netional
identification of the factors which influence savings behaviour. Of
course, the importance of these factors in a savings‘function would
tend to vary from one context to an;ther. In other words, while it
is possiblé to focus on certain factors or variables, based on
observation or a priori reasoning, it is difficult to generalise
a savings function applicable to all éountries, or even to the same
country over time. A further difficulty in specifying a savings
equation for empirical testing arises from the fact that considerations

which may exert an important influence on the behaviour of -the different

s

The author is indebted to Mr. Eric Adams * . for assistance
with tha computation and to W. Joefleld-ﬂapier for comments on
a Flzrst draft of the paper
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gactors (government, corporatlons and households) which contribute

to aggregate savings may ndt be reaéily guantifiable in a form that
ecan be used in a specificatlon. The purpose of this paper is to
examine through the use of glmple sconometric models, the relationship
between saQings and certain selected variables in the Tr;hidad and

Tobago ecenomy in the post~war period.

The paper is divided into four (4) parts. In the firgt section
we undertake a brief review of the various theories of savings, which
have elther inspired or grown out of the empirical work undertaken in
the post~war pericd. In the second we examine the trends in savings
and investment ratlos and the sourdes of Ffilnance for capital formation
in the economy. In the third section we explore the importance of
varlous savings functions for the economy as a whole;and where data
permit, for individual sectors. In the fourth we examine the impacﬁ

of exports on aggregate savings, and explore the relationships between

foraign capital and demestic savings and growth.

1. Theorles of Savings

Attempts to focus on the main fac?brs which influence the level
of savings in an economy have resultéd in a number of Hifferent.theories.
The variables to which attention has been drawn fall iﬁto two (2)
broad catégories: chaxacteristiqs of the saver (e.g. ihcome, assets,
occupation, agé ete.) and characteristics of his environment (e.q.
prices, interest rates, etc).2 The classical economists (while not

completely ignoring the role of Jncome)pliced heavy emphagis on the

rate of interest. They saw interest ag the payment (or reward) for

abstalning from consumption, or payment fgr the use of funds. For
them the rate of interest was the factor which brought the supply and
demand forlsavinds into. equilibrium. An important assumption of the
classical position was that aggregate expenditure on cbnsumption was

(ceteris paribus) negatively sensitive to changes in the rate of interest
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i.e. any increase in the rate of interest would result in a significant
drop in consumption. Xeynes disagreed with this position. In the
"General Theory” he asserted.thatﬂthe total effect of changes in the

rate of interest on the readiness to spend on present consumption ig
complex and uncertain, being dependent on conflicting tendenclies, since
acme of the subjective motives towards saving will be more easily
gatisfied 1f the rate of interest rises, whilst others will be weakened."3
He argued that the rate of interest is not a return to saving or waiting
ags such. It ls the reward for parting with liguidity ~ a measure of

the uwnwillingness of those who posses money to part with their liquid
control over it. "The rate of interest is not the "price”™ which brings
into equilibrium the demand for resources to invest with the readliness

to abgtaln from present consumption. It is the "p;ice" which equllibrates

the desire to hold wealth in the form of cash with the avallable guantity
4

of gash...."

Keynes felt the rate of interest was not important in decisions
of people in allocating their income between consumption and saving.
To him the critical determinant was the-level of income. Psychological
factors summed up in his 'propensity te consume’ (and 'bropensity to
save') concepts help to influence the individual in deciding how much
of his income he will consume now and how much he will resarve in some
form of comman@ over future consumption. Keynes ligted eigﬁt (8) main
motiveas which lead individuals to refrain from spending out of their
incomeg. These are: precaution, foresight, caleulation, improvement,
independence, enterprise, pride and avarice. There can be a corresponding
list on the consumption side e.q. enjoymgnt, shortsighteaness, ostentation,
ete. The strength of all these moéives,&he concedag “wiil vary enormously
according to habits fexmed by race; edﬁcation, communities, religion and
current morals, accoxding to presept hopes and past experience aceording
to the scale and technique of capltal equipment, and acdcording to the

prevailing distribution of wealth and the established standards of 1ifa".”




He lizts some further motivesg which might -influence the savings
behaviour of governmenté and buginess corporations. These are:
(a) The wmotive of enterprime - to secure resources to carry out further
capital investment without incurring debt or ralsing further capital on
the market; (b) Liquidity - to secure ligquid resources to meet
emergencies, difficulties and depressions; (¢} The rotive of luproverent -
to secure a gradually increasing incowe to protect the management From
eriticisms of inefficiency; {(d) #inanclal prudence - making provisions
to discﬁarge debt, and write off the cost of assets ahead of the actual

rate of wastage and obsolescence,

Based on a priori reasoning, Keynes was led to believe that as
real income rises, a greater proportion of income will be saved. An
implicit assumption here 1s that the average propengity to congume
declines as income increases. Whether ar not a gréater éroportion iz
saved as income rises, "we take it as a fundamental pasychological rule
of any modern community that, when its real income is increased, it
will not increase its consurption by an equal-absolute amount, so that
a greater absolute amount must be savedf~un1eés a largg and unusual
change ls occurring at the saﬁe time inlother factors."7 By stipulating
"a falling average propenslty to consume, Keynes was assuming eithef
a non-linear consumption function, for which the marginal propensity
to consume also declines with income or a linear consumption function
{congtant m.p.c¢,} which has a positive intercept and is therefore referred

to as being non--proportional.“8

Xeynes' 'Genexal Theory' inspirad:? numbar of gmpirical woxrk
designed to te;t his hypotheses. Some of these studiés produced results
which appeared to be in conflict with a priori cobsarvation. B2An early
post-war study undertaken by kdznetsg on the U.s. economy gshowed that

even though income had‘riéen, there was a falrly stable consumption-

income ratio {a.p.c.) in the long run. The a.p.c. and m.p.c. reported
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were almost identical}thus suggesting a proportional long-run consumption
function. On the other, the evidence for the short-run indicated

that the a.p.c¢. was not a constant.lo

A widely accepteé argument advanced to explain the behaviour of
the short and long term average propensities is that over time an upward
shift of the éohsumption function takes place. Duesenberryll has
tried to explain this phenomenon using the concept of relative rather
than absolute income. The relative income hypothesls views consumption
{or saving} as a function not only of the consumers® current income
but of previous income and of the consumption standards of others.
Duegenberry argues that consumexrs having become accustomed to a
particular consumption standard tend to reslst any decline in this
standard as income falls, Consumpticon may decline but less slowly than
income, In guch a situation the average propensity to save will fall,
In the event that there afe subsequent increéses.in income, consumers
will attempt to restore the prgvious relationship between saving and
consumption leading to a rise in the saving-income ratio and a fall
in the consumption-income ratio. The consumption Fundétion propoged by

Duesenberry tock the form shown in Equation (1), where s and vy

re. (0 %o Ye -
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repregent saving and income raspectﬁﬁeiy; the gubscript t refers to
the ecurrent period and ° t§ fh%:prgﬁiéés peak. Equation (1) could
also ba rewritten as equatiépt(?},;%éré_ cy represents consumption
and the other variables are as defiﬁéd previously.
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Another post—Xeyesian theory advanced to explain the relationship
between income, consumption and saving is what is known as the permanent
incoime hypothesis (P.I.H.) associated with the name of Milton Friedman.l2
Friedman does not accept the proposition that péoﬁle adjust their
congumption to their current income. He divides current (or measured)
income into two (2) coMponents: permanent and transitory. FPermanent
income is°'the perpetual (oxr lifetime) Income stream an individual
expects to derive from his human and non-human wealth over a reasonable
period of time. Transitory income is the difference between measured
(actual) income and permanent income. It represenés unanticipated or
unforseen additions or subtractions to permanent income.. Friedman's
main contention is that permanent consumption iz proportional to permanent
income. The average propensity to consume permanent income is constant.
Savings will tend to vary with movements in transitory income. Friedman
sees these raltionships as plausible explanations for the short rum
variation in the savings (or consumption) rafio and the stability in

the secular function obgerved in practice:

The life-cycle hypothesig (L.C.H.) developed by Modigliani and

13 the
Brumberg =~ also rejects / Keynesian position that current income ig the
major determinant of indiviéual or aggregate savings. Like the permanent
income hypothesis, the L.C.H. is bazed on maximising ﬁtility behavioux.
Current consumption of the individual is postulated to be a function of
his total resources (defined as the sum of his curxent and discounted
frture ehrnings over his lifetime and his current net;worth), and the
rake of\return on capital with paramé;ers depending on age. The shape
of the utili£y function depends on the kinds of assumption we ﬁake with

- respect to life time consumption patterns (consumption at different points

in the 1life qycle) and expectatﬁﬁns with xespect-to the. receiving or




leaving of legacies. "The difference-between the L.C.H. and P.I.H. is
one of emphasis in that the L.C.H. is‘concerned explici£1y with the role
of agset accumulation and the effect of age on household consimption.
The L.C.H. is similar to the P.XI.H., in that 3}t assumes that any change
in total resources, due to any of the three (3} components, will cause

a proportional change in planned consumption in all future periods.“l

rEYi?W?%bove were formulated largely in the context

The theories
of the experience of the developed countries (DCs). The analyses
generally assumed a closed economy framework. In more recent years the
need to understand the savings function in developing countries (LbCs) has
lad some regearchers to examine the gquantitative relationsﬁp betwen
savings and certain variables which have provgd useful in explaining
sévings {and consumption) behaviour in the DCS.15 No new thecries
have grown out of these studies, but some analysts have found it necessary
to take explicit account of the "openness' feature. One writer, for
instance, thinks that exports ia an important variable in explaining
variations in domestic savings in LDCs.l6 Some others contend that the

" inf¥ow of foreign capltal can adversely affect the local savings effort,

and ultimately the growth rate of the economy.‘l7

In this paper the hypotheses selected for testing tend to be
influenced by the availability and limitations of the data at out disposal.
Before undertaking this exercise, however, it would be instructive to
pregent a brief survey of the components of total savinés, and of movemenﬁs
in the invgstmént and savings ratios iIn Trinidad and Tobago in the post- -
war period. ‘This would providgfhseful bacﬁground to the econometric

3

results presented in later sections.




2. Trends in Savings and Investment Ratios

Since savings datal8 tend to be computed as a residual in national
income statisticsa, the reliability of such statistics would depend on the
degree of care that goes into national income computation. Countries
which place a high priority on the accuracy of their national income
data employ all three wethods (viz. the incoms, output or value added and
the expenditure approaches) in deriving their estimates. In Trinidad and
Tobago the lagt year for which we have published agg#egate income and
savings data for the major sectors of the econouwy is 1962, 'In more recent
years attention has been concentratea ont the output and expenditure
approaches which do not provide the full range of information necesgary
for examining aggregate savings and consumption behaviour. For instance ,
data relating to disposabla income and the functional distribution of
income,aie not readily available. Figures pertaining to capital replacement
{depreciation) are also completely absent. The flow-of-funds studies put
out by the Central Statistical Office (C.5.0.) do give some idea of how
funds are borrxowed and lent, and proﬁide some limited information on the
extent of saving and investment undexéaken by the various sectors within
the economy. The inadequate coverage of the exercise, hdwever, coupléd
with certain methodological shortcomings in the compilation of data_require

one to be very careful in drawing conclusicns from the positiong presented.

In the followinyg section we undertake an examination of the broad
trends in savings an investment In the early post-war period. Using a
combination of published data and residual estimates this exercise is later

N "

extended to cover the period up to 1979.
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In Tablew 1{a) and L(b) below we show the maiq sources from which
papital formation was financed between 1952 and 1962. As can he seen from thase
Tabiéslﬁhg contributlion of capital consumption allowances fluctuated
between 28 and 45% over the periocd. There was no clear trend, as was
the case with the other sources. It can be observed also that local
corporate savipgs tended to provide the smallest share of total Finanee,
the contributiénivarying hetween 2.7% and 8.2%. However, personal savings
{i.e. the savings of households and un-incorporated enterprises} played
a significant part iﬁ the growth of the econcmy in this period. In
‘absolute terms personal savings increased from $24m in 1952 to $61m in
1962, or by 154%. With the exceptibn of four years (1957;1960) when
there was a relativeiy heavy inflow of foreign capital), the contribution
from this source to total capital formation was of the order of 20% ox
more. Government savings varies widely from vear to year as can be seen
in Table 1(a). The contribution to total investment finance averaged
around 10% for the period. Net capital inflow (which includes the ra-
\invested_profits of forelign-owned enterprises) provided an important
complement to domestic savings in the 1950'5. It is important to point
out here that the term 'net' is used hére in a limited sense, as can be
seen in footnote 2 of Table 1{(a). The outflow of investment income 1s not
taken into account.r Columns (9) and {(10) in Table la) show the respective
contributions by local finance and foreign capital to nekt investment in the
sconomy . queign.inflows on average accounted for 40% of net invegtment

over the period.
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Table 1l(a)

L
-

Sources of Finance for Capital Formaticn

(1}

(2)

(3)

4

(3

‘ {6) (7 (8} (9} (1)
vear Capital Local Personal Gov't. Foreign Net Total Net Net Rational |Net Capital
Consumption |jCorporate |Savings? Savings Borrowing Capital (1) to (&) Investment |Savings as a |Inflow
RAllowances |Savings by Gov't Inflow? % of (8) as a % of
TP Smmi TT $m TT Smn TT $mn TT $mm TT Smm TT Sun TP SMn (8}
1952 29.3 . 3.4 23.8 11.0 - 27.2 g94.5 65.2 ¢ 38.3 41.7
53 38.5 5,1 3.1 7.5 - 3.7 85.9 47.4 92.3 7.8
54 37.3 5.6 34,5 5.7 20.0 - 11l.4 91.7 54.4 84.2 15.8
55 43.8 3.5 25.7 7.8 - 34.7 115.5 71.7 51.6 48.4
56 53.8 9.1 25.5 10.5 - 26.6 125.5 71.7 62.9 37.1
57 48.6 14.2 20,1 26.3 - 54.3 172.5 123.9 56.2 43.8
58 63,3 16.8 32.0 37.9 - 56.2 206.2 1429 60.7 39.3
59 72.4 13.2 28.7 - 35.3 - 99.7 249.3 176.9 43.6 56.4
60 93.1° 10.4 . 43.9 37.3 - 101.2 285.9 192.8 47.5 52.5
6l 28.5 6.8 67.3 11.8 - 71.9 256.3 157.8 54.4 45.6
62 132,7 g.3 60.9 16.4 14.0 84.9 298.2 185.5 46,7 53,3
1. Savings of households and un-incorporated enterprises.
2. Includes re-investment by foreign-owmed enterprises. The figures are 'net’
of certain outflows related to the operations of the Government, the banking
and insurance sector and the monetary authorities.
3. Includes Government borrawing
4.- Net National Saving is the sum of (2), (3) and {4).

Source: CSQ, The National Income of Trinidad and Tobagd, 1952-62.
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Table Ll{b}

Sources of Finance for Capital Formation

(Percentages)
Year Capital Loecal Personal | Government | Foreign Net
Consumption | Corporate Savings Savings Borrowing |Capital | Total
Allowances Savings By Gov't [Inflow
1952 31L.0 3.6 25.0 11.6 - 28.8 100.0
53 44,8 5.9 36.2 8.7 - 4.4 100.0
54 40,7 6.1 37.6 6.2 2l.8 -12.4 100.0
55 37.9 3.0 22.2 6.8 - 30.1 1a00.0
56| 42,9 7.2 20.3 8.4 - 21.2 100.0
57 28.2 8,2 16.9 15.2 - 31.5 100.0
58 30.7 8.1 15.5 18.4 - ,27"3 100.0
59 _29.0 5.3 11.5 14.2 - 40.0 100.0
50 32,6 1.6 15.4 13.0 - 735.4 100.0
61 38.4 2.7 26.3 4.6 - 28.0 100.,0
62] 37.8 3.1 20.4 5.5 4.7 28.5 100.0
Source: Table 1l(a)




12

Table 2 shows savings of the various sectors as a % of GNP. Here
it ecan be observed that over the 1952-62 period the proporﬁ#on of local
corporate savings varied between 1.0% ané 2.5% as compared to an average of

6% for personal savings. Government savings ranged between 1.3% and 5.6%.
Capital consumption allowances was generally over_S%. Net National Savingslg

(i.e. local corporate savings + Personal savings + government savings) varied

paetween 7.8% and 12.8%.

As indicated earlier data on aggregate private savings associated

with national income étatistics have not been published gince 1962. In an
effort to gain some idea of developments in more fecent years we turned to

the flow of funds studies to which referen&e waa made earlier. Some of

the data used in these reports, it should be noted, were gained from budgetary
surveys and the use of samples. The data pertaining to the local corporate
sactor, for instance, are based on a sample of the largest firms and no

attempt was made to "blow-up’data. In order to get an iﬁdication of savings
taking place in the household sactor we calculated the net-change in assets

at the end of each year, i.e. the difference between change in assets and
change in liabilities. The results which age shown in célums (1) of Table 3
indicate that persopal expenditure was generally less than personal income.

In other words, the household sector was a net suppller of funds in the econemic
system - a continuation of the trend we cbsexved in the 1950's. Turning our
attention to the loecal corporate sector the figures indicate that this sector
was generally a net user of funds, The negative sign is not a reflection of net
6perating position'but pointg - to the fact that the sector was investing

more than it saved, GCovernment savings is never easy to define. Certain

- - ' \ . .
categories of spending which we normally class as current expenditure have

effects associated with capital. spending. A case in point in the well known
example of salaries paid to teachers. Thlis issue, however, is one that does
not concern us here., The Figures shown in columns {4) and (5} of Table 3

- indicate that government savings continued the trend of fluctuating from year to

it e K & e s oo T
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' Table 2

| . : ‘ Savings as a % of GNPl

; ‘ .

b (1) (23 (3) (4) (5} (6} (7 (8}

P Year Capital tocal Personal Gov't Net all ' Net National Gross National

’ ea Consumpticn (orporate Savings Savings Capital Sources Savings Savings

Allowances favings Inflow (L) + (N
B % % % %
¥
1952 8,5 1.0 6.9 3.2 7.9 27.5 11.1 15.8

53 10,3 1.4 8.3 2.0, . 1.0 23.0 11.7 22.2

. 54 9,1 1.4 8.4 1.4 ~2.8 17.5 11.2 120.3
55 913 Q.7 5.4 1.7 7.4 24.5 7.8 17.1
56 10,3 1.7 . 4.9 2.0 5.1 24.0 8.8 18.9°
57 8.3 2.4 4.9 4.5 9.2 29.3 11.8 20.1
58 9.3 2.5 4,7 5.6 8.3 30.4 12.8 22.1
59 9.9 1.8 4.0 4.8 13,7 34.2 10.6 20.5
60 1.2 1.2 5.3 4.5 12.2 34.4 11.0 22.2
61 ! 11,5 0.8 7.6 1.3 8.1 29.3 9.7 21.2
62 11,9 1.0 6.4 ) 1.7 8.9 29.9 9.1 21.0
. | )

1. At current market prices

2. Cols. (2) + (3) + (4)

Source:
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Table 3

-Selected Savings Data as a % of GNP 1967-79

(1} (2) (3 {4) {5}
- Personal (1) as a Lacal Gov't . (4) as a %
Year | Savings % of GNP Corporate Current of GNP
. Savings Surplus
$ mn : $ mn § mn

1967 4.3 0.3 - 4.9 23.5 . 1.7
68 | .44.1 2.9 4.3 48.6 3.2

69 64.4 4.2 - 12.3 68.5 4.5
70 19.1 1.2 0.3 53.7 3.4
71 143.9 7.8 - - 6.1 14.2 0.8
72 | -25.0 ~1,2 - 59.5 4.7 0.2
73 209.2 8.2 «-124.8 46,0 1.8

74 249.4 6.8 - 13.4 628.0 17.1

75 | 257.7 5.0 - 78.5 940.0 18.4

76 311.0 7 5.1 -167.7 1,172.0 19.4

77 n.a. n.a. n.a. 1,623,0 22.2

78 nn.a, n.a. n.a. 1,308.0 15.4

79 n.d. N.a. n.a. 1,316.0? 13.5 i
a. estimatd
. Source: (850, Flow of Funds for Trinidad and Tobago
1966~74, and 1967-76,; Central Bank,
e ) . Aannual Reporta, Various Issues

o i it e ok e £
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As indicated earlier, since aggregate savings data for recent years
are not available, we have had to make some egtimates based on the residual
approach. We experimented with three {3) concepts;(l)rGross Domestic
Savings (GDS) which we defined as Gross Domestic Product minus government
and private consuhption expenditure; (2) Grosgs Mational Savings(GNSI) which was
equal to GHE .minus the sum of net jnvestment income and net:transfer payments in the
balance of ﬁayments account; and (3) a-second estimate of Gross National
Saving {GNS,) which we defined as Gross Capital Formationrminus net
movements in the capital account (non-monetary sector) of the balance of

payments.

The ratios of each of these concepts to GNP are shown in columns
(3), {4) and {(5) of Table 4. Column {2} shows the proportion of gross
domestic capital formation (GDCF) to GNP. These latter ratios have
fluctuated between 16% and 35% over the 1952-79 pexricd. Since 1970 the
figures have consistently exceeded 20%. Capital formation, of course, is

financed both by domestic savings and foreign rescurces. The 'gross'

Andicates that provision for capital replacement {(depreciation) are included

in the figures. Foxelgn savings includes not only new inflows from abroad,
but. the re-investwent of profits by foreign-owned enterprises. As defined,

all three concepts are expected to giqe.us different ratios. Gross

Vi
]

Domestic Savings (GDS} dincludes both ﬁétional andrforeign savings. Gross

. ) b
Hational Savings (GNS,) by ta%iﬁgéagcéqﬁt of investment income outflows
tries to capture the net effeéé‘éf:fqiéiéﬂ inflows. GNS, uses a different
method to arrive at national éavihgé;? IE is interesting to note that our
s, ratios relating to the 1952~62 péfiod;are almost identical to the
ratios shown in column (8) of Table 2, which indicate’ that this approach may‘

have provided the overall framework in deriving the total.savings of the

economy in the period.
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Table 4

Gross Domestic Capital Formation (GDCF) and Three
Concepts of Saving as a % of GNP {at market prices)

(1) (2) (3). (4) (5) ’
Year GDCFE . Grosé Groés. GNS3 as
Az a % Domestlic National as a .
of Savings as | Savings (GNS1) % of
GNP a % of GNP ag a $ of GNP GNP
1952 27.6 25.9 . 19.6 17.4
53 22.9 30.6 21.8 15.6
54 22.5 27.1 20.3 7.7
55 24,5 24.5 17.2 17.1
56 24.1 32.1 - 18.5 ' 14.8
57 29.4 38.7 19.7 12.2
58 30.6 35.9 22.8 20..2
59 34.2 36.8 22.2 19.2
60 34.5 33.2 21.6 26.1
61 28.8 34.3 20.1 22.7
62 31.4 33.4 20.5 23.1
63 26.3 27.4 15.9 : 13.0
64 25.6 27.9 16.8 18.8
65 30.5 23.1 16.0 18.2
66 23.6 25.2 . 17.3 T 19.4
67 16.8 15.1 6.0 13.4
68 17.5 18.6 10.0 13.3
69 17.7 12.7 3.9 . 9.1
70 26.4 16.7 12.7 : 16.0
71 34.6 20.0 16.4 21.1
72 31.2 15.5 8.7 21.4°
73 24.5 20.9 13.5  19.7
74 23.3 35.3 18.7 19.4
75 22.6 34.9 22.5 15.6
76 26.7 35.3 22.5 25.2
77 28.0 33.9 18.5 19.3
78 31.9 35.2 24.4 23.7
79 31.1 45.5 _ 37.5 : 21.9
N

1., GDCF - Gross Domestic Capltal Formation

Sources

Computed from publicatlons of the Central
Statistical Office, the Central Bank and the
International Monaetary Fund
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3. The Determinants of Saving

The best known model concerning the deterxminants of current savings
is based on the current income hypothesis, which states that current saving

is a linear function of current income. This can be written as:
5 = atby BEg. {3)

where 'S' is saving 'y' is current income, and 'a' and b are parameters cr
constants. In this equation 'b' is the marginal propensit& to save and is
assumed to remain the same irraspective of the level of income.zo A number
of variations of course can be made to this simple specifiéation outlined
above. For instance, other independent variables can be added. Time can be
introduced as an indication of the historical shift in the relation between
Income ana saving. Past income can be uged as an additional variablgﬁperhaps
in the form of income of the preceding year or the ratio of the previous
vear's income to the current year's. Current income itself can take a number
of forms. It can be used in an absolute sense or as the ratio of saving fo
‘income; as an aggregate or per head of thg population or spending unit. As
with mﬁst other variables it may be convenient to-use the logarithm form of
income. Any of these transformation of course may be based Bp real rather

than current valuas.21

In the section that follow we apply the above model to the Trinidad
and Tobago data. Since our sstimates of savings are not strictly comparable
with the publish;d data for the 1952-62 period, we havé tried to keep the
compitations based oﬂ published data and our own estimates separatelg;and
thia is indicate% where necessary by the period on which the particular

equations are based.
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coaefficient of dgtermination, Rz. GNP explains 82% of the variation in

MNS. Equation (5) is based on the same data expressed in per capita terms.
Here we see per capita income also provides a good explanation of changes

in per capita savings. The Rz, nowever, is smaller in this latter formulation.
Equation (B) shows the results when the pér capita .data are expressed in real
terms. The standard error of per caplta income remainsg significant, but the
value of the coefficient of determination falls considerably. Real per

capita income expl%ins only 56% of the movements in real per capita savings

as compared to 70% in Eguation (5) where the nominal figures were used.
Equations (7} and (8) show the results of the regressions when we use the
logarithm of the savings and income variables both in aggregate and per capita
forms. BAs before, the coefficient of both GNP and PGNP are highly significant.
The R2 remains high. . Tt isrworth pointing out that the coefficlent of
determination tends to be lower in the functions where we have used the

variables (both dependent and independent) in per capita form.

- NNS = HNet National Savings

GNP = Gosss National Product

PGNP = Per Capita GNP
PNS = Per Capita Net Wational Savings
RNP = Real Per Capita GNP
RNNS = Real Per Capita Net National Savings
Eq. (4) NNS = 5,18 + 0.096 GNP (1952~62)
{9.09) (0.14)
D.Ww. = 1.30
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Eg. (S) PNS = 6.56 + 0.096 PGNP {1952~-62)
(15.76) (0.02}
B
D.W. = 1.33
F = 24,44
» -2
R = 0.70
Eq. (6) RNNS = 6.89 + 0.94 RNP (1952-62)
{18.85) {0.03)
D.W, = 1.34
F = 11.48
R = 0.56
Eq. (7) log NNS =-0.83 + 0.95 log GNP (1952-62)
{0.38) (0.14)
D.W. = 1.38
¥ = 46.64
2 = 0.82
Eq. (8) log NNS =«0.80 + 0.94 log PGNP {1952-62)
(0.586) {0.12)
D.W. = 1.39
F = 23.62
" = 0.69
The savings estimates Ffrom our three definitions!were each regressed
on GNP for three periods, 1952-62, 1963~-79 and 1952-79. The results are shown
L4
1ln Equations (9} to (17). The R2 in all the equations is very high indicating
v that GNP explains a slgnificant part of the variation in all the different

egtimates of savings in the perlods we have congidexed. The standard errors
show that the GNP coefficients are statistically significant in all of the
estimated equationg, The negative intercept in all the equations indicate

a marginal propensity to save that is higher than the average. -

:
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Bguation

Dependent Coefficient of D.W. ﬁz F
No. Period Variable Intercept Independent Statistic Statistic
Variable
Bg. {(9) 1852-62 GDS. -38.65 + 0.39 GNP 1.32. 0.95 177.84
(19.0%) {0.03)
Bg. (10) 1963-79 Gos ' -368.35 4+ 0.43 GNP 1.29 0.97 470.61
(86.97) (0.19)
Eg. (11) 1952~ 7% GDS -177.76 + 0.40 GNP 0.88 0.96 167.54
' {55.32) {0.02}
- - 8.41 + 0.22 GNP 1.21 0.96 238.76
Bg. (12) 1952-¢2 GNSq, &4, o2
Egq. {13) 1963-79 GNSy -337.92° + 0,31 GNP 1.18 0.89 127.61
(122.16) {0.03)
Bq., (14) 1952-79 GNS, ~169.01 + 0.29 GNP 1.00 0.89 208.05
. {68.58) (0.02)
Eg. (135) 1952-£2 NS, - 72.58 + 0.31 1.95 0.51 .92.33
‘ {20.85) {0.03)
Eq. {(16) 1963-79 GNS ., =101.24 + 0.23 GNP 2,99 0.96 480.18
) o (46.03) (0.01)
Eq. (17} 1952-79 GNS, - 53,83 + 0.22 GNE 2,63 0.97 928.27
(25.13) {0.007)
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In contemplating additional factors which might exerﬁ some influence
on the lavel ‘o'f gavings, two which readily come to mind are changes in the
level of prices and population growth. Rather than introduce these factors
as explicit variables, we felt it more convenient to use the per capita
variants f.e. we simply divided the aggregate data by the total population,
and for the real values we deflated the results/by the consumer price index.
Bquations (18} and (20) show tha reldtionship between Per Capita Gross Domestic
Savings (PGDS) and Per Capita GNP. Equations (21) and (23) are based on the
deflated data. There are two points to note about this latter set of equations.
The first, to which attention was drawn earlier, 1s that the R2 tends to be
lower than those associated with the equations based on nominal figures;
and the gecond, ig that marginal propensity to save (mpg) is higher in the
equations in which real variables were used than in those computed with
current values. In Equations (24) and (26) we have as the depéndent variable
the ratio of Gross Domestic Savings (GDS) té Gwe and per caﬁita GNP as the
explanatory variable. Ouf estimates show that in the period 1963-79 per
capita income explained 65% of the variation in the saving ratio, as compared
to 34% in the 1952-62 period. When we take the entire period (i.e. 1952-79).
the R2 not only falls to 15% but the value of the D.W. Statistic indicates
the incidence of auto-correlation is higher than is the case in Equation
{24) and ({25). It shcould be noted that in the equations where we have used the

gavings ratio as the dependent variable the intercept tends to be positive.
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Equaticn iod Dependent Independent - D.W. -2
No. Ferio Variable Intercept Variable Statistics R ? .
Statistic::
- NOMINATL

. {18} 1852-€2 PGDS - 77.860 + 0.43 PGNP 1.37 0.91 104.17
‘ { 33.62) (0.04)

Eg. (19} 1963~79 PGDS -364.48 + 0.43 penp 1.28 0.97 448.54
. e { 80.75) (0.02)

Eq. (20} 1952-79 PGDS: -183.27 + 0.40PGNP 0.85 0.35 562,84
( 52.88) (0.02)

DEFLATED

By, {(21) 1952-62 PGDS ~101.65 + 0.48 PGNP 1.40 0.86 61.€0
{ 42.17) (0.08)

By. {22) 1963-79 PGDS -323.88 + 0.55 0.96 0.89 135,27
- { 60.00) {0.04)

By. (23 1952-79 PGDS -113.95 + 0.41 PGNP 0.46 0.78 99,74
{43,96) ~ (0.04)

THE SAVINGS RATIO (USING GDS) ON PGNP

By, (24) 1352-62 aDs +20.28 + 0.015 PGNP 1.37 0.34 6.32
GNP (4.81) 0.00E)

Eq. (25)- | . 1963-79 DS +16.41 + 0.003 PGNP 1.02 0.65 30.55
GNP (2.20) ‘ (0. 000}

Eq. (26) 33952-79 GDS +24.88 + 0.002 peNP c.47 0.15 6.009

GNP {2.04} (0. 00086)
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Equation Pericd Dependeni: Intercept Independent D.H. =2 F
No. Variable Variable Statistic.. R Statistic
NOMINAL
Eq. (27) 1952-62 PGNSy - -16.53 + 0,22 PGNP 1.23 L oie2 128.76
- (16.05} .{0.02)
Eg. (28) 19€3-79 PGNS, -327.76 + 0.32 PGNP 1.17 0.88 122.78
(112.41) (0.02)
Eg. (29) . 1952-79 PGNSy -171.71 + 0.29 PGNP 0.99 0.88 196.51
. (63.96 {0.02)
DEFLATED
Bq. {30} 1952-62 PGNS; - 23.99 + 0.24 PGNP 1.22 0.87 70.58
(19,32} (Q.OB)
Bg, {31) 1%63-79 PGNSq -250.81 + 0.39 PGNP l.10 0.77 55.93
- {66,009} {0.085)
Bg, (32) 1952-79 PGNSy - 94.18 + 0.28 PGNP 0.70 0.68 59.28
- (39.43) {0.04}
THE SAVINGS RATIO (USING GNS3) ON PGNP
Eq. (33) 1952~ 62 GNSl +18.21 + 0.003 PGNP 1.31 0.00 1.09
‘ GHE { 2.14) (0.003)
Eg. (34) 1963- 79 GNSy + 8.73 + 0.002 peNe 1.47 0.60 25.44
S GNP { 1:95) { 0.50) ,
zq. (351 1952-79 GNS, + 15.0 + 0.14 PGP 0.73 0.20 7.98
EN—P_— { 1.53) {0.0005}
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Savingg Functiors of the Household Sector

Total savings as indicated earlier, has three (3) componentsﬁ {a}
household savings; (b) government savings and (¢) corporate savingé.
Personal savings data available for the peried 1952~62 include savings of
incorporated business enterprises. Since the factors or motiwves influencing
savings in each of these sectors tend to be different, we‘thought it a useful.
exercise to examine (as far as the data would allow) possiﬁle functions at a

more disaggregated level.

Equation (36) shows the result when personal savings (PS) is regressed
on personal disposable income (PDI). The data relate to the 1952-62 pexiod and
are in current valuas. Personal dlsposable income explains 62% of the
variation iIn personal savings. In Equation (37) the figures used to calculate
Equation (36) are deflated by the total pbpulation making the dependent

variable per caplta personal savings (PPS) and the independent per capita

durable income (PCD}. Though the income coefficient (the marginal propensity

to save) falls slightly, it remains significant. The sign also remains positive
as before. Therag, however, drops from 62% to 38%. When the per capita

data are deflated by the price index further§changes in the parameters take
place as can be seen in Equation (28). In this equation both the mps and the r?

fall further.

In Equation (39) we have as the dependent variable the ratio of
personal savings to personal disposable income. The explanatory variable
ias per capita GNP, This equation providéSaa very poor fit to the data. HNot
only isg the R2 low, but the income‘coefficienF is not signifiéant. In addition
the negative si;n of the explanatory variable does not seem to accord with a
priori reasoning. When ﬁer caplta GNP is replaced by per capita disp05§ble income
{PCD) in EQuation (40), the R2 improves &lightly but remains low. The standard
error changes sufficiently to make the PCD coefficient signifieant, but the

sign remains negative.
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le Incomp. ~
Disggsagle Income

(1952-62)

1.0481
17.5259
0.62

(1952-62)

1.0307

7.1005
0.38

(1952-62

1,01

0.13
2.54

(1952-62)

2.5930
5.7468
0.32

(1952-62)

2.5439
6.4564

0.36

ps = Personal Savings
PPS Per Capita Personal Savings
PDI = Personal Digposable Income
RPS ~ Real Per Capita Personal Savings .
PCD = Per Capita Dispos f
RPDI = Real Per Capita Persona
PSS = 1.24 + 0.08 PDI
{8.87) (0.02)
D.W.
¥
R2
PPS = 6.87 + 0.07 PCD
(15.30) { 0.02)
D.W.
E
2
R
RPS = 10.64 + 0.06 RPDI
(18.60) {0.04)
D.W.
k2
PS - 14.79 0.009 PGNP
PDI (3.11) (0.387)
D.Y.
E
2
R
T
PS T
For = 15,29 - 9.014',PCQEJ
(3.13) (0,005) - jii
I 10
i pow.
IR L
R2
PS = 7.61 + 0.06 PI4 + 0.46TL4

{10.76)

{0.02)

(0.43)

P,¥W.

(1951~62)

1.26
5.13
0.52
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It was pointed out earlier that the empirical work done on some of
the developed countries indicate that there is a Ffalir amount of stability in
the average propensity to consume, even over fairly long periods. Milton
Friedﬁan, as pointed earlier, tried to explain this phenomenon by arguing that
people do not adjust their consumption to current income but to long-run earnings -
a notion he sought t6 operationalige through the concept of permanent income.
Actual income of individuals can said to be comprised of permanent income
and trangitory income -~ the latter being a random element which has no
immediate effect on consumption. These concepts are not easy to measure. In
practice a number of devices are employed to arrive at va;iables approximating

‘these two income concepts. One of the simplest, from a computational point .of

view, is the use of the moving average to calculate permanent income.

Transitory income is defined as the difference between actual income and

permanent income.

Equation (41} gives the results when personal savings (PS) is regressed
on permanent income (PIj3) and transitory income (TI). Pexmanent income is

defined here as a 3-year moving average of personal disposable income, while

- transitory lncome is taken to bhe the differeéce hatween PI and actual income.

The data used refér to the period 1951-62 (12 years), but the use of a 3-year
moving average eliminates two vears, leaving us with ten data points. Both

the PI and TI coefficients have positive signs. From the size of the TI co-
efficient it would appear that the ﬁarginal propensity to save out of
‘transitory‘incﬁme is higher than that for permanent income, but one has to view
such a conclusion against the high standard error of the TI coefficient.
Equation (42) shows the results when the regresqion ig done on the basis of per
caplta data. Thé sign of the coefficients re;ain pesitive but the R2 drops

considerably. The standard error of the TI coefficient in this equation is

higher than the coefficient itself., In order to explore further the impact

. of permanent and transitory income on savings behaviour, we used a 2-year

moving average of_petsdhél dispogable incoma as a surrogate varlable for '
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Eq. (42) PCS = 16.48 + 0.05 PPI + 0.32 PTI . {1951-62)
(18.66)  (0.03) {0.42)

D.W. = 1.23

¥ = 1.90
B2 = 0.24
Eq. (43) PS = 4.53 4 0.09 PI; - 0.37 TI (1951-62)
{9.10) {0.02) (0.38)
D.W. = 0.84
F 2 0,67
®? = 9.874

The rasults shown in Equation (43) deplcts a different picture from
that reflected in Egquations (41) and (42). The R2 is highér, but the TI
variable assumes a negative sign. As in the other equations, the coefficient
assoclated with the transitory income variable is not significant. In
conclusion it is falr to say that the above findings do not enable us to make
any clear statements about the effect of permanent and transitory income on
pergonal savings. The time span considered wasg undoubtedly too ghorxt, and the
definiticns of the two concepts of income used may themselves have been

inadequate.

Some observers contend that the functional distribu?ion of income has
an important effect on the level of savings taking place in an economy.
More specifically it is argued that recipients of non-wage income have a
higher rpopensity to save than recipients of labour income.. The hypothesis wag
tested with the data we have foxr the 1952-62 period. The speclfication used
Vin Equation (44) and (46) is similar to that gf williémson.22 The dependent
variabla personai saﬁings {PS) is regressed oﬁ 'Direct Taxes on Households
legy Transfer'(DT), 'Wages and Salaries Income' (WS), and 'Non Labour Income'
(NLI}. 2An examination of Equations (44)land (45) brings out asnumber of points,
The First is that the R> in the aggregaﬁé.equation ig higher than that of the

par caplta equation. The coefficients of the DT variable are not only not
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expectation. It is difficult to conceive of a situation where an increase
in taxes would lead to an increase in personal savings; In both equations
(44) and (45) the wage coefficilent is higher than that of the non-wage income.
In addition the sign of the latter variable is negatlive while that of the
former is positive. The coefficlents of the wage and non-wage income in both
equations are gignificant. 1In sum it is fair to say that the data we have
used here does not support the hypothesis that a distiibution.of income in
favour of the non-wage sector is a necesaary pre-requisite for increasing
personal savings.
In equatlon {46}, the independent variables are currant income (PSI),
wlr (€F2)
the consumer price-%ﬁéffﬁ. The negative sign before the CPI coefficient would
seem to indicate an inverse relationship between price increases and personal
ahe4all£czrz
savings. Given the high standard error as—peimsed with this coefficient,
however, one has to be careful in drawlng conclusions. The coefficient of
L

/
income in the previous year {PIy=y) is almost as high as that of income in the

present pexiod, but its standard erxrror indicates that it is not significant.

PS = Personal Savings

PSI = Personal Income

DI = Direct Taxes on Households less Transfers
W8 = Wages and Salaries
NLI = HNon-Labour Inccme

‘CPI = Congumer Price Index

lAggregate
Bq. (44) PS = -23.85 + 1.60 DT ~ 0.68 WS ~- 0.63 NLI  (1952+32)
(12.23)  (1.12) (0-21) (6-23)
p.W. = 1.19
¥ = 0.80
2= = 14.65
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Per Capita
Bq. (45) PS = -48.40 + 1,19 DT + 0.73 WS =~ 0.62 gLI  (1952-62)
(23.28)  {0.98) {0.23) (0.24)
D.W. = 1.04
R? = 0.64
F = 7.18
hggregate ]
PSLey
Bg. (46) PS = 2.42 4+ 0.047 PSIy ~ 0.94 CPI + 0.46 pf
(15.67)  (0.03) . (2.09) { 0.33) (1953-62
D.Ww. = 1.23
r?: = 0.61
T - = 5.35

The efféct of demographic fadtors on the level of savings has long
been a subject of speculation. A commonly held view is that a high birth rate
1s likely to have a negative impact on the savings ratio. This coneclusion
is based on the reasoning that a high birth rate produces populations with a
high dependency ratio, i.e. populations with a high concentration in the
yqﬁnger age groups. “Childfen constitute a heavy charge for expenditure which,r
iﬁ the standard national income accounting framework, is put under the heading
of coﬂsumption. Because they contribute to congsumption but not to production,
a high ratio of dependents to therworkianage population might be expected to
impose a cqnstraint on a seciety's potential for saving“.23 Pegple in the
very high ége groups are also often seen as putting a strain on goclety's

resources without making a concomitant contribution to production.

In order to test thils hypothesis on the basis §f data for Trinidad,
wa tried a nuwher of specifications similar to those of Leff.r In equation {47)
the dependent varisble is the ratio of net national savings to GNPfgggffand
the independent variables are per capita GﬁP (PCNE) , the rate of g¥owth of per
capita GNP (RGI), the proportlon of population 14 years. and under (Py) and
the proportion of population 65 years and over {Py}. The proportion of the
population 14 yeais and undér over the last three deéades ;as averaged around

40% as compared to 3 to 4% for the population &% years and over. The data

used were all in logarithm form. Taken together the four independent variables
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explain 20% of the variation in the aggregate savings ratio. The Py and Py

o Egq. {47) log NN§ = 16.47 + 0,97 log PGNP + 0.06 log RGT (1952-62
GNP (10.25) . (0.73) (0.10)
- 11.97 log Py - 0.77 log Py
{7.64) (0.35)
D.W. = 1.64
22 - o0.20
F = 1.63

coefficients have negative signs, but the standard error associated with the
former variable indicates that it is not statistically significant

In equation (48), the dependent variable ;gg_} is the ratioc of
FPDI

perscnal savings to personal dispesable income. Tﬁe_independent variables are
the same as in equation (47). In this equation the R2 ig higher but the
coefficient of P, has a positive sign. If we combine P; and P into one variable
Eq. (48) log S = 20.70 + 0.75 log PGNP - 0.15 RGI ~ 12.79 logPj (1952-62)
PDI {13.23) {0.94} {0.13) { 9.87)

+ 0.79 log Pg
( )

D.W. = 1.62
R® = 0.50
¥ = 3.43

(P3}, the sign of the latter's coefficient is negative, but the R'2 falls to 36% -

]

see equation (49)

{1952~62)
Eg. (49) lag PS = 25.79 + 0.99 log PGNP — 0.19 log RGI ~ 16.98 log Pa
POl (14.82) (1.05) . {0.15) . (10.82) ”

\
D:W. = 1.44
i 2

F

0.36
2.81

1
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In equations {50) and (51}, the dependent variable is per
capita personal savings. The R2 aggociated with equation (50} is overggy, .

but the coefficient of P, has a positive sign. Equation (51) uses the

@

combined variable,

o
(1952-62
Eg., (50) log PPS =18,24 + 1.68 log PGNP - 0.16 log RETI - 12.42 log By#0.81 log Pp
(13.32) {0.94) {0.13) . (9.94) (0.48)
D.W. = 1.57
27 = o0.62
F = 4,97
Eg. (51) log PPS = 23.68 + 1.93 log PGNP - 0.21 log RGT ~ 16.90 TLog P3 (1952-62)
(15.01) (1.08) (0.15) (11.11) )
o.w. = 1.52
> = 0.9
F = 4,17
P3. The sign of Py 1s negative but the standafﬁ error of ltg coefficient
' is high. The R2 falls to 49%. Equation (52) shows the relationship
between the national savings ratioc and per capita GNP . (PGNP}, the proportion
of ~ the population 14 yqérs and under (P5) and the proportion of the
population 65 years and™dver in a wore recent period (1963-79). Together
» * - ’
Eq. {52) log SMST -~ 3.31°% 0.83 log PGNP = 1.12 log Py (1963-79 )
_ GNP {1.00) (0.46) (4.99) ‘
L} L -
T ~ 5.43 log Py g
- _ {6.58) R " = 0,98
D.W., = 1,9
-Eq‘(sa)log\.G“SI = 3.83 + 1.10 log PGNP + 3.17 log RGI (1963-79)
’ GNP (0.09) (0.51) (0. 26}

- 0.008 log Py - 11.52 log P,
{0.05) (0.08)

0.99
1.97

;Ut
]

D.W. =
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these three variables explained 98% of the Qariation in the savihgs

ratio during the perxiod. Both the coefficients of Py and Py have negative
signs, but in both cases the standard errors exceed the values of the
coefficients, In eugation (53) wé include a foﬁrtﬁ independent variable,
the rate of growth of per capita income (RGI}). In this specification

the Rz intreases 99% and the standard exxoxrs of the coefficients of

both Py and P, fall consilderably.

Factors Affecting the Growth of Total Bank Deposits

hs indicated earlier, we do nct have data on total housshold savings
and household disposable income for receﬁt yeérs. Some coﬁponents of
perscnal savings are however avéilable, and it is possible to gain some in-
sights by - oxamining thesé in relation to certéiﬁ'bariables which:ére
Eommonly thought to infiuencé their behaﬁiéd;.

A glance at Table 5 shows that savings in Ffinancial institutions
account for a substantial part of total household financlal assets.
As a savings-medium commercial banks are not only the most important
group of financial institutions, but their importance has been growlng
in recent years., 1In 1966 savings held by the commexcial banks amonnted

per‘sonal depogits,

to 53.1% of total - o in flnancial 1nst1tutions. In 1968 the
comparable figure was 50.3%, but by 1976 it had increased to over 86%:
In order to get some ldea of the factors bearing on éhis rapid
expansion of bank deposit 1iabilities; we regressed total bank deposits
{TBD} on variables such as per capita GNP (PGNP), the nomical interest
rate (I¥T), the real interest rate (RI) and the total number of bank
offices (BO), There are other factors {such as advertising, the spread
of the banking habit and the growth of confidence In the banking system,
,inﬁovati%e'savings schemes, etc.) whieh may have playéd a role in
attracting people towards financial institutions, but which are not

easily quantifiable, and therefire we have not been able to treat them

explicitly in the regressions.
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Table 5

Financial Assets Portfolid of Households and

Un-incorporated Enterprises, 1966 and 1976

1966 197¢

Assets Value %- Value %
) $mn $mn

Curxency 29,7 5.7 158.2 5.3
Savingsl in_Financial Instits, 375.6 - 72.6 1,409.2 47.7
Other Investmentdg in Financial Inst% 11.7 2.3 1,160.7 37.3
Shares in Corporate Sector 79.1 15.3 128.4 4.3
Trade Debtors in Corporate Sector 8.7 1.7 98.4 3.3
Other Balances in Corpbrate Sectér 12.6 2.4 63.4 7 2.1
Total ' 517.4  100.0  2,458,3 100.0

Demand, savings and time deposits

2. Includes actuarial resefrves of insurance companies
and penslon- funds

Source: CS0, Flow of Funds for Trinidad and Tbbago 1966-1974
and 1967-1976




Equation (54) shows that in the 1968-79 petfiod per capita income
explained 96% of the variation in total bank deposits. The D.W.
statistic, however, suggests a strong case of 9eTial correlatjon
in the error term. When we use nominal interest rateésés the independent
varlable the fit becomes very poor. The R2 drops to 35%} and although
+the sign of the interest coefficient is positive, the coefficient
itself is not significant. Equation (55) suggests that factors other
than nominal interest rates by themselves have been the more important
influence on the growth of bank deposits. Tt is often suggested that
to thé extent that people do not suffer from the money illusion, the
more important explanatory variable should be the real interest rate?6
This latter variable is not easy to measure in practice for two wain
reasong. Filrstly, on Fry 27 has pointed out, even where nominal rates
are availabie, thesa tend to be poor proxles for nominﬁl yields
actually facing savers and potential‘savers. And seccgdly,-exp%cted inflation
is nog direcgly chservable. Ih our cage assuming that the inflation rate in the
previous period provided a good guide for the expected inflation rate
in the present period, we derived the real interest rate by substracting
wehm&fmmwgwnﬁtmﬁmlﬁmmmrﬂ& Generally the real
interest rate for the périod under cénsideration (i.e. 1968-79) was
negative, It is not surprising therefore, that the coefficlent of the
RI variable is negative. Judging from the S.E. of the RI coefficient
and the Rz, the fit is extremely pcof. It may be tempting to interpret
the results shown in equation (56) as reflecting the preéence of the
money illusion effect. It is pogsible, however, thét even while people
may be aware that the real return on yheir gavings is negative,
there may be stronger personal factor;.in operation, guch as the need
to save for a 'ralny day' ox to provide for the education of cne's
children, or to purchase a house or some other long needed item. The

demenstration of the saving habit is often important in securing

further credit, and this may also be an incentive to save.
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Total Bank beposits (average of the

{37G.42)

{3.49) (4.84) (0.02)

TBD =
end of quarter figures}
PGNP = Per Capita GNP
RI = Real Rate of Interest
RPNG = Real Per Capita Income
TDE © = Total Bank Deposits held by. Individuals
INT = NMominal Intelest Rates (average of the
end of guarter weighted rates}
Periocd |Dependent| Intercept | Indspendent Variable D.4. - 2
Variable statistic
Eq. (54) 1968479_ TBD —~275.29 +0.39 PGNP 0.71 0.96
’ (107.85} {0.02)
Eq. {55} |1968-79 TBD 895. 86 +73.3 INT 0.12 0.00
(1896.2} (388.5)
[—
Eq. (56) |1968-79| TBD 955.2 ~63.15 (RI) 0.33 < 3.10}5
(340.8) (42.32) e
Eg. (57) |1968-79 RD k54,58 -17.68 RI 0.34 0.13
(87.49¢( (10. 86}
Eq. (58) [1968~79 RD =-293.45 +0. 44RPNG 0.75 0.88
(105.82) {0.05)
Eq. {59} |1968-79 TBD -207.7 102.31NT+O.41PGN?~7.263910.36 0.96
(1147.6}) (77.3) (0.05) (15.5)
Eq. (60) {1968-79 TBD ~7937.8 +104.0 BO 0.36 ¢.68
(1842.1" {20.77)
. : i
Eg. {61) |1968-79 TBD ~7824.0 -3.67RT+102, 580 0.39 0.65
(2148.9) (30.04) (24.9) _
Fg. {62) 11968-79 RD —827.3 +9.??RI%0.44RPNG+6.73B) 0.58 0.93
{367.13) :ﬁdgﬁngco.dl) (6.16)
o
S -
Eq. (63) [1968~79] TDI 609.65 444 99INT 0.11 0.79
(1158.81) [1(23714 o
Eq. (64) [1968-79| TDI 643,25 | ,239:36 Rt 0.36 0.84
(207.34) |25} ?5_)]?[: v
Eq. (65) |1968-79| TDI ~4967.92 | +65.72 EO 0.41 0.95
{1076.21}) (12.16),
Eq. (66) [1968-79{ Tpr ' | -108.82 +0.24 PGNP 0.75 0.98
(58. 25) {0.01) .
. Bg. [67) }1968-79] 1TDI ~368.02 +3,3580 + 0.23 PGNP 0.74 0.98
: (638.83 {g.21) -
Eq. (68) |1968-79| TDI -246:33 #14.84RT+1.5580+0. 26PGNP | 2. 0 0.99
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Equation (57) shows that even when real deposits are used as the
dependent variable, the fit doés not improve significantly. Real deposits
and real per capifa income, however, have a strong association
{equation 58). Equation (59) shows the results when £otal bank deposits
is regressed on nominal interest rates (INT}, per cépita GNP (PGNP)
and the tétal number of bank offices (BO). The R2 is high, over 95%,
_but only the per capita income coefficient is significant., The income
and interest rate coefficients have positive signs, but that of bank
Voffices is negative. The value of the D.W. coefficient suggests serial
correlation in the error term. When total bank deposits is regressed
on the bank affices variable alone the expected sign appears. (See
equation 60). When the real interest rate 1s added as a second variable

{equation 61) the BO coefficient remains significant with a positive
gign. It should be noted that the addition of the RI variable does not
increase the value of the Rz. Bquation (62) shows the regression results
when real deposits is regressed on the zreal interest rate {RT), real

per capita income (RPHG) and total bank offices (B0). B&all three
independent variables have positive signs, but thé coefficient of the BO
variable is not significant. The hz ig 93;, but here again the value

- of the D.W, statigtlc suggests serial correlation in the errer term.

Vln equations (54)'to-(62),-total bank deposits {1ID) was used
as the dependent variable. In equations {63) to (68) this variable was
replaced by total bank deposits held by individual (TDI)ZB. The
picture depicted by this latter set.of equations is virtually the same
as that deplcted by the previous ;et of equations. Eguation (63} shows
that ﬁhou;h the R2 is high and the no;inal interest réte coefficient
has a positive sign,_ifs standarérerror is extremely high. The
coefficient of the real interest rate variable has a negative sign,

but the coefficient itself is not significant.. Equations {65} and

(66} show that while the total number of hank offices and per capita
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income explain- a fair amount of the variations in savings, the income variable
ig the wmore important. BEguation {68) shows that the real interest rate, the
total number of bank offices and per capita GNP explain almost all the
variation in nominal bank depositsheld by individuals. The problem of serial
correlation in the error term so readily apparent in the other equations is

absent here.

~ The above analysis raises a coﬁsiderable degree of uncertainty about
relationship between the rate of interest and savings in the Trinidad economy
in recent years. In studies done on parts of the,wofld the relatiénship
is not as certain and incontrovertisble as is often made out to be. For
example, Shaw and McKinnon29 claim that the high interest rates prevailing
in South Korea and Taiwan were largely responsible for the high savings
rétes and financial accumu!ations taking place in these countries during the
1960's, Hagen3o contends that in the light of all the evidence available it
is possible that the. rate of growth of income ﬁay have been the crucial factor.
In oconsidering interest rates manipulation as an active policy instrument,
there igs clearly a broad range of considerations that has to be taken into
account. One is the sensitivity of financial accumulation to interest rates
changes themsélvés. Is there a link at allf If there is, what is the nature
of the link? On the other side interestifates represent the cost of funds
to borrowers, and to the extent that they influence the level of investment
there is a link with the growth rate of the economy. It is not always easy
to reconcile the objective of giving savers a fair return on their deposits
with that of keepinq lending rates within acceptable levels. Very often
‘the former is sacrificed, but not always to ?he benefit of the latter. Savers,
particularly in & situation where there is= a.iaék of inVestmeht sophistication
and the absence of & wide range of investment outlets, generally tend to be
-in a weak pcsition. In a buoyant money and capital market low savings rates

do not necessarily result in low lending rates. In the absenée of official
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intervention, financial intermediaries determine the spread between the two
sets of rates, and to the extent that this spread is gignificantly determined
by profit criteria rather than by the needs of the economy, financial inter-

medliation loses an essentlal part of its value in promoting the growth process.

Government Saving

From the data used earlier, it can be observed that government savings
vary widely from year to year. Since\1974, however, fhere has been a significant
inerease in the annual current surplﬁs as a result of developments in the oil
sector. The figure increasgd from $46.0 mn {1.8% of GNP) in 1973, to 5628 mn
{17.1% of GNP) in 1974, and to an estimaﬁed $1,316.0 mnr {13.5% of GNP) in

1979.

In an effort to identify the main determinants of governmeﬁt saving
in the post-war period, we examlned the impact of several diffe;ent variables
In Egquations (69) to (72), the explanatory variable is aggregéte GNP. It
appears from Equation (69) that GNP was not a significant variable in
explaiping variations in government saving (G3) in the period between 1952
and 1962.- Equations (70) and (7i) show, however, that Qhen the 1973-79
period is taken into account tha GNP coefficieht becomes significant, and the
R2 increases to 90%. When the regression is carried out on the basis of per
capita data, one finds a similar situation. In Equations (77) to (84)
current reveune (CR) is substituted for GNP as the regressor. In the period
1952-72 this variable 'explalned' only 7% of the variation in government
saving. Again when the number of datarpoints are extended to take account
of the tremendous growth in government income in the post-1973 period the
fit {as can be seem in Equaticns (78} and (79i‘improves significantly.

When the data are uééd in per capita terms, current revenue explained none
of ‘the variation in govermment savings bebtween 1952-72, but over 50% in

the longexr périod viz., 1952-79
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Period Dependent =y D.W P
iabl Intercept| Independent Variable R e ;
Variable ’ Statistic |Statistic
ﬁg.(69) 1952-62 GS ~0.10 +0.03 GNP 0.18 |o.88 3,20
(11.17) {0.02)
)
Ea. (70) |1963-79 GS -231.66 +0.,20 GuP 0.90¢ {1.05 146.6
(70.87) (0.02)
Eq. (71) |1952-72 GS -149.94 + 0,18 GNP 0.90 |o.88 259.63
(38.93) {0.01}
Eq. {72) |1952-72 GS 11.67 + 0.0l GNP 0.05 [0.77 2.16
‘ { 8.52) { o.01)
Per Cepita
Eq. (73) [1952-62 GS -5.70 + 0.04 PGuP 0.14 |0.88 2.73
{18.42) 0.02)
Eq. (74) {1963~79 Gs ~243.93 4+ .20 PGNP 0.89 [1.06 144.22
(66.39) {0.02)
Eqg. {(75) {1952-79 a8 ~172,134 +0.19 DPGKB 0.91 [0.91 258,36
(36.64) {0.01)
Eq. {76) [1952-72 GS 16.62 +0.008 PGNP 0.00 {0.78 0.67
(11.41) (0. 009) ,
Eq. (77} {1952-62 GS ~6.99 +0. 24CR 0.30 [0.86 5.42
(11.55) {0.10)
Eq. (78) |1963-79% Gs -66,64 +0.46CR 0.91 10.92 171.08
. (56.51) (0.03)
Bqg. (79) |1952-72 GS -46,92 +0.45CR 0.93 10.90 356.42
(30.12) {0.02)
Eq. (80) |1952~72 Gs 11.45 +- . 06CR 0.07 [0.76 2.61
( 7.99) (0.04}
Per Capita
Eq. (B1) |1952- 62 Gs -22.18 0. 34CR 0.33 |0.83 5.94
v (19.28) (0.14)
Eq. (82) [1963~79 Gs -73.49 +0,47CR 0.91 }0.91 172.66
(51.24) {0.03)
Eq. {83) |1952-79 GS -55,06 +0.46CR 0.93 (0.89 356.05
{27.40) (0.02)
Eq. (B84} |1952-72 G5 15.70 +0. 049CR 0.00 j0.74 0.99
(10.50) . 0.05)
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Az a final exercise, we decided to regress government saving on
government revenue from taxation, using both variables as a proportion of

GNP. Az can be seen in Equation (85), the tax/GNP variable [ was of little

)
GNP
gignificance in the 1952~73 perlcd. Even when we included pex capita GNP
(PGNP} as an additional explanatory variablgithe R increased to only 5%

(See Equation 87}). Here again once we extend the data series to include

the 1973-79 period thgre is a tendency for the gtandard errors relating

to the coefficients of the explanatory variables to fall and the R® to
increase. The impact of developments in the post-1973 period on a variety
of statistics has been sifficiently powerful to exert a deterﬁinate influence

on series covering the longer time span, and which, until 1973 may have been

pointing in a different diraction.
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Eq. {B5) Gs i
: == = ~ 0.22 4 0.18 7T
GNP e {1952~73)
{3.52) {0.24) 52 . 0. 00
D.W = 0,68
N F = (.57
. (86
¢ Eq.(86) \gfb = - 8.24+0.73 T (1952-79)
' (L.17y {(0.05) GgHB
® - 0.9
p.W. = 0,72
F = 169.7
Eg. (87) G5 = - 0.86 -~ 0.001 PGNP -+ 0.31 T _ {1952-73)
GNP {3.41) (0.00L) (0. 24) GNP
ﬁz = .05
D.W. = 0,74
F = 1.62
Eq. (88) GS = - Il.44 - 0.001 PGNP + 1.05 T (1952-78)
GNP (1.93}) (0.0006G) (0.16)GHP
~2 .
R . = (.88
D.W.. = 0.81
F =06 .56

" Coxporate Savings

In any discussion on savings, some éttnetion needs to be paid to the
role of the co?porate sactor. "The propensity to save (both on average and at the
margin) of the various sectors are ilmportant to general policy formulation{ and

& in particular to tax policy. The data we bhave are koo limited in scope to
permit us to explore in any meaningful way .ANY. of the major determinants of

corporate savings.

4. Exports and Saving
\ . .
One of the major assimptions underlying the “two-gap analysis™

associated with the name of H.B. Chéneryiahd others is that tﬁe ex-ante savings
gap and the ex-ante foreign exchange gap are generated independently of each

other.31 This assumption has:been seﬁerely critiqised in the literature.
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Maizels,32 for instance, contends that varlations in exports could produce
correspopding effects on domestic savings. This could happen because (a) ...~
the propenaity to save' is higher in the export sector . thdn. elsewhexe, or (b)
because government savings rely heavily on taxes on foreign trade, or (c)
because over time a sustained growth in exports could regult in a rxise in
the marginal savings propensities in other sectors also. %To test the
hypothesis between exports and savings, Maizels fitted annual data for
twalve countries to Equationé {89) and (90). The data generally covered the
period from the early 1950's to the early 1960's and were in constant price
values. With:two exceptionsiEquation (89) yielded a marginal propensity to
save of 0.20 or more for the other countries. Using exports (X) and the
remainder of gross domestic product {(Q-X) as the independent variables there
was an lmprovement in the goodness of fit for seven of the countries in the

sample. In a later study based on a sample of twenty-eight (28) countries

a + boy

]

Eq. (B89) St

Eq. (90) S = & + bXy + c(Qp-XKg)

where

5 = gross domestic savings
r

Q = gross domestic product

X = merchandise exports

(20 less developed and 8 more developed. Lee33 also found a atrong positive
‘relationship between exports and savings, thus giving further support to the

Maizel hypothesis.

In_ordér to test the hypothesis witﬁ'réspect to Trinidéd, Maizéi's
two eguations were fitted to data cévering the 1952-79 pericd.- The
respective time series on which equaéions (1) to (103) are based were deflated
by the consumer price :Lndéx i-n order to get real values. The three concepts

of savings were used as dependent variables, and the time series were split
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into two parts in order to isolate the impact of the oil revenusz increases

in the post--1873 peniod; The independent ﬁariables were grosgs domestic product
at market prices (Y}, exports of goods and services (Xi and non-export (Y-X)
GDP. (Zj; It can be noticed in equations (92j and (94i that the inclusion

of exports as an explicit variable results in a slight improvement of ﬁ2:

While, howaver, the export coefficient +is significant in the shorter period
(i;e: 1952~73i, it loses its gmignificdnce when we include post-1973  data in
the series; It can also be noticed that the coefficient of the Z fariable which
is_negatiﬁe and insignificant In equation (92j beccmes pdsibi;e and

gignificant in equation (94&: The equations with GNS1 as the dependent
variable display certain distinct features which are worth noting: Equation
(96; which is based on the shorter period show thatﬁwhen exports are included

as a separate-variable, there 13 a slight drop in the RZ, and eﬁen though the
coefficlent of X is positive and higher than that of Z in equation (965, its
standard error is high; ~ Equation (98j whichris based on 1952-T9 data show

an improvement in the H2 when exports is introduced separaﬁely: The coefficient
of X' howeﬁer, is negabive and insignificant: Equations.(99j to (103i,

which have GNS, as the dependent variable, also show a small improvement in the

2
fit when exports are treated as a separate variable, - The standard error -of

the 'X' coefficient in both equations (101) and (163), however, is high.

Exports are a very important sector in the economy of Trinidad and
Tobagol Over the laat five years exports ha&e aﬁeraged around 5b% of GDP; In
this context developments in Lhe external sector are bound to exert & ﬁény deep
influence on major aggregates in the economic system; In the aboﬁe exerclse we
have tried to ascertain the impactrof exports on various concepts of savings oéer
particuiar tim? perioda, bx using GDP, exports and non-export ODP as
explanatory variables. With the exception of equations (975 and (985, the splitting
?§ GDP in this fashioﬁ resulited in no significant change in the R2: Generally -
thé results shown in equatidns (91i fo (103i do not permit us to make any precise

statement with respect to the relationship bebtween exports and savings.
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]
3

Independent Variable

Period | Dependent Constant, 2 2 D.W.
313051 Variables Statistic
Eg. (91} 1952-73 GDS 98.23 + 0.10¥ 0.973 0.78
(29.75) (0.03)
ﬁ .
Eg. (92) | 1952-73 GDS €9.12 | - 0,062 + 0,26X 0.975 1.64
. (35.87) (0.12, (0.12) '
Eq. (23) | 1952-79 GDS ~95.61 0.36Y 0.972 0.38
{35.41) {0.03) '
Eq. (94) | 1952-79 GDS -.11.94 [ 4+ 0.64% + 10.01X 0.975 0.62
(54.36)] (0.15) ( 0.18)
Eq. (95){ 1952-73 ens, 92.91 | + 0.03¢ 0.957 1.65
(24.31)y (0.03)
Eg. (96) | 1952-73 GNSy 92,71 | + 0.02% 4 0.03% 0.955 1.64
(30.77) {0.01) (0.10)
Eq. (97) | 1952-79 GNS) -60.95 1 + 0.23Y 0.937 0.72
(35.28) (0.03)
Eq. (98) | 1952-79 6N 61.64 + 0.642 - 0.27X 0.954 1.15
{49.02) (0.13} (0.16)
Eq. (99) | 1952-79 oS, -18.53 | +0.18¥ 0.972 1.17
(23.26) | 10.03)
Eq. (101) | 1952-79 eNs, | = 4.15 | + 0.26Z + 0.11X 0.971 1.29
{29.11) {0.10)  (0.09)
Eq. (102) | 1952-79 Gusz' -35.06 | <+ 0.02Y 0.984 1,95
(16.67) {0.01)
£q. {103} | 1952-79 GNS, - 7.43 | + 0.29%2 + 0.09X 0.985 2,21
- (26.63) (0.07) " (0.09) *
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Foreign Capital, National Savings and Economic Growth

The role of foreign capital in economic development }s a very
controversial one. A popular theme in the early post-war literature was that
external assistance was eésmntial if poor countires were to break out of the
low-savings low-investment low-incowme viciocus eircle. Foreign savings tended
to be seen as not just an addition to domestic savings! but as a critical
neans of- finance for securing imports essential to the growth process. The
experience of the last two or three decades has brought this view under
increasingly greater scrutiny, and in some cases even under outright attack.
Some economists argue that foreign assistance not only does not encourage
growth, but in fack may deter it. One of the basic assumptions of many
foreign aid models is that foreign resources will supplement rather than
replace domestic efforts. Griffin and Enos34 argue that foreign and domestic
gavings are substitutable resources. 1In practice, they contend, foreign savings
often tend to suﬁplant rather fhan supplement or increase domestile savings.

To provides some support for theif theses they produced Fwo regression

equations which are shown in {104} and (105). Equation 1104) was based on

Eq. (104) ¥=4.8+ 0,18 p

Egq. (105)

: ay=f£ge rate of growth of GNP

= ratio of foreign aid to GNP
. )

o

1962-64 data for fiFreen Africaniané%ASian counﬁries, whi;e Equation (105)
was compufed', on the basis of flgurés pertaining to the 1957-64 period.

Both equations show a very Low c?rré%éﬁion between the dmount of aid received
and the rate of growth of GNP. Th fdct the coefficlent of the Independent

variable ih,Eq. {105) is negative. It should be noted that for both equations
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the authors had some reservations about the guality of the data used in the
3 .
* computation. In another paper 5, however, Griffin used a different

spaecification and a more broadly based sample to arrive at the same conclusion.

Bq. (106) S _13.32-0.73m
Y -—
Y
{0.11)
R2 = 0.54
§-= gross domestic savings as a % of GDP
A .
E-ﬂ foreign savings as a % of GDP.

Equation (106) was computed from 1962-64 data relating to 32 under-developed
countries. Saving was calculated as a residual and the net inflow of foreign
capltal was assumed to be equal to the deficit on current account of the

balance of payments. Equation (106} shows Fforeign resoﬁrées to be negatively >

related to the savings ratio.

Despite the admittedly poor gquality of the data used, Griffin's
conclusion has féund support in a number,K of other studies. Using data for
the period 1940-60 for Brazil, Leff3§ eéﬁimated equation (107) which shows

“an inverse relationship between foreign investment (NFCI) and domestic

saving (DS}

Eg. (107) Dsg = 1.78 + 0.1545 Ytrl

A _ (4.72) (0.02) (0.33)

- 0.1560 NFCIt

R = 0.8391

D.W. = 2.0620

DSt = hnnual Domestic Savings

[
i

National Income in the Previous Year

2
]
0
H
k|

Current Volume of Met Forelgn Capital Inflow i
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Using cross country regresgsion analysis Papanek37 chose to aexamine
the effects of savings and foreign inflows on growth for 85 countries (34
for the 1950's and 51 for the 1960's). An implicit assumption in Leff's
equation is that the impact of inflows on savings can be ﬁeasured by regressing
one on the other. Papanek tcook the approach that foreign inflows and
savings are independent variables in explaining growth. He also broke down
foreign inflows into threermajor components: aid,- foreign private investment

and other foreign inflows. His regression results are presented in Edge (108) to (113

According to Equation (108} sawvings and foreign inflows explain over a third

Equation Intercept Savings Aid Forelgn Other Corrected -
Private Foreign 2 o
Investment Flows R Statistic

{108) Growth = 1.5 +0.20 40,39 +0.17 + 0,19  0.37 13.5
{z.5) (6.0) (5.8)  (2.5) (2.1)

(109) Growth = 4,4 +0.7 .e 0.02 3.9

: 8.7 (1.7)

(110} Growth = 4.9 0.20 . 0.08 9.6
{20.00 (3.1} :

(111) Growth = 2.0 +0.18 40,39 0.28 178
(3.3 {5.5)

Note: growth = annual rate of inecxease 1ln GDP;
saving = gross domestic savings;

aid = pet transfers recelvad by governments plus official long term
- borrowing; )

forelgn private investment = private long term borrowing plus rnet
private direct investment;.

other foreign inflows = net private transfexs and short term borrowing,

other capital. (net}, and errors and omnissions in the balance of
pavments. All independent varlables expressed as percentages of GDP.
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of growth. Aid had a much greater impact than any of the other variables
including savings. The latter alone as an independent variable explained

only 2% of the variation in growth.

Using data covering the period 1952-79, we tested the rel%tionship
bhetween capital inflows and economic growth in Triﬁidad and Tobago. Equaﬁions
'(113)1F9:E¥2i)3 are differentiated by the time period they cover, and
by the dependent variable used. In Equations (113) to (115) the rate of
growth of GNP is regressed én éhe ratio of net capital movements (in the
non-monetary sector of the balance of payments) to GNP. Tn Bquations (116)
to {118) we use the rate of growth in per capita‘GNP (RGT) as the .independent
variable. It can be seen in these sugations that the RNM variable is
negatively related to the rate of growth of hoth total and per capita income.

2
The R° 15 extremely low in all cases.

Capital can be disaggregated into several forms. .In Eguation {112}

the rate of growth of GNP (RGN} is

Eg.(112) RGN = 4.73 + 0.36 GNSZ + 0.22 PCF (1952-79)
{10.35) (D.41) (0.52)
-0.21 GB - 5.32 OCI
(1.12) {0.206)
%2 = 0.17
D.W. = 1.1
a
F = 2.36

i

dependent on Groés Nationai Savings (GNSZ), private invesﬁment (pCF), he;
govérnment borrowing and transfers (GB) and other capital inflows (QCI). All
the independent variables are expressed a% ﬁorportions of GNP. The fit to

“the data is §ery poor. Taken togethér these variables explain only 17% of the
variation in the rate of growth of GNP in the 1952-79 period. The coefficlents
ofrdomestic savings and private investment have positive éigns.but they are

both-insignificant. The sign before the coefflcients of net government
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borrowing and other capital inflows indicate a negative impact on the rate

of growth of GNP, but the high standard error of the government borrowing

coefficient raises doubt about the significance of this v;riéble.

(1) :
Period | Dependent| Intercept| Coefficient of p.W. 22 F
Variable ‘Independent Statistic | R Statistic
Variable
(11.3) ] 1952-62 RGN 11.08 -0.015 RNM 2,1318 0.00 0.0026
: (3.15) (0.287)
(114) | 1963-79 RGN 22.61 —0.98 RNM 0.8891 0.02 1.4224
{6.80) {0.82)
(115) | 1952-79 RGH 19.77 —-0.72 RuM . 0.8436 0.05 2.3506
(4.43) (0.47)
{116) 1952-g6J RGL 7.91 -0.0064 RNM 2.0758 - 0.00 0.0004
(3.41) {0.,31)
(117) | 196379 RGI 20.53 -0.95 RNM 0.8113 0.04 1.2964
: {6,89) {0.84)
(118) | 1952-79 RGEL i7.81 -0,765 RNM Q.79765 0.05 1.2964
{4.54) {0.48)
RGM = Rate Growth of GNP

RGI = Rate of Growth

g
=
It

of Per Capita GUP

Rate of Net Capital Movementé (in the

Non-Monetary Sector &f the balance of payments)to GNP
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rariod |Dependent 2 F
Varlable |Intercept Independent Variable R D.W. Statistic
(t19) | 1952-62 GNS:2 -50.19 +0.37 GNP;j_O.BB NCM . 0.93} 1.08 50.09
’ (20.54) {0.04) -{0.30)
-
(120) | 1963-62 G'NS2 -126.46 +0.33 GNPt_—l 0.55 NCM 0.98( 2.13 470.23
( 33.72) {0.02) (0.19)
(121) | 1952-79 GN52 -66.82 +0. 31 GNPt__—-lO.47 NCM . 0.981 2.13 751.66
( 20.03) (0.18) . (0.17)

GNS_ = Gross National Saving

2
NCM = Net Capital Movements in the Non-Monetary
Sector of the Balance of Payments
GNEt__l = GNP in the Previous Year

In Bguations {(119) to (121) we try a specification similar to that of

3 ; ; .
Laff. 8 These equations show the regression results of domestlc savings

(GNSz) on income (GNP) in the previous year and net capital movements (NCM).

The coefficients of the latter are all negative, while thoge of income are

positive. The R2 are all over 90%.

Bearing in mind the defects of our daka, our results indicate that
foreign inflows may have had a pegative impact on both domestic savings
and the rate of growth of income in Trinidad and Tobago. Savings, investment
and the growth of income are, of course, all inter-related. Developments
in any one of these areas tend to affect the other two. 5ns indicated earlier,
a basic assumption of some of the models forxrmulated in ghe 1950's and 196Q's
was that foreign inflows, by making possible a higher level of ilmports and
investmené wguld lead to accelerated devieopment. The experience of
recent years has led some critics to the view that foreign capital can
retard deﬁelopment. The argument takes several forma. A widely hald one

relates to the subsequent outflows which an injection of private foreign

capltal generates over time. 7Tt ils argued that while initially an inflow
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of forelgn resources may supplement domestic saving, in the long term the
outflow of investment income exerta a debilitating effect on the growth
capacity of the economy. Some of the results from our.earlier regreésion
gxercises may be_explained to gome extent by the picture depicted in Table 6;
Here it can be observed that while there was an estimated net inflow of TTS&:S
billion worth of private investment capital in Trinidad and Tobago in the
pericd between 1952 and 1979, there was a net cutflow of TTSTL& billion in the

form of investment :income in the same period.

Table 6

Trinidad and Tobago: Wet Flow of Foreign Private Capital, 1952-79

Smn
(1) (2) (3 .
Net Inflow - Net OQutflow (2} - (1)
Pariod of Private 0f Investment
' Capital Income
1952-62 656.0 . 823.5 _ 1675
1963-79 3,891.3 ~6,547.2 - 2,655.9
Total (1952-79] 14,5473 . =7,370.7 ' - 2,823.4

Source: €SO, The National Income of Trinidad and Tobagp, 1952-62, €SO
The Balance of Payments of Trinidad and Tobago, Various
Issues; 80, Annual Digest of SkEatistics, Various
-Issues; Ministry of Finance, Review of the Economy,

Various Issues.,
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Some observers contend that foreign capital can aéversely effect
development through its influence on attitudes towards saving . Griffin39
for example, contends that foreign resources can reduce the level of savings
in an econcmy. This will happen if in response to foreign inflows, govern-
ment reduces taxation, makes less effort to collect taxes, or operates a tax
system that is not sufficiently elastic in changing conditions, while at the
same time maintaining high levelsof public expenditure. The situation is
sxacerbated if the composition of expenditure changes in favour of public
consumption. Private savings can also be affected if capital inflows result
in an easing of local credit conditions which in turn affect the incentive to
save. Tt is also argued that capital imports “ﬁay reduce domestic savings by
stimulating the consumption of importables and exportables. The increased
availability of imported goods which foreign capital facilitates may lead to
an Aincrease in their consumption. Perhaps even moxe likely, the increased
availgbility of forelgn exchange which accompanies capital imports may induce
the government to adopt or maintain ilnappropriate exchanges rates or other

trade policies."40

These views have not gone unchallenged. Papanek, for instance,
concaedes that some part of foreign inflows may go towards increasing
consumption. He, however, challenges th; conclugion that a close statistical
association between foreign inflows and low growth or savings rates neceasarily
means that one causes the other. Statistical results have to be viewed
against the particular savings functions specified. He argues that there are
"plausible savings functions which coﬁld rasult in one do}lar of foreign
inflows producing either a positive or negative effect on saving and anything
from no increase in investment to more than one dollar of additional
investment:‘."41 Grinols and iEsha\gwatid2 ligk the thegis 'that a reductlon of
domestic savings by foreign capital is harmful to the notion of 'dependence’,
and formulates a Harrod-Domar type model to examine whether in reducing

domestic savings an influx of forelgn capital postpones or renders infeasible
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the reaching of self reliance. They arcme that whethér a capital inflow
creates éependence will depend on the assumed parameters of the model as well
as the targeted level pf_the savings rate and the timé by which 1t must be
achieved, "Contrary to the radical notions, an aid programme may achieve

a targeted increase in the savings rate earlier than in the absence of aid,
or may make an infeasible target a feasible c>ne.“l]3 In a simtlated exercise
the authors found some support for the view thét domestic savings and self
reliance could be affected by forelgn inflows, but alse found that the latter
had a positive impact on investment and incowe. &heyconcluded that "no
overall Jjudgement on whether foreign aid has been beneficial or not to
fecipient countries can be reached without adding several other relevant

. K 4
dimension of a sogial welfare Ffunction,” 4

Concluding Remarks

The variebty of functions one can use in the search for a savings
function is almost limitless. The choice of variables is often dictated by -
available data. In this study we have tested some of the morxe conventional
hypothesas with a view to ascertaining their relevance to the Trinidad
situation. In some instances, the evidence appeared to be eonclusive; in
others not so. In both cases one hag to Vieﬁ the results.against the quality

of the data we have used.

This latter concern cannot be stressed too much. The usefulness of
quantitative work ko policy making, or for predictions puxposés, rests
heavily on the guality of the statigtics on which they are based, The range
of daté also help to determine the scobe_of the search for‘relevant.formulations.
It is clear that if thé authorities are seriously interasted in the whole
. ¥

question of saving, greater thought and effort would have to go into the

data collection exercise.
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