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_ PUBLIC FINANCE IN TRINIDAD AND TOBAGO
By

PATRICK BAPTISTE

" FISCAL MANAGEMENT IN A DEVELOPING COUNTRY

- There are basically three. schools of thought prevmlmg in the academic world
with respect to fiscal management of an economy. These have been categorised as (a)
Keynesian, (b) Monetarists and {c) New Cambridgé School approaches. To some the
last school of thought is relatively new but to most it represents ‘old wines in new
bottles’. What I propose to do in the ¢énsuing discussion is to attempt to analyse these
approaches with specisl reference to a developing economy. Moreover, 1 wish to
examine the overall fiscal management of certain econornies in the Caribbean area to
determine how far the policies have gone in diverting resources from lower pnonty use
to higher ones, especially those stimulating economic growth.

The words ‘fiscal policy’! are frequently used to mean government finaneial
policies designed to benefit the economy largely by diverting resources from low
priority aceas to higher ones with a view to stimulating overall economic growth. In
. addition, it is' recognized that fiscal policies can be used both in developed and
developing countries to mitigate the effects of inflation .and possibly control it.
However, it the- latter economies it is the general belief of many experts that fiscal
policy has very fimited, if any, usefulness, as an instrument for cyc]xcal stimulation of
' employment ‘ ‘

Keynes in his General Theory advocdted that increased pubhc spending financed

by borrowing in times of a depression should be viewed as a positive instrument by
.which the aggregate level of income and employment could be increased wilhout the
“danger of serious price inflation, Such policies tend to work fairly successfully in
economies with well developed infrastructire, institutions and organized private
manufacturing sectors. In developing countries without these basic facmtles one is not

© . sosure that they would be as effective.

In cha.llengmg the theo:etlcul base of contempomry Xeynesian economics
monetarists have questioned the latter’s faith in fiscal measures as the principal tool to
stabilise an economiy in depressed conditions and effect economic growth. In their
view, monetary rather than fiscal policies should be the main instrument for managing
demand, ie. kcepmg the nation’s resources fully utilized without excessive price
inflaticn.
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Today, we know that the central concept of Keynes” analysis is a stable
ncome-multiplier {or what comes to the same thing, a stable propensity to consume).
Javing a stable ineome multiplier means that a given change in the ‘autonomous
xpenditure’ — govemment spending, investment and exports — or in fax rates has a
leterminate effect on total spending znd output in the economy. Based on these
eneral principles, Keynesian arguments are that demand can be managed by changes
n public expenditures and revenue ind by stimulzling or damping private investment.
\s regards monetary policy, Keynesians purport that its main role in economic
nanagement is to alter the valume of money in the system 5o 4s to alter the structure
f interest rates {cost of money) to encourage and discounrage investment {primary job
reating  investment). Keynesiang seem 1o have attached little importance to
ontrolling the volume of money in the system, apart from the effects on interest rates
cost of money). It is suggested that they do not believe that the volume of money in
he hands of the public (money supply) at any given time has an important effect on
otal spending per se, because they hold that changes in the volume of money will be

bsorbed by changes in velocity of circulation.

In the oppaosing view (namely the monctadsts), the quentity of money in the
iands of the public largely determines total spending, The purported cornerstone of
he monetarists’ doctrine 1s the concept of a stuble demand fenction for money (or a
redictable income velocity of money). Predictable (“V™) income velocity of
irculation means that a given change in the volume of money has a determinale effect
n total spending in the economy. The theory supgesis that the volume of money in
he hands of the public (money supply) largely determines total spending in nominal
ermns and therefore, the level of output and prices. Thus, control of the money supply
vy the appropriate authorities can in many ways be considered the main instrument of
tabilization policy. In their opinion, fiscal policies can play a major supporting role.

¥

A closer look at Keynesian principles supgests that the national budget is the
rincipal instrument for regulating economie activity. When the nationaldudget moves
'om a surplus position to an overal] deficit (so to speak), the effect-on Lotal spending

presumed to be expansionary. Conversely, when the budget moves in the opposite

irection (from deficit to surplus) the effect is presumed conleactionary in
wmventional terms, Of course, in recent times one notices that this view does not
seessarily prevail in an open economy where the budget surplus results from the
indfall gains from the exports of the leading sector.

For monetarists, what is important is not necessarly the increase or de.icase of
:penditure or revenue, nor the deficit or sumplus of the national budget, but their
erall effects on the money supply. If the budgel moves from balance to deficit and
¢ latter is financed by borrowing from the public or banks, monetarists become
neerned only if that borrowing involves an expansion of bank credit and thus of the

aney supply.

If the Central Bank takes no action to accemmodate the Treasury or the Finance
nistry by expanding reserve money,® the increase in lending to the government by
» public or the banks will probably be at the expense of lending to the private

. 1 :
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e Lo supply. However, taking the as
overall effect of such policies wan ‘ nary. 11, tosear. (oL the
s 1ld not he expansionary. If, §
monetary authorities decide to agsi panding b ey
assist the govermnment by expanding b
to make room for financin it imally bo 1 e o 3c13
tng the deficit, there would normally be ; i
bank credit and the volu i . wrovided oy erease in
ne of money in the system (ie fle {
such oredit saiste g ! in 1 ste -&., provided the demand for
: LW ppropriate price}. In this situation. one ¢ S
publie and the banks will be in 4 bett iti nd 1o peivate bomroran
€T position to lend more to private borrowers
hlie o K | : ; ers as
x;;l {i al'a;;otr.b z;dd:tm?l:ﬂ gavernment securities (debt). Interest rates {cost of money)
> relatively unaffected by the additional 1 i : :
government financing, and takine ¢}
economy as & whole, the effects of the noli i , lation if
, ! policy can be expansionary with inflation if
e scaeo oot : : s1onary without inflation if
s g well below full capacity. However, in a develomi
with small or even non-existent i - et s sConomy
with Stent capital markets, 2 small manufactupng se i
mstitutions, such policies can prove i iona i LiTeet the e
. ; 4 e inflationary ar serfously affect the haj: g
payments as shortfalls in goods and servi : 5 ot o !
: s BIVICes are generaily made up b ssive |
bayr shortfalls in p by massive imports
: satxs‘fy t_hL excess demand brought on by the increased availability of credijt fz 4
highly liquid banking system. o

wmﬂf;’; tf?edﬂaf!lelﬂl budg_e-t moves !‘mrln balance to surplus (baring an unexpected
i 1‘ .)dan_ l‘.hn‘-;.' surplus s used to retire government debt held by the public, the
]:hl..m I:Ire ucﬁt:on in the‘ morey supply (argue 1he monetarists) will be cancelled outn. On
i o 1.er hand, should the surplus be used to retive debt held by the financial inter
medmnes' (mainly the commereial banks) the effect would be to increase bank H'lm-
assets which in the lang run counld fead (o an expansion of bank credii zmd‘ he :ESBILW
vom_rri‘e_ of money in the systermp (the money supply) by a rultiple of the ﬂrmit:fn t1'"
the initjal surplus. The ultimate effsct on total spending in such 2 sitvation woukl h0
cleur]y‘ expansionary. For such actions to prove contractionary tf'1e moneta ,
wuthorides ean sterilize the surplus, ie., by placing it on ﬁxeé deposits wiﬁll
the Centr.al 'Bzmk or foreign banking agencies abroad: placing it into 3pecizﬂl funds
{once again fixed deposits) to be held in the Central Bénk or using it to retire govarn-
ment debt by the Central Bank. Therefore, the way the budget deficit is financed or
the surplus handled makes a marked difference to the way the ecanomy is affected i
the final analysis, the mone torists argue. Y e

The third view which hag recently surfaced to influence fseal pelicy and the
management of the econamy is that of the ‘New Cambridge School’. The new school
suggests that there is a direct relationship between the public sector deficit and the
cu:;;ant account of the balance of payments in an open economy; so the larger the
public sector [inancial deficit the larger the defici :

it on the current : &
bt of woyin: e current account of the

- r'}'1i1sao?c¢3‘ itisknown what government borrowing requirements would be in any

cal year or for any five-year development Programme, one can reasonably forecast the
deficit on current account of the balance of payments for the period. The thrust of the
new school argument is that the not acquisition of financial asséts by the public
private and overseas sector (i.e., balance of payments on current account) + (netiapilf;l’




i .'l
SOCIAL AND ECONOMIC STUDIES |

transfers) must sum to zero. This, coupled with .Lhe assertion that the p'riva['.ehsectgﬁ’;
net acquisition (personal and company sectors) is slfahlc, suggests that :;flly tc da.n;l; o
the budpet deficit or public sector borrowing requirements must be rt.;leec‘le f”u()ws
balance of paymenls on current account, Thus, any government Liml‘: care s.sty 0( tows
a principle of deficit financing to prime the economy of a small country (op
economy} can be guilty of destroying the balance of payments in the long run.

The new school also contends that ‘the private sector h.as.a constant surplus over
time, i.c., the MP.S. of the private sector = 1. Therefore, if in the n.lodel. S-0 ls:.
constant then {X — M) current account of the balance of pflyments vanesl with lt:hanages.f
in (T — G), the government sectar financiat deficit. Thus, in the model, t.he balgnct{ 19
payments on current account is a simple linear function of (T — G) gov‘emr‘nen}. pub lca
sector deficit or surplus position. In this model the new school sugpests that there are

no leakages.

- = sonal Sector
X-M=(S-D+(T-GQ (sp Ip) Personal Sec
- & 3+ -G {8, ~1,) = Company Sectar
= (8, =T + (8, —T) + (T-G) B b
- N Vo (T —G) = Public Sector
: (X - M) 3 Trade Balance
Private Public
Sector Sector

A close examination of this model from a policy angle suggests that Literalty
wiiat the government has to do is simply fix a level for the balance of playmcrtlsl on
current account and then set a targel level ol government sirplus on deficit to achieve
a desired balance of payments position, in this model T and G must of- course vary.
simultaneously or else the policy makers would have to resort to’short-term fine
tuning of T and G to achieve their objectives.

&~

The new model? also sugpests that the maintenance of int.ema! bu]a.nces. and
external balances in the economy requires a halance between domestic expenditure
and domestic output which would leave room for imports and of course the balance of
payments. They also intended that the balance of payments (cunjrent account) t,vouiad
be in deficit so long as domestic expenditure exceeds ) domes‘t.lc output. The u!mu.-
diate impact of fiscal policy in this situation falls primarily on ‘internal ba!uxjccs alnd
monétary policy on ‘external balances’ and the balance of: payments. But tjzu !'pp r_l[LS
only in the short-term. In the long-term, the New Cambridge School argues thal the
private sector would have constant surplus aver time, so that the ba]anc‘:c- of puymenis
on current account would reflect the public seclor deficit or surplus position.

The problem with Keynesian expansion policy (the new Sc-honl suggests) is Lh_ut
there is only one policy lever, ‘demand expansion’ by unbalancing the budget w_h..tle
there are iwo objectives, namely full employment and balance Of. payments equﬂnb};
rium. Thus given the rule that there must be at least one pohcy' }ever far ffd.c
objective, an additional policy lever is clearly required. If the authc_:rme? use dehut-:
financing to expand demand and revalue the currency at the same time, it would have

the avthorities, | use écﬁcit—f"mancing to expand demnarid "and " the ency ¥ e
at the same time, il would have the extra policy fever to keep the balance of
payments in equifibrium,

However, recent experiencss in Guyana, Jamaica and the United Kingdom
(all open economies) confirm that the out-turn of such policies can be quite
different to the expectations of the authorities.

Against these theoretical backgrounds, this paper attempis to examine the fiscal
operations of the Trnidad and Tobago government in the period 1964-1975. The
paper also atfempts to trace the effect of the budget deficit in the period an hase
money {monetary base) and its overall effect on the economic system, e.g. inflation,
employment. The budget deficit is either financed through the creation of base money
and/or through sales of government securities outside the government sector (inclusive
of the Central Bank). Because of jts effects on these financial stocks, fiscal policy can
be reinstated as the main channe! of public influence on the economic system.

Fiscal policy, some would argue, already had this role in the economics of
Keynes, bui lost it in monetarist theory. However, the revival of fiscal policy in recent
times has moved beyond orthodox Keynesian approach to include new developmenis
in this field, i.e., a direct infhuence on the output market via stock in the system. In
the new framewark, most of the iotal Impact and cffects of fiscal policy can be
artributed to its finaneial effects. Consequently, the paper also altempts to focus
attention on the budgst deficit and therefore expenditure and taxes in manufecturing
the stock of base money and government securities in the ¢conomy. Moreover, in 1he
examination of inflation in this developing economy it also intends to look at the
defieit financed with hase money generating Lhe expansion of money and credit in the
system. Thirdly, it traces the overall growth of the budget in the peried, bearing in
mind that the mere size of il can in the long run be inflationary even il it is balanced
overtime. Finally, the paper analyses the growth of government debt in the period
since a rapidly growing government debt and a large monetization of it can be con-
sidered sufficient conditions for fiscally gencrated inflation.

An exzmination of the fiscal operations of the Trinidad and Tobago government
over the period 1964-1975 reveals that the size of the budpet grew from a modest
$261im in 1964 to $1,366.7m in 1974, an annual rate of growth of 14.0 per cent. In

.-this period the anthorities effocted two five-year development plans designed to stimu-
“late economic growth. The basic idea of the plans was to ifitially build the infra-

structural base to Lransform the economy from a subsistance level to a semi-
industrialised level. The plans also encompassed the restructuring and general improve-
ment of the educational system (from Primary through secondary to university level)
to provide the personnel to service the economy. To effect the plan, the administra-
tion ran a deficit budget [rom 1964-1973 and spent $1.419 billion on ils capital
programme, Out of this significant capital outlay, some $1.125m was spent on the
development programme.

The interesting feature of this fisgal operation in the period 1964-1975 is the fact
that the Trinidad and Tobago government had a continuing surplus on its current
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account throughout which clearly accounted for its overall creditworthiness on both
domestic and foreign money markets. To be precise, the curreni account surplus
expanded al an annual rate*of 18.0 per cent in the period moving from $16.7m in
1964 to $603.5m in 1974. This suggests that the budget deficil was not generated by
government dissaving through current accouni deficit, but was enlirely determined by
capital account cxpenditures mainly a2imed at effecling the development programmes
over the peried. The Trinidad and Tobago authorities therefore secemed to have
adopted a basic Keynesian stance in their approach to economic development in the
11 year period to 1974. But this fiscal policy, hesides effecting the rapid development
needed for the transformation of the economy, also had far reaching financial effects.
The policy of deficit financing contributed substantially to the widening of the
monetary base or Lhe stock of base money in Trinidad and Tobago which moved [rom
a modest $45.9m in 1964 to $482.4m in 1975 (an annuat growth rate of some 14.4
per cent). However, as the development programme gathered pace and the size of the
budpget deficit grew, the growth of the stock of base money also expanded, rising to an
annual growih rate of 25.5 per cent, ie. from $89.3m in 1968 to $482.4m in 1975.
This expansion of the monetary base created the canditions for the sharp expansion of
bank credit which was needed (o facilitate the flow of finished consumer durables
from the manufacturers to the consumer. Bank credit in the period 1963-1975 rose
from $118.03m to $880.863m representing an annual rate of 18.4 per cent. And, as
the monetary base widened between the years 1968-1975, the rate of bank advances
to individuals and business agents expanded at an annual rate of 21,7 per cent from
$212.475m (o $880.863m. The out-turn of the fiscal push in the period reviewed is
that the money supply (M 1) increased at an annual rate of 18.9 per cent from
$138.3m lo $484.9m in the nine year period to 1973. Unfortunately, this marked
expansion of demand through a fiscal push was not matched by?a similar expansion of
output in the real sector, hence the pressuce on prices in the economy since late 1973,

TABLE 1 INDEX OF RETAIL PRICES (ALL ITEMS) (SEFTEMBER, 1960 = 100)
Annual
Index as % Change % Change M, % Change
Year at 31 Dec. All Ttems Food Money Supply Annual
$m

1966 1135 4.1 3.9 130.235 1.8
1947 117.9 24 1.5 136.736 5.0
1968 127.6 8.2 6.5 138.239 1.2
1969 130.8 25 2.4 146.918 6.2
1970 134.1 2.5 2.5 170.692 16.2
1971 138.8 23 3.5 196.3 15.0
1972 151.7 9.2 11.5 246.1 22.3
1973 174.2 14.8 19.0 2423 0.8
1974 2125 219 299 321.8 32.8
1975 248.6 170 16.% 484.9 50.6

Source: Central Statistical Qffice

- TR
. The pr.essu:e on prices really began to manifest itself in 1972 following the solci-il -
dJstur!:zmcu? in 1970 and the consequent pump priming of the economy to take up tk‘1e
slack in private spendings. In 1968, however, the sharp upturn in priees resulled fro

?he devaluation of the Trinidad and Tobago dollar (which was linked to the £ stcrlinn;
in November 1967. However, the sharp uptum in the years following 1970 can 15,
correlated with the expansion of the monetary base and Lhe consequent increase in tl :
money supply M, as shown in Table 2. N e

TABLE 2 MONETARY BASE: Bank CREDIT: MONEY SUPPLY
($m)

Monetary % Change Bank % Change
Year Base {Annual) Credit {Annual) M, % Change
iggg _%a.;:gg 19.1 178.098 6.4 130.235 7.8

. 6.2 181.313 7.4 136.736 .

1968 89.286 26.8 212.475 11.0 138.339 ig
%.3?9 92.090 3.1 279.754 315 146.918 6.2
970 105.598 14.7 334660 19.6 170.692 16.2
197i 122,581 16.0 375.138 12.3 196.3 15.0
131_ 134.533 9.7 521.007 38.9 240.1 22.3
1973 155.018 152 665,364 27.7 242.3 0.8
1374 306.060 97.4 676.414 1.7 321.8 32.8
1975 482.361 57.6 880863 30.2 484.9 50.6

Sourcer Central Monetary Authorities

Of course any meaningful explanation of the causes of inflation in an open
economy like Trinidad and Tobago must take into account such exogenous .factors as
the inflationary pressures emanating from the United States following the Vietnam
war and the similar pressures from the UK. and Burope. However, this paper only
attempts 1o suggest that a [air amount of the inflationary pressures could have

r:lmunated from endogenous factors such as the expansionary fiscul policy and the
liberal monetary stance.

Whether delicit financing is inflationary or not depends on how much money is
f:reated and what the money is used for in the system, e.g. consumption as against
investment purposes. Tt also has to relate to agents’” expectations about the movement
f’f prices in the fulure and of course overall financial management of the economy. An
increase in the money supply should not necessarily create inflationary pressures if it is
matched by corresponding increases in the level of output. However, if the demand
factors far outweighed the supply then such increases could be inﬂatim;ary.
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The extent ta which inflalion in Trinidad wnd Tobago may be ascribed to mone-
tary, structural or fiscal causes, is still the subject of considerable debate. Whatever the
result of that debate the fact still remaing that 2 continuing rise in the price levels can
only be supported by an increasing expansion in the money supply brought about by a

similay expansion in credit.

CENTRAL GOVERNMENT FISCAL OPERATIONS

The basic abjectives of the last five year development plan (1969-73) were: to
increase the scale of total domestic saving (including both public and private sectors);
to ensure that such saving is channelled into forms of invesiment which wauld
facilitate the long-ferm growth and restricturing of the ecconomy; to effect all
necessary infrastroctural development ta facilitate the growth of industries, education
and agriculture. To facilitate the smooth warking of the development plan, the admin-
jstration adopted a fiscal policy aimed at generating reasonable surplus on current
dccount to finance the investmenl programime. An examination of the government
fiscal operation in the period 1964-75 clearly shows that the administration did
achieve iis objective, but the surpluses on current account were insufficient to cover
the rising cost of the capital programme, hence the need to borrow on both the
domestic and foreign markets to make good the short fall.

Recurrent Revenue

In the 11 year period from 1964-1973, recurrent revenue comforlably covered
recurrent expenditure to show a surplus in every year as Table 3 clearly shows. How-
ever, the demands of the capital programme in the period forced the administration to
borrow fronr domestic and foreign markets. As a result the Central C‘overnment gross
‘public’ debt rose from $214.3m in 1964 Lo $628.4m in 1975 whu,h is an annual rate
of growth of 11.8 per cent. Net domestic and foreigy borrowing expanded at an
annual vate of 14.0 per cent in the period 196475 which suggests lhdt—the authorities

were in some way Following a set plan. -

Current Surplus

The policy of generating a reasonable surplus on current accaunt through the
period was easily achieved as the surplus grew at an annual rate of 18.0 per cent.
However, this rate of expansion could be misleading since the windfall in oil revenue
following the change in tax structure of ojl companies in 1973-74 seemed to have
made this growth rate much higher than would have nonmally obtained.

Centraf Government Revenue

Central Government current revenueSgrew at the annual rate of 14.8 ger cent
during the period 1964-75. Some 90 per cent of the current revenue came from tax
yield while the remasinder came from non-tax sources.

As clearly shown in Table 3, the most imporrant source of tax revenue in the
period reviewed was income taxes (accounting for over 44.0 per cent (avg.) in the
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period 1964-73 and 50.9 per cent in the perind (1964-74). The next major sources
were taxes on foreign trade, internal taxes on goods and services and property taxes.

It has been estimated that tax bouyancy in Trinidad anc_i Tlobago m the per1m"1
reviewed was greater than 1. This suggests that tax revenue in the p?nod ’grc'\:;"att;
faster rate than income. Such tax bouyancy mean_t that the gcwern.muft \-\;as a 13 oo
increase its recurrent spending during the peried with the knowic:ttige that i wozh3 e
financed by normal tax yield. It also supgested that the govemmen't :T;S;aeﬂod
increase its spending without frequent recourse Lo the tax regulator dulzi'm{, u,lptm it.
Evidence shows that when the administration was forced to use tlwl.e‘lax rc'gudat‘ ,eq
fine-tuned indirect taxes, ie. purchase taxes zmd- maotor veh.lc!e hc?:nce-s and 4xdl
However, following the social disturbances in 1970 the aEl;nlxustl'.atlc}n mt{o uu, -t;
new form of taxation known as the ‘uncmp]oyme:}t levy® to ‘assmt |td tt? 11::);1;1:(};1 ’
crash programme aimed at taking up the slack in pnvizle spcndl.ng. An‘t‘,l ll:lt ' un;r
adminjstration changed the struelure of taxation on oil companies to. e ,eL e 8l pf
world-wide increase in the price of crude oil. This b.asm change in .t,!.le sys‘_tf_:m gf
taxation of the oil sector resuited in a dramatic change in th.e ovterall ﬁb;‘i] iw_(;;l ;?l?ion
the goverament. Tax revenue rose from a modest $435.3m in 1973 to §1.

in 1974.

Tax Structure

The tax systern of Trinidad and Tobago consists o‘f.f'our basic .tzfxesdnamc(li;
taxes on foreign trude which include the cnmpon_cnts of import L‘!une.s a{] t‘ex? o
dulies; nternal taxes on goods and services which incarporate tl‘lt:i c.on}zpo'nv..r:i; oc e
royalty, excise duties and purchase lax, taxes on property wt.uc._h ta e Htlor o com
ponents of estate and succession duties; taxes on [ands and buildings; {1:0r es
licences and duties; faxes on mcome which includ-e the componemts 0" corp(;r:l,]_
income tax, personal income tax, withholding tax, insurance surrender tax anc
zmployment levy. s~

Revenue from taxalion on incomes is by far the‘ targest source of re?rem:tu w1t!:
corporate jncome contributing the largest share of this source, i.e. corpo-mtle;g:cﬁd
tax on oil companies. This source of revenue represented 39.1 per cc-:nt‘!n!gm "rhe
tose to 42.2 per cent by 1969, 45 per ceal in 1973 anfi 69.0 per c:z:m}nl.(i ‘f . e
sharp increase in 1974 is fargely due to the increase in revenue oblained from
:ompanies as a result of the tax changes.

Taxes on Foreign Trade ‘

Trinidad and Tobago with its large oil sector is unjque_ among dcvelopm%;
ountries. It also has a relatively strong base because of the cx1ste:nce of a lorge (131;
efinery sector in the economy. Domestic production of crude 011,. thmigh o.n‘t‘u.
ipturn since 1974, is'not sufficient to meet the demands -of th-c.QH rehncr}!;,;als ﬂ
:onsequence a substantial portion of crude ofl used for this acuwt-y has tob rL. 1r:1
sorted. It is estimated that on average some 50.5 per cent of total imports be .wef.r;.
1963-1972 was crude oil imports which are duty-free. Another 23.9 1:1e.1'f _cent c;q
mports also entered the country duty-frec to suggest that 73.5 per cent of impaorts
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into the country is duty-free. In addition the administration has not taxed exports,
primarily to assist the infant industries to get off the ground; as a conssquence expor|
taxes have hardly exceeded $300,000 in any fiscal year.

Evidence shows that batween one-fifth to one-quarter of 1ax revenue has its base

in imports, and that imports tax reverme has literally held steady or declined with
relation to the growth of tax revenue,

Petroleum taxes

In 1974 the government changed the system of taxation on oil companies to
reflect the sharp inerease in price of crude oil on world markets. The new tax system
ensures that the Treasury will in future caplure & substantial part of the profit of the
oil producing companies in any financial/fiscal year. The principal changes introduced
in the Petroleum Taxes Act of 1974 are as follows (1) whereas the taxable income of
the petroleum companies was caloulated on realized of) prices; it is now to be calcu-
lated on the basis of a tax reference price or the actual prices received whichever is the
greater, effective from 1 January 1974, These prices have been set at US$14.93 per
barrel in the case of AMOCO-crde and US $13.73 per barrel for Soldado cride ojl.
(2) Royalties would in future be assessed on the basis of the feld storage value of
crude oil. Currently the rates of royalty are between 10 per cent and 1214 per cent, but
the new leases prescribe a rate of 15 per eent. (3) Exploration and production, refining
and marketing are clagsified as separate businesses for the purposes of petraleum
taxation. The new taxation meant that revenue from oil companies in 1974 rose io
$667m compared with $57.3m in 1973 and 352.9m in 1972.

Internal Taxes on Goods and Services

This category or source of taxation Falls primarily on private consumption,
henee the inclusion of purchase tax and excise tax. And z Jook at the table would
show that these two componenis have been comparatively good eamers for the
treasury. Purchase tax has been used quite frequently in recent years as the main
line-tuning component of the tax regulator. As a consequence purchase tax revenue
moved from a meagre $5.5m in 1964 to 338.4m in 1974 and provisional $47.6m in
1975. The increase in purchase tax revenue in the perod 1972-1975 is due in part to

an increase in the average purchase tax rales and also to an extension of the base by
the inclusion of new chargeable items.

Income Taxes

" As staied earlier, this js by far the largest source of tax revenue for the treasury.
Normally governments pursue a vigorous income tax policy to effect a more cquitable
distribution of income in the system. However in the period 1964-75, evidence shows
that this objective has not been achieved since there is a greater concentration of
Income in the hands of the upper income classes. Recent changes in the system of

direct taxation with special emphasis on lower income groups are intended to redress
Lhis imbalance.
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fncome axes on companies other than oil companies seemned to hgvc; he::::fdoy;'
at around 9.5 per cent of total revenue in the period 1965-73. .In fact tt ;L;ses s
tax revenﬁe seemed to have shown a slower growth rate than income .
vidual (persons).

. = o ¢
The sharp increase in galaries and wages since 1971 has netted a hlgt}‘wr sulrczl :[L
enue from personﬂl income tax due to the fact that a great m:mb.cr o e:r:)pf h}f) .
;‘;‘;nts in I;he system moved into higher tax bracketsé(}eneral ta:cf:s tc:t 1;:;}::{: 1 964“74
i indivi <o at an annual rate of 8.9 per cent in th ; .
companies and individuals rose 2 ' 0t a1vet
(I'n]tlfe same period personal income tax expanded at an annual rate of 7.2 pe

ss has fbuted to 2
The sharp rise in prices of most copsumer durables has also contnb}: :se b
‘ 1 i i i urchase taxes
marked increase in sore components of taxation, &.5. import duties, P
and taxes on lands and buildings.

The tax system of Trnidad and Tobago seexj:ns to be ‘ﬂex1‘ble a.sc(l) Frz:;;:::?;:f;‘iz

the requircments set by recurrent cxpenditure. This has het.r': a s?ifrcc:lcvcm T o
strength for the authorities because Lhey were able to plan tu..n CQVEI ent P
‘ . wilh the knowledge that normal Lax yiclds woul_d comfortably ren
E;f::lr::g“:ttd generate 3 surplus on cuceent account which the records clearly npholad.

Expenditure

To throughly investigate fiscal management during thcl p;ntc])i ;;ii;igog? ?:L:
to closely examine the expenditure side of tl:u: account an L e and
budgetdolicL B e Pi:if'!Od-dAS Is(wti{tl,aii:::,lzzn:: etogzvfi‘ézt ;s development pro-

o seemed to have adopted a Keynesk . s, detelopment Pro-
';;tr’r?fl?es in the period 1964-75. The huoy?f:_]c_y otl‘:r :,n;ii: :ro;i\gslnr:gt:sgz :;T;: zt:figz:t;

+ vy vield in cach flscal year was sutticient t L Spen ‘
tcl;‘:s:z::ieytl;iddgln;ifl::ht‘x:;nywas able to achieve it; aim of gegeﬂr:gmg.r, 1 cto[:;;foit:;zir
surplus on current account in each year in the period 1916;5—75, c:::tni ovmg fmn;
recurrent expenditure expanded at an snmal rate of 1 - Eserex T O e
$186.2m (1964) to §613.7m 1975. Recurrent revenue, ho\;evur:riog nded ot 8 b
cate. increasing at an annual rate ol 14.8 per ce.nt int f:d pe o e aition
con;equence the Central Government ﬁSCZ-ll operation moved 110
because of its rising expendilure on ghe capital account,

Capital Expenditure

i aintained in
Capital expenditure on the development programme which waszflgtm.:; a i
spite o‘f the higher cost of financing it expanded at ardll annual thenc; gsne.m fsewices
964 : ered traditional categories

stween 1964 and 1975. The outlay cover at of genera! serioes
l\)r:hich inciuded the items of Jogal government and others; c.ommumt.ylaer\r{ceess e
incorporated water and sewerage, drainage, highways ar_ld t:)tl'xe_r:s;1 socu;: s;r;mﬂcuuum
included education, health and housing, economic seqvices whic to(?- o -fc ; “;511_15;;

industry, toudsm, transport and communication, fuel and power, Tesearch, acq

Ll k]
of financial assets and others.

The bulk of expenditures went on the three main categories of social services,
community services and cconomic services where the administration paid special

attention te infrastroctural development to effect its transformation of the economy
frorn subsistence level® to semi-industrial level.

Capital expenditure on housing moved from a modest $5.6m in 1964 to $22.3m
in 1974; and outlays on education advanced {rom a mere $2.6m in 1964 to $37.9m by
1975. Capital spending on highway development only gathered pace in 1967, moving
fromn $4.3m then to $24m in 1975, The government also maintained a relatively high
level of capital spending on agriculture which moved from $7.0m in 1964 to §24min
1975 but most of this went to bolster the declining sugar industry.

In recent years the outlay on the capital programme has accelerated with the

acquisition by the governmeunt of the telephone company and other private companics
in its overall development programme.

Consumption Outlays

One of the disturbing features of the growth ol government spending in the
period 1964-1974 has heen the high proportion of revenue used to cover consumplion
outlay. This category includes the components of personacl emoluments, travel,
pensions and national insurance; supplies and services; and current transfers. The first
component expanded at an anoual sate of 17.7 per cent in the 11 years to 1974,
moving from $60.5m in 1964 to $336.0m in 1974. [t accelerated at an even faster rate
between 1969-73, rising at an annual rate of 27.5 per cent, Le. from $100.6m to
$336m. In the last five-year development the government had to accommeodate two
pay demands from its empioyees which accounted for the sharp rise in that period.

Spending on supplies and services aceelerated at an annual rate of 7.2 per cent in
the 11 years to 1974, However, in the period 1969-74 the annual rate of growth was
13.0 per cent, reflecting the price inflation affecting the economy.

Lastly, the component current transfers which go te local government expanded

at an annual rate of 6 per cent in the 11 yearsto 1974. And between 1969 and 1974
this component moved from $30m to $60.8m.

QOverall gross consumption outlays in the period 1964-74 expanded at an annual
rate of 11.9 per cent maving from §177.9m (1964} to $571.2m (1974).

FINANCING OPERATIONS

. In adopting its Keynesian stence to stimulate economic growth and restructure
the economy, the administration expanded its budget-deficit at an annual rate of 12.4
per cent in the period 1964 ta 1973, The deficit maved from $33.8m in 1964 to
$130.5m by 1972, falling to $68.5m in 1973. In 1974, the budget moved into positive
surplus because of the windfall from receipts [Tom the petroleum companies.

To finance this growing deficit, the administration’s net domestic borrowing rose
at an annual rate of 14.0 per cent in the period reviewed from $27.9m in 1964 to
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TABLE 4
($m)
1964 1965 1966 1967 1968 1969
L. Recumrent Expenditure 150.8 1578 16l.1 1784 195.6 205.1
2. Cussent Transfers 354 321 39.2 14.9 235.7 30.0
3. Toral Recuszent Expenditure 186.2 189.9 200.3 203.3 119.3 2151
4. Loens to Siztuiory Bodies - - - - - 10.0 5.5 133
5. Capital Expenditure {Touh 7684 60.8 66.2 LY ) 6.7 76.8
(i) Development Program 515 523 60.3 48,1 61.8 60.1
(i) Crp. Repayment and
Sinking Fund 6.8 8.5 59 0.6 143 6.8
(ii)} Others 17.1 - - - - -
6. Appropiiatien to Specizl Fund - - - - - -
TOTAL QUTLAY 264.6 250.7 266.5 2710 3048 3257
7. Comsumption Dutlay 1779 178.5 188.3 190.0 2027 220.9
(0 Personal Emoluments
“Iravel, Pensions, NIS 60.5 63.5 £§3.3 89.0 85,3 102.6
(i) Supplcsand Services 52,0 82.9 63.5 6.1 §3.7 0.4
(i} Curreni ‘Transfers 54 32.1 392 249 237 30.0
2
Sources; Ministry of Finands Centrel Statistical Office; Centrzl Benk of Trinidad and Tobago;
=z
Pprovisional ’ ] .‘.
Yincludes persensl emoluments and overtime paid to Stetutory Bedizs (in addition 10 {aansh
TABLE 5
($m)
. 1964 1965 1966 1967 1968
Total
62.5 578 60.3 54.9 66.8
GENERAL SERVICES
. - - — 2
(i) Local Authorities N 2502
(ii) Others - - 1.0 1.2
- - ~ 1.5 0.9
COMMUNITY SER’
- VICES 36 4.4 38 12.7 13.2
(i) Water and Sewerage 3.2 - '
(ii) Drainege E 38 3.0 5.4 5.2
(ifl) Highways - - - 0.7 1.0
(iv) Others - - - 4.3 4.0
0.4 0.6 0.8 2.3 3.0
SOCIAL SERVICES
149 15.3 165 69 19.6
(i} Education 26 o
{iiy Health 6.? X 4.6 4.9 8.0
(idiy Housing : 1.0 6.9 0.4 04
. 5.6 47 5.0 16 1.3
ECONQMIC SERVICES
. . 44.0 3.1 40.0 18 384
() Agriculture % 70 7 i
(i) Industry and Tourism 06 D-'? 9.5 10.4 1L6
{ii)) Transport and Communicatio " " 1.3 2.1 3.0
i n 9.4 123 16.8 4
(iv) Fueland Power 20.4 - 114 5.8
(v) Rescarch o LR 84 17k
(vi) Qther - - [t 0.5
6.4 8.3 6.3 - ~

Acnuisition of Foreign Assets?
Adjustiments

Source:  Minisiry of Tinance

1
Purchase of equities in Private Companies
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5.3 3l
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4.1 4.9
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21.4 4.8
5.6 -
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10.0
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$106.1m in 1972, faliing to $49.6m in 1974. In the swme period, net foreign bor-
rowing expanded at an annual rate of 14.0 per cent from $28.4m in 1964 10 $65.9m
in 1973, falling to $47.3m 1974. The growth rate in domestic and foreign borrowing
supgests that the autharities were conscious of the financial elfects of expansion of
government securities in the economy in gencral and on fulure taxpayers in particular.

Barrowing
Every decision by the Central Gavernment to borrow on the local market repre-

sents a political will to divert additfonal resources Lo the public secior from the private
sector and to use them to meet certain goals. On the other hand, the government
decision to borrow externally, inilially involves a net inflow of foreign currency, but
subsequent repayments of loans would entail a transfer of resources from the domestic
economy to foreign economies. Such drainage of hadly needed hard currencies
(forcign) normally alfects the overall balance of payments. On the other hand, subse-
quent repayment of logns raised locally would entail a transfer of income from
taxpayers to holders ol debt {claims) in the economy. This (repayment of local loans)
would clearly involve a redistribution of income, but there would be no strain on the
balance of payments per se, and Lthere need not be any nel reduction in total inconie in

the dornestic economy.
In finuneing the deficit, the povernment expanded gross public debt at an annual

rate of 12.3 per cent from $136.7m in 1962 to $636.0m in 1975, In this period, it
expanded cxternal debl (gross) at an annual rate of 7.8 per cent and gross inlerna debt
at an anawal rate of 21.0 per cent, which suggests that the aim of its overall debi
management was to minimize the drain ol foreign currencies from the cconomy in the
future. The faster rate ol growih of domestic debt (gross) meant jwitially that theee
was 3 marked transfer of resources from the private sector to the public sector, which
possibly could account for the slow growth of investment sp{.ndmb by this sector
during the period. This transfer of resources to the public secmr» meint 2 pel ex-
pansion in the public seclar to take up the output from its educational programme and

to effect its overall infrastructural development.

Internal Deht
ln its overall debt mapagement, the administration in the period 1965-75 expanded
internal long-term debt at an anpusl rate of 18.4 per cent from $75.6m (1965} to
$310.4m in 1975. In the same perod, it expanded its short-term internal debt at an
annual rate of 11.5 per cent from $32.4m in 1965 to $101.2m. Hawever, this expansion
of short-term debt markedly inereased the secondary reserves of the banking system to
facilitate the consequent expansion ol bank credit. This expansion in the secondary
reserves coupled wilh the faet that government spending followed a similar trend suggests
that the banking system primary reserves also expanded markedly as did the monetary
base. The expansion in stock of base money and government securities facjlitated the
rapid growth of bunk credjt and the money supply in the pedod 19641975, The sharp
expansion of bank credit also influenced the demand for imported goods to meet the
shortfall in supply besides putting pressure on prices and output.
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Debt Burden

Most debts can be classified as burdens to those agents repaying them. But
psychologically that strain can be eased if the funds raised are put to work on projects
that yield a net return.

In analysing the debt burden of an economy one can use the indicator foreign
debt servicing/net foreign assets. This indicator measures the proportion of net income
in foreign exchange which is absarbed in servicing the foreign debt. The indicator is
also used by the major world financial institutions to assess the creditworthiness of a
country from time to fime e.g. World Bank, Export-Import Bank, etc. During the
period reviewed, the percentage of foreign debt servicing to net foreign assets
averaged 19.7 per cent between 1969-1973 reaching a peak of 34.9 per cent in 1973,
In the period 1974-1976 the average dipped to 6.2 per cent due mainly to a sharp rise
in net foreign exchange carnings rather than a decline in foreign debt servicing. In fact
the latter period witnessed a marked increase in foreign debt servicing. The data in
these two periods suggest that Trinidad and Tobago was in serfous straits in 1973 when
its net foreign reserves dwindled to just $67. 1m while in the same year its foreign debt
servicing increased sharply.

The position was reversed in 1974-1976 because the price of erude oil was
increased substantially to ailow Trinidad and Tobago’s nei foreign reserves to increass
markedly as a consequence. The foreign debt burden was very small in the jatter
period and could well continue that way in the foresceable future if the authoritics
continue to pay off their foreign debt quickly. 1t could rise sharply if the authorities
decide to borrow heavily on foreign capital markets Lo finance such heavy capital
projects a8 the alumininm smelter plant and the steel mgll.

An examination of the deployment of funds raised on both domestic and foreign
markets showed that they were used primarily to effect the developrfmnt programine.
The net retums were more schools, houses and in some instances moge roads and the
acquisition of certain privale companies. It also involved a mgssivé? investment in
human resources which paid rich dividends in the high standard of graduates coming
from the secondary schools and higher educational institutions. However, an assess-
ment of the administration’s fiscal stance suggesis that the main impact was on
demand rather than supply, in spite of its generous fiscal incentives to the manu-
facturing sector. The weak performance of the private sector meant that there was a
marked shortfall in the supply of job opporiunities to match the increased demand
brought about by the rise in school leavers and net increase in the population. To meet
this shortfall, the public sector was deliberately expanded at an increasing rate in the
perod 1964-1975. Iowever, many experts sugaest thai the capacity of the public
sector to absorb more agents on the job market could be reaching saturation point,

hence the need for a rethinking of the overal] development policy.”

Creditworthiness

As noted easlier, the administration expanded extemal borrowing (net) at an
annual rate of 14.0 per cent in the period 1964-19735. For this, the authorities had to
meet the stiff conditions laid down by foreign institutions, e.g., that the particular

L "
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f:;r:;]etct gen(;:;%tes & net return which would clear all cost; that the volume and maturity
SLAICture of its gross debt be such as to hold tl ‘ :
. § 1 e overall burden of foreipn d
v - ¢ ebt
;i;;ag:nt; tt: \:\;1 th:n ndreasortable proportion of net foreign exchange eﬂrningsge £ 20
DE + that e burden of foreign debt re N i i Tight
¢ . payments remains sustain; in li
the economy’s growth and leve] of income. Petnable i Hght of

su&ge;gl; streng}lh ofdthe Ceniral Government’s financial position today clearly
SEESLS that such eonditions can be met in the im i {
. mediate future, How i
period 1971-73, the net foreim reserves of ' vl th
. s S s of the government ran ta o
it threatened to marked] < e A that
2dly weaken the good credit record of the ini i

¢ tom he administration, :
go{:,lttmn which suggests that the authorities should always try to keep their forciwrr:
ebt repayments well within the 20 per cent limil of net foreign cxchange eamings ¢

TABLE 7 CENTRAL GOVERNMENT — PusLic Depy 1963-1975

{3m)
s at 31st Dec, Total External Internal Cumulative  Net Publie
Sinking Debt
Veur Fund Col. (1) —
Col. (4)

(N (2) (3) (4 (5)

1962 136.7 727
6. . &4.0 33.7 L

iggj 180,1 112.0 68.1 37.8 :ggg

214.3 121.0 93.3 4". 1.

. . 2.4

1:)65 232.5 124.5 108.0 47.7 i;‘lﬁg
1966 2661 1363 129.8 53.1 213,
1967 2982 1434 1548 60.0 2382
1968 338.8 1572 181.6 63:8 "75.3
1969 370.4 167.9 2025 72.9 597'5
1970 392.6 158.2 234.4 T8.0 314.6
.[.971 438.0 162.1 275.9 50.0 388.0
1972 533,01 1992 333.9 67.0 4(6.1
1973 625.9 255.7 370.2 71.5 5‘;8.4
1974 628.4 241.4 387.3 89.9 592-5

. 1975 636.0 232.5 413.5 105.2 529.8

Deficit Financing and the Balance of Payments

The government of Trinidad apd Tobago in its two five-year development plans
adopted & {(eynesian pasture of deficit financing Lo expand economic activit 11113 the
economy. 'llhe objectives of the plans were, as stated earlier, to effect a more rayid relntIL
f’f cco:_mf-mc growth, restructure the econemy from a subsistence level to f se -
industrialised level and train an increasing number of personne! locally to service I:;le
e?cpanded‘ public and p-rivale sectors. The effects of this fiscal policy mir the balanee ;f
E\‘:?::?is .weret flamagmg .enough to make the country show an overall deficit on
Surent : ,c‘wu'n m‘ tlhe‘ perfod 19§4'to 1.973. This position was only reversed when the
authorities changed the system of taxation on oil companics and netted a substantfai




TABLE 8  Pusnic DEBT AND DEBT SERVICING B
=

($m)
Debt Servicing
Year  Centrzl Amortization Amortization ~ Net i "‘"g
Government Total end and EOI%E; L% 8 g
Revenue National Local External Iocal  Sinking External  Sinking asXZt £ (MN+(8) (BrE+NHB) 5 —Iem
(Toral) Debt Debt  Debt Interest  Fund Inferest  Fund December (9} (1} : __; ; g
< Z e
m @ ® @ G © 9! @® ©) (10) an g &
1562 348.8 370.5 202.6 167.9 1L3 6.5 8.3 10.0 121.4 15.1 i0.3 8 *
1970 389.1 392.6 234.4 158.2 12.4 1.5 %1 10.8 106.6 18.7 10.2 % :
1971 465.0 438.0 275.9 162,1 4.5 8.2 9.0 11.0 156.3 13.0 9.2 = =
1972 553.6 533.1 333.9 199.2 169 11.8 10.6 8.1 110.4 16.9 8.6 ﬁ é
1973 591.2 625.9 370.2 255.7 21.6 14,1 13.0 104 67.1 34.9 10.0 [ ’ :
1874 18064 628.7 873 U4 258 16.0 284 63.1 768.3 1t.5 7.2 'é K
1975 2,260L5 636.1 413.6 2223 271 19.4 19.7 31.3 1,729.8 2.9 4.3 [ R % %
1976 25417 617.4 483.6 133.8 28.4 24,2 13.9 B%,2 2,415.6 4.3 6.1 EE L =
Sources: Central Bank of Trinidad and Tobago; Ministgy of Fingnce.
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FIGURE 2 TRINIDAD AND ToBAGO CENTRAL GOVERNMENT FIscar OPERATIONS
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SOCIAL AND ECONOMIC STUDIES

BALANCE OF TRADE (EXCLUDING C1L)
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FIGURE 4 TRINIDAD AND TOBAGO
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PUBLYC FINANCE IN TRINIDAD

windfall in oil revenue in 1974 and 1975 to tum the deficit on curtent account of the
balance of payments into a comfortable surplus. The question this paper wishes to
explore is whether there is a direct relationship belween the public sector deficit and
the overall position of the halance of payments in current account. The New
Cambridge School suggests that such a refationship does exist and that once the
finaneial operations of the public sector move in delicit, the likelihood is that there
will he a corresponding deficit in the cuirent account of the balance of payments.
Thus, once the government decldes on its overall deficit position in any given fiscal
year, one can safcly forecast the deficil of the current account of the balance of
paymenis. They hold this view because they srgoe that the position of the private
sectors always show a net surplus in any given financial year.

Because of lack of information one cannol analyse the performance of the
private sector in the period 1964-1975. However, as the table on Central Government
fiscal operations would show, the public sector did run 2 continuing deficit in the
period 1964 to 1973, And during this period, the balance of payments on current
accounts was in deficit on many occasions. For instance, the deficit on current
account of the balance of payment® moved from $7.3m in 1964 to $16.1m in 1966
and {rom $6.4m in {969 to $15.6m in 1970 rising to $45.6m in 1972, then dipping to
$32m in 1973. The position was reversed in 1974 when the public sector deficit was
turned into a comfortable surplus of $362.1m. In that year the balunce of payments
deficit on current account was sharply reversed {o show a surplus of $694.6m and ihis
trend continued in 1975 when Lhe public sector also showed an increased surplus.
Chances are that in 1976 the siluation would be the same if the public sector
continued fo show 2 surpius.

The evidence points to some loose correlation belween the public deficit and
harrowing requiremenis and the balance of payments on current account. Yet it is far
too early yet to say that the theory put forward by the New Cambridge School really
has made any substantial breakthrough in the field of economic theory and its appli-
cation. However, evidence in the United Kingdom, Jamaica, Guyana and other open
economies suggests that the argument shounld he taken seriously since all these
countries are in similar balance of payments difficulties brought about by their heavy
capital programme financed by deficil-financing (i2. borrowing from both local and
foreign market). Moreover, evidence also showed that revaluation of the currencies did
not in any way improve the overall position of their balance of payments. As & matter
of fact it worsened, Trinidad and Tobago could easily have been in a stmilar position if
it did not have a major foreign-exchange caming sector in the ofl industry. The
windfall that accrued to the government following the changes in the system of

"laxation in 1974 saved the day. Bul the lesson one can learn from this new theory is

that more careful management of fiscal operations of the public sector can go along
way lowards conserving badly needed foreign exchange earnings.

The New Cambridge School, like the Monetarist, mainly advocates long-term
planning based on sound fnancial policies in the public sector as a possible salution.
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CONCLUSION a
w| 9 3ag The examination of the [iscal management of the Trinidad and Fobago economy
= nweyTEITa . s 4 1s . .
-~ =0i¥ = for the period 1964 to 1975 highlighted a number of important lessons which Lesser
i Developed Countries (IDCs) can possibly learn in the years io come and the managers
¥ ggadgissd g of the public sectors in the More Developed Countries (MDCs) can note. The first
o = mnea £ : - . .
o BT 9 Y lesson is the need for far more planping to increase the overall effects of central
z povernment fiscal operations in the economy. The policy of deficit-financing to ex-
2 2 EE’-{‘;": aag g pand economic activities and effect the infra-structural development to transform the
= R a economy paid some dividends on the demand side but hardly affected the supply side
Y PPy
Y in spits of the generous fiscal incentives offered 1o private sector, In addition, the
g EE;E‘EEE% % policy secmed to have markedly influenced the expansion of base money in the
=gy = monetary sector which facilitated the rapid expansion of the money supply was not
g matched by a corresponding expansion in the supply of goods and serviges and the
- EE%QEEEE % demand pressures only served to push up prices of {ood, houses, Jand and motor
o N L € E - vehicles. Possibly, the managers of the central government fiscal operations can look
Q - . - g .
. = 5 < more closely at the overall financial effects of the fiscal policy to mitigate this adverse
g g §E§§;‘£§E g3 influence.
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‘ﬁ o e 8 3 Another lesson that can be kearned from this operation is the need to carefully
z A i P 2 - . . .
3] § BxTHEYs |4 g2 . examine the rax-yield of each component of taxes in order o get some prior know-
i} — ] - a - . . .
P v A ledge of what the likely outturn of the central povernment fiscal operations on current
é . 3 2 - account would be. The Trinidad and Tobago authorities were able to go ahead with
4 N T 0 Sy N ~
5 g 7 g‘%gj@.:; 33 :".: - their averall development plans because first, they knew that operations on current
n - ! Lo ] .% 4 account would generate a surplus and secondly, that the spending on current account
2 £ - g % & would be covered by the yield from taxes i any fiscal year, This markedly increased
gl o T R e Tt ! o - " . . SERp . - ; [P . .
3 & E\qug;¢§§ - L 5ES the credltwor!‘iuness of the Trinidad and Tobago authorities in the period 1964 ta
- ! (I S %8s % 1975 and assisted the government to finance the development programme by bor-
m & g tez B p p
o & 5 g rﬁ E rowing substantial sums of money on local and foreign markets.
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2 2 §¥TSRTTgs 2 S_ E % s The third lesson to be learnt is the need for meticulous debt-maangement policy.
= g 28 E 3 In the period 1964 to 1975 the Trinidad and Tobago authorities were able to switch a
= g Teananis % ; g 28 substantial proportion of their debt to local helders and away from foreign agents in
A £ EREA order to minimize the drain of badly needed loreign exchange.
] 5% 8
B - 3 g g T R . .
£ . » £% & Lastly, (though it might be too early to argue this) there could be some loese
A o548 T Eiei Lo . . . .
2 ?3" :f : % % 2 relationship between overall public sector surplus/deficit andfor borrowing require-
] = E = . sy -
L E 2 32 728z ments and the balance of payments in current account. In addition, the policy lever of
- =1 = T ou o oS oaou i ‘ i
g 2 5 i3 i g 5 £ revaluing the currency upwards or downwards does not necessarily mean that the
[ j g 8 £ H . : :
& .33 8 AC§ g 27 E balance of payments would be improved in the long run or the short-term, ¢.g. Jamaica
g Twul 4 292 2% 35 and Guyana. Careful planning of Ascal operations to control recnrrent spending to the
5 2% 383 = 38§ £:%: . panne 0P : pe he
= %:: E L53% 2 g ] E v g g £ size of the normal tax yield and maintain a capital programme more tzulo.red .to. i :
- S58%zs d Tos Ei e surplus generated on eusrent account can possibly go 2 Iong way towards maintaining 2
% o8 ‘_E: BEs% y S22 _'é _'_é § 32 healthy balance of payments position in the future. {lnd, %fthq_a need for‘borrowing to
'”%?‘: e & -+ 2838 finance an expansion of the capital programme arises, it might be wise to reduce
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recurrent spending even further to cover it.



In this way, most of borrowing could possibly be effected locally or very little
wotlld have to he borrowed extemally.

FOOTNOTES

YOne has to sdmit fhat the definition of fscal policy in this paper is somewhat resideted
since it attempts to discuss primaily the financial policies of government per se. In effect what is
implied as fiscal policy takes into account a policy mix of fiscal and lquidity policy aimed at
influencing consumption, employment, income distribution and other goals.

2 Reserve money implies bank reserves assets.

e New Cambrdge School seemed to have reversed the assignment rule as suggested by
Mundell where fiscal and monetary policy tuke care of domestle demand management and ex-
change rate adjustments to the balance of payments. In the new model, changes in (T-G} public
sectoy surplus or deficit determines the balance of payments and exchange rate adjustments deter-
mine the level of cutpul in the system. The new school seems (o concentrpte more on the medium
to long-term than short-l¢rm palicy recommendatons. .

*Calenlated by semi-log regression. All growth rate In this paper s caleulated by semi-log
regression. They do not represent annval changes. B, ™

¥

SFor analytical purposes, government revenue has been re-classfied in 2 way different from

the usual budpetary classification.

SThe term subsistence level refers to the pertod 1900-1956 of Trinidad and Tobage™s
economic history. During this colonial period, the cconomy seems to have just limped along when
compared to its rate of growth in the period 1962-1976. If one projects Trinidad and Tobago as a
dual econoiny, i.c. in that a (large) subsistence sector coexisted with o modern sector (oll sectos)
in the period 1920-1956, then one can possibly see the point of subsistence level

TNumbe: of persons employed by government rose by 20,000 in the period 1970-1975 while
in {he same perod private business increased their numbers employed by 3,000. Source: C.S.0.
(Annual Statistical Digest 1974, No. 22).

z3."[11 1967 and 1968 the B.O.P. (current account) moved into surplus. These were the years of
the first Arab/Israeli war. .



