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INTRODUCTION

The factors which affect the size and distribution of
public,spending are several and varied. Their relative influence,
of course, &aries from one context to another, depending on social
“political and economic circumstances, The growth én&”strﬁcture
of the population, the level and pattern of employment, the level
and distribution of income, the tax structure, the_level of tax -~
rates, the adequacy (both-in terms of quantity and quality) of
- social services provided by private organisationms andrideological
orientation are some of the general factors that affeﬁt the
level of public outlays. There are certain basic functions
_(e.g. public service administration, maintenaﬁée of law and
order, defence, justice, the regulation of private activity,
etc.j which are common-to most governments. Involvement beyogd
“this may be motivated by ecomomic philesophy, politicél ideoleogy,
the failure of matket fortes fo opeTate 1in the desired way, or
by pﬁblic dissatisfaction with the raté,df-grbwth-br the duality
of development. This latter Factor has had a crucial bearing on
the level of government intervention in poor countries, in forms
rénging from control of certain essential services and the develop-

ment of the basic infrastructure, to participation or ownership



in productive enfefprises which may Beiiﬁportantrin the fulfill-
ment of national objectives. 1In many cases, the level and scope
of government involvement reflects a pragmatic response to
certain endemic social and economic conditions rather than a

purely ideological motivation.

HOwevér conscious government may be of the imporfance
bf their role in bringing about social change, because of
certain constraints the actual level of public spending may be
" below the desifed level. Revenue 1s one of the most important
of these constraints. It is often contended that in certéin
Qircumstances-the size of goVernmant expenditurerdetermines the
"1evel‘of_revenue. In an ultimate_sensé, however,rit is rTevenue
which places ailimit'on public‘spending. Since finance is only

one factor in capital formation, the removal of the revenue

constraint may not be suffitient in itself to accelerate develop-

ment at the desirable pace. Tﬁe presence of bottléneckslof
variéus kinds can complicate the process-df change. The ready
availability of funds itself, téo,rmay'affeét attitudéé-and A
-~ policies in a way that can r:tari Javeldpmeﬁt, or at least
increase its costs. In a situation where government spending

-comes to be informed essentially by vote-catching considerations,



or where not enough‘atténtion is paid to effiéiency in the use
of public funds, the wastage can be considerable. One can have
a situation where huge sums are Spen%TOn undertakings which
normally should cost only a fracﬁion of the -expenditure actually

incurred in their execution. The effect of this is that the

.size of public spending in itself'may not be a true indication

of real,accomﬁlishment.

The approach to the study of public expenditure tends
to take two main forms. The first (which is the more common of

the two)} uses thg cross-section technique which seeks to compare

certain public finance aggregates or variables in one country

N . . e . 1
with their counterparts in other countries within a given sample.
The criteria for choosing the members of the sample group can

wary widely, depending om the objective of the exercise. The

other approach used is esSentially a time series. analysis in-

which movements in the interested variables {defined in a given

context) are examined over time with a view to ascertaining trends

and seeking explanations for-the,changes*obser\}ed.2 Both

o e combined to do

bl

o

approaches have their veriants and ths tuc ¢
comparative studies over time. 1In this paper we use the time.

series approach in examining the growth and pattern of public



expenditure in Trinidad and Tobago in recent years The analysis
is conflned to the central government3 outlays and for the most

part covers the period between 1963 and 1983,

The‘papér is divided into five main sections. The firtst
provides some background data on the country in order to put
the analysis that follows in perspective. The second is devoted
to an examination of the trendé in expenditure and reveéenue
aggregates over the last two decades. The third discusses'the
comp031t10n of current and capital expendlture by using different
c1a551f1cat10n schemes in an effort to guage the significance
of vaernment sﬁending activities in the economy. In the fourth
we prdﬁide'a general overvﬁew of the Tole played by public
savings and borrowing in the finance of govérnment capital
expendifure. This includes a discussion on the trends in the
public debt hThe fifth. sectlon takes a CIlthal 1ook at some

of the current issues arising from the pattern of publlc spendlnc.

The Political, Economic and Social Background

By any definition Trinidad and Tobago is a small country.
Together both islands have a land area of 1,980 square miles and

.a population of 1.149 million.4 The populatioh is a young one.



In 1980 57% of the population was less than 24 years of age. Of
this,34.2% was in the 0-14 age group, 12.4% in the 15-19 group
and 10.4% in the 20-24 bracket. Only 5.5% of the population
was estimated to be overiés years. If we.assume that persons
in the 0-14 and over 65 years categories comprise the dependent
_populaﬁion (i.e. people not earning income); the ratio to over-
all pépulatioﬁ in 1980 would have béen around‘40%. The average
population growth rate during the 1953-73 period was in the
region éf—Z.Z%. Since 1973 it has averaged around 1.4%. Over-
-Lall, national income {im current terms) has increased at a
fasteT“rate thahrpopuiation growth:,rThis is rteflected ian the
movemeﬁtsfin per capita GDP (at factorcost)which,increase&
from about TT$§569 (US$332) in 1953 to TT$2,400 (US$1,225) imn
1973 and to an estimated TT§16,00¢(US$6,660) in 1983. (See Table
3). In real terms per capita GNP iS‘estimatéd to have increésed
byul.ﬁ% ovef.the 1960—76‘period'as'50mpared to 3.9% ovéf:the
1970-80 period.s This growth in per capita income haé to be
seen against a situation.where the distribution of income is
“highly skewed. In 1975-76 (the most recent period for which we
have data) the lowest 30% of household received 6.2% of total
income, while the lowest 50% received 19% as compared to over

6 _T-LIQJ"G_

30% for the top 10%‘of houéeholds; This is no reason to

. ' . . . e Lo T
believe that the situation has improved significantly since.



Although the buoyancy of the economy in recent years
has resulted in fairly.high lévels of emplbyment,'the problem
of creating enough job opportunities to kéep pace with the growth
of the labbur force remains an important area of concern.
Between 1970 and 1980 the unemployment rate is estimated to have‘
dropped from 12.5% to 8.8%. VAt the end of June 1983, the Tatio
is estimated to have been-around 11.1%. The ﬁajor factor in
the favourable growth rates experienced by the economy-in Trecent
fears has undoubtedly been the high levels of government spending
"which has béenrmade possible by:the revenues derived from the
oilhsector' 'Oné'bfrthefaygxxs most significantly affected has
‘been the constructlon sector and this can be r=ad11y seen from .
‘the followxng flgures. Of the roughly 400 000 persons employed
rin the latter part,bf 1982, 9.2% (25.5% in 1970) were in agri-
culture, 16.9% (20.8% in 1970) were in miniﬁg, quarrying,
Tefinigg and mgnufggtur;qg, ?5<7% (12.0%ii§:19?Olrinrconstruétion“
(includinﬂ government utilities),19.6% (20.9% in 1970) im
commerce and transport 28.6% (20.8% 4in 1970} in ofhef serfices
r(lncludlnw government). A large proportion of the jobs created
in Tecent years are of a nom-permanent nature, and these are

certain to be affected by any slow down in economic activity.



Anothef'prominent feature of the Trinidad and Tobégb
economy is the high degree of openness in terms of the dependence
on foreign trade. Over the period 1979-83, for instancZiiﬁg;
goods and services).averaged about 45% of GRP and imports about
the same. Trade is highly concentrated in oil which tends to
account for over 80%7of;dpmestic exports. Between 1979 and 1983
thé contribution of the petroieum sector to GDP {at current
factor cost) averaged about 33%. Despite attempts to diversify
the economy, petroleum Temains the most‘important determinant -

of the level of economic- act1v1ty-jaTh3ZEmpgztﬁﬁtzﬁﬁta?mfn&n%ﬂnf'

'thﬂalﬂ&ﬁd:ﬁﬁLﬁfﬂﬂ@ﬁ4a—ﬂ?*1h1$¥. The importance of agriculture”

inlthe econony continues fo decline, while the manufacturing
sector has so far failed to obtaind a significant plaée in the
économic structure either as a net eafner of foreian exchance_or
as a creator of employment opportunltles The larcely assembly
- type operatlons which have been encouraced offer limited scope
for local value_agded or job creat;on, given their orientation
and the capltal i%tensive nature of their production techniques§.

The estimated contribution of the various sectors to GDP {at

current factor cost) in 1982 were as follows: 0il, 28.9% (26.0%

e

in 1966), Agriculture, 2.57 (5.3% in 1966), Manufacturing, 6.0



(5.8% in 1966), Construction and Quarrying, 15.2% (4.2% in 1966),
Transport,.Storagé and Communication, 11.6% (15.2% in 1966),
Distribution, 9.9% (16.7% in 1966), Finance, Real Estate and
Insurance, 6.8% (8.0% in 1966), Electricity and Water, 1.3%

(2.0% in 1966), Government, 11.4% (8.S5% in 1966) and other

- services- 6.4% (8.3% inm 1966).

With respect to political arrangements the present
legal framework is provided by the Trinidad and Tobago Republican
Constitution wh;ch became effective on August 1,1976 and which
profides for the'appointmeht of'a.?reéideﬁtraﬂd‘fof the éstablish-
ment of a Parliament comprisiggra Senate- of 31 nominated members
and a Houée of Representatives of 36 elected membérs. The
system is based bn single member constituencies énd universal
adult suffrade which was infroducéd as far,back.as 1946. Since
'1956 power has been in the handg_of the People s National Move-
‘ment which currently holds 26 of the 36 seats in the Housg_of
-Representatlves Fallure of a strong Opp051t10n Party to emerge
as a p0551b1e alternatlve government has removed a great deal
of pressures for sensitivity to the public mood, which would have

been extant in a situation where organisations of equal or near

equal strength are vying for power.



Against the above background we now proceed to an exami-
nation of revenue and expenditure in Trinidad and Tobago in the

-peried under review,.

The Growth of Revenue and Expenditure8

Table I gives an iﬁdication of the gfowfh (in nominal
terms) of revenue and expenditure in Trinidad and Tobago. in the
period between 1953 and 1983. Current revenue (Consolidatéd
Fund as shown in Column 1) grew from $18S million in 1963 to
an estimated §6,362 million in 1983. - a fhirty three-fold
inéréase in this 20 year period. Since 1970 Government has
been operating what has been called an Qnemployment Levy'Pundg
'which.ié kept separate from the Consolidated Fund. Receipts
into this Fund ate shown in Column 2 of the Table. Column (3)
includes columns (1) and (2) as well as interest from the Funds
fof-LoﬁgTTerm:PrdjéctS"to which yesourcés have baen‘appfopriated
since 1974. The expenditure figures in Columns (S5S) and (6)
‘relate to all three Funds} i.ef_the_Consoii@ated Fund, the
Unemplbyment Levy Fund and the L.ong Terh Proiects Fund. It
should'be‘pointed out that the current exﬁenditure figures shown
~in Column (Sa) exclude loans and grants to Statutory. Authorities

and capital repayments and Sinking Fund contributions. Column 5 (
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Notes to Table T

1. Consolidated-Fund only.

2. Includes revenue from Unemployment Levy (Col. 2) and interest
on Fund for Long Term Development.

3, Column (3) plus capital receipts and grants. The figures
exclude loan receipts. '

4. Combined accounts of Consolidated Fund, the Unemployment Fund
and Funds for Long Term Development. Figures in Column 5(a)
exclude Loans and Grants to Statutory Authorities. Figures
in Column 5¢(b) 1include the latter expenditure. While both
columns include interest payments on the public debt, capital
Tepayments are excluded.

5. EBxpenditures from all three Funds i.e. the Comsolidated Fund
plus the Unemployment Fund plus the Fund for Long Term
Development. Column 6(a) exclude capital repayments (including
payments into Sinking Funds} which are included in Column °
6 (b). Both columns include loans - grants to Statutory
Authorities, as well as expenditures relating to the acquisition
of assets. : _

6. This column shows actual expenditure from the Funds for Long
Term Development. '

7. Actual expenditure from Unemployment Fund .

8. Recurrent teceipts for 1981, 1982 and 1933 exclude repaymenﬁ
of loans, which was included-in tHe figures for previous years.
This item is now included in Capital Receipts.

Re - Tevised estimates.

Sources: Central Bank, Annual Report, Various Issues; Auditor
Général, Annual Report. . Various Issues: Ministry
of Finance Estimates of Revenue and Expenditure,
Various IssUes; Ministry of Finance, Review of the
Economy and Review of Fiscal Measures, Various Issues;
€S0, Financial Statistics, Various lssues.




excludes the latter but include loans and grants to Statutory

Authorities._7_

Current expentidﬁﬁe (Column 5(b) increased from $§166 million
Cin 1963 td an estimated $6,496 million in 1983 - a thirty eight- |
fold incrgase; Total expenditure (Column 6(bD'0n the other hand
incredsed by more_than $9 biilion@xmore than forty-fold chaﬁge)

.over the period,

A close examination of Table 1 would show that thére has
been spéctacula;rintreases in all the aggfggatessince 1974, For
example, in the ten year period between 1963 and 1973, current
revenue (all Funds} increased by 5309 million at an average rate

~of 10.4%.. Between 1973 and 1983 the~correspondiﬁg increase was
$6,118 million at an avéragé rate of 29.6%. Current.and,total'
expendiﬁure figures gréw in a similar fashion. A comparison in
average growth rates of fevenue and eipenditure for sub-periods
within the series from 1953 is given in Table 2 which highlights
fhe coffelation in growth rates between the two aggregétes inra
more striking manner. It can be observed in the Table that even
in real termérgfowth ih the 1973-83 period was consi&erab%j nighacT

than in the previous ten vears.



TABLE 2

Average Growth.Ratesl of Public Finance
Aggregate for Selected Periods

Periods Current Total Current Total

Revenue Revenue™ - Expenditure Expenditure
Nominal
1953-1963 | 10.7 11.5 11.3 12.7
1963-1973 10.4 9.3 11.7 10.7
1973-1983 29.6 29.6 29.1 31.4
1953-1983 , 16.3 16.5 17.0 19.9
1963-1983 N 19.6 19.1 20,1 20.6
Real
1963-1973 , 5.2 4.2 6.5 - 5.5
71973-1983 ' 13.3 13.3 . 12.9 149
1 8.6 9.6 10.1

1963-1973 5.

1. Geometric average
- 2. Column 3 of Table.l
© 37 Colum- 4 of Table I~
Column 5(b) of Table 1
Colum 6(b} of Table 1
Current figures adjusted to 1970 prices. *

v U

Serres  Calculated from Tahle 1,



[t.is. recognised that it is difficult to draw meaningful
iconclusions by merely looking at the growth rates (whether in
absolute or percentace terms) of revenue and expenditure in them;
selves. To grasp the real significance of .movements in the two
aggregates, it is necessary to viéw them against changes in other
magnitudes, particularly against such variables as prices, national
'inﬁohé and population growth. A glance at Table 3 shows that
between 1963 to 1973 the proportion of recurrent revenue to GDP
(at current factor cost} fluctuated between 15.6 and 20.2%. The
corresponding ratio for 1953 seems to suggest that the proportiom
prevaiiingrduringvthe fifties mayrnot have been much different.
Since 1974, the ratio has risen markedly to over 30%. Receipts
ffom fhe Un~emplofment Levy during the seventies amdUntéd (bn
.average)-to between 1% and_S%rof GDP. Revenue. from the sale of
. stamps under the National Insurance Scheme™? (which is administered
;by a statutory bodard) Has avéraged around 1% of GDP. Together
Wfé%enﬁe:ffom the Un-employment Lévy and the National Insurance
Scheme tend to 1ift the current revenue/GﬁP ratio by about 2 to
3%, (1t should be pointed out that while the ratios in Column
{4) of Table 3 reflects‘receipts from the Un-employment Levy,
Tevenue from the National Insurance Scheme is-not taken int&

account. The significant increase in the revenue/GDP revenue ratic
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TABLE 1

Growth of Revenue and Expenditure in Trinidad and Tobago, 1853 to 1983

TTSmn ‘ ‘ . :

- (1) (z) (3) () (s (G)
 Year Narrow Un-employ- Broad Total ‘ o ; 5

Current ment Levy Current : Current . i Total Expenditure

Revenue Revenue Revenue Expenditure . S o— & ,

- (a) - L)y - (a) (b) = (e) {d}

1953 67.0 - 67.0 68.1 5u.1 57.2 68.9 70.4
1963 ~ 185.4 - 185.4 203.2 157.8 165.8 221.9 228.5
1964 202.9 - 202.9 204.9 174.5 © 186.2 238.7 M7, L
1965 206.2° - 206.2 238.3 182.9 189.9 - 2u2.2 250.7
1966 2144 £ 214.2 234.9 186.3 200.3 260.6 266.5
1967 226.8 - 226.8 260.3 199.0 ©  213.3 261.4 271.0
1968 268.0 - 268.0 28U .7 217.2 228.1 289.9 30u.8
1969 - 303.7 - 303.7 315.3 232.8 2U8.9 308.9 325.7
1970 313.2 9.6 322.8 - 327.4 257.4 274-.0 37L.7 390.1 ¢
1971 ©3uL.9 11.8 353.7 363.8 325.0 3u1.7 45,7 465.1 . (
1972 398.3 12.3 410.6 415.3 388.9 411.7 518.8 539.7 (
1973 476.0 14.6 Bou,1 4385.0 480.1 502.4 606.8 631.3 (
ie7w . 1,217.2 0.7 7-F 1,306.9 13387.7 S5u5. 3 679.8  959.2 1,038.3 (125.23 (1
1975 . 1,680.2 102.0 1,816.1 1,8u7.4 730.4 856.6  1,201.1 1,251.9 = {5u.8)( 1
1976 2,125.0 121..0 2,302.6 . 2,302.9 967.1 1,095.1 1,870.9 .1,984.8 (393.0)( 5
1977 2,749.1 176.0 . 2,985.5 2,991.4  1,140.9 1,318.2 2.,283.1 2,293.1 (602.9 ( &
1978 2,769.8 e ¥ 3,124.0 3,126.5 1.458.1 1.655.8 2 .892.5 .2.934.2 (797.5)C 8.
1979  3,Bu43.5 229.u 4,059.2° 4,059.3 2,229.6 2,596.7 4 190.9 4,237.9 (1,508.8)(2u
1980_ ' 5,771.4 416,3 6,472.0 6,496.0 2,222.3 3,152.8 5,486.3 5,910.5 (2,204.7)(23
1081% 6,617.6 201.0 7,032.7 7,064.8 3,135.9 3,586.4 6,675.0 6,753.3 (2,933.1)(28
1982 6,668.0 156.0 7,117.8 7,117.8 5,300.8. 6,046.9 9,473,1 9,573.2 (3,225.0)(54
1983 6,361.8 120.0 6,612.0  6,611.3 5,335.5' 6,495,8 9,333.8 9,661.8 (2,610.4)(19



TABLE 3

Growth of Revenue and Expenditurel in Relation to GDP, 1953-1983

- (1) : _
Year GDP at  Per Current Current = Total
Current Cap %'ta Revenue Expenditure Expenditure
Factor. GDP as a % of as a % of as a % of
Cost GDP GDP GDP
Smn . ER - <
1953 386 569 17.3 14,8 18.2
1963 1,038 1,123 17.8 18.0 22.0
1964 1,149 1,208 17.7 16.2 21.5
1965 1,183 - 1,220 17.3 16.0 21.1
1966 1,246 1,255 17.2 16,0 21.4
1967  1.337 1,324 17.0 15.9 20.3
1968 - 1,522 11,u81 17.6 15.0 20.0
1969 - 1,56L 1,523  20.0 16.0 . 20,9
1970 - 1,857 1,808 15.6 16.5 23.5
1971 . 1,748 1,691  20.2 19.6 26,6
1972 02,073 1,984 19.8 19.9 26.0
1973 2,579 7 2,845 - 19.1 19.5 24.5
1974 4,201 3,937 31.1 156.2 2u,7
1975 5,392 4,983 33.7 15.9 23,2
1976 5,213 5,659 . 37.1 17.8 31.9
1977 7,641 6,822 39.1 17.2 30.1
1978 8,182 7,241 38.2 20.2 35.8
1978 10,871 9,453 37.3 23.9 39.0
1980- 15,877 . 13,570 40.8 19.9 37.2
198L_ 18,129 15,23 38.8 -19.8 37.2
1982° 19,034 15,862 37.4 31.8 50.3
1983¢ 20,074 16,590 32.9 32.3 48.1




Notes to Table 3

1. All Funds

2. Based on mid-year population estimates published in the IMF
Financial Statistics and CSO, Annual Stat:stical Digest,
Varlous 1lssues.,

3. Column 3 of Table 1
4. Column 5(b) of Table 1
5. Column 6(b) of Table 1

P. Provisional

e. Estimate

Source:. Table I; IMF Financial Statistics, Various Issues;
o C.S.0., Annual Digest of Statistics, Various Issues;
Central Banmk Annual Reports, Various Issues; Ministry
of Finance, Review of the Economy, Various Issues.




since 1974 can -largely be attributed to the windfall revenue
:accuring to Governmenf in this period as a result 1érgély of the
several increaées in internatioﬁal 0il prices since 1973. Changes
_in the tax system'with respect to oil companies, has also been a
ccontributory factor, as has the expansion of domestic crudé oil

production.

When we examine the trends in expenditure in Table 3, 1t
can be éeen that recurrent expenditure'as a % of GDP showed no
clear trend during the period 1963 to 1975. The ratio fluctuated
between 15% and 20%. Betweeﬂ 1976 and 1981 it averaged around
'ZO%L In 1982 and 1983 it seems to havé c1imbed to over 30%1'Total
expenditure as a préportion'of GDP appeared to have intréasedr
-slightly from the early fifﬁies; but during most of the 1960's
remained_ét a little above 20%. Between 1970 and 1975 the ratio
averaged -around 25% és compared tb_§5% between 1976 and 1981.

In the 1982-83fﬁeriod it Tose to around 50%. It is appropriate

to p01nt out at this juncture that while there are certain limita-
zxo\mm.rn

tions attached to the use of the etpendlture/GDP ratio in -essgeme]-

messdng the growth of public expenditure, the measure does provide

a good indication of the growth of public spending in relation to

the growth of the economy. It should be borne in mind, however,



that not all public expenditure represent purchases of goods and

|

services produced in the econemy, as we shall see later.

The trend in the expenditure/GDP ratio is a good indicator.

of the expenditure elasticity, that is, the responsiveness of

\prenditure to changes in GDP. A rising ratio reflects on

lasticity coefficient greater than unity, while a falling ratio
indicates a coefficient less ‘than one. A constant ratio is

associated with a ratio equal to one. Fluctuations in the

TABLE 4

.. Expenditure Elasticitiesl

Periods . Current 5 Capital = ; Total

Expenditure” Expenditure3 Expenditure
1953-63 1.12 2.25 1.33
1963-73 ©1.37 0.58 1.19
- 1973-83 ' 1.76 - - 3.85 2.1

1974-83 - - 2.26 2,42 - 2.20
1953-83 2.21 4.72 2.67

1. All Funds

2, Colum 5(b) of Table 1 .

3. Pevelopment Programme plus Expenditure from Funds for Long -

Term Frujects
Column 6(b) of Table 1

i

Sour;e: Tables 1 and 3.



expenditure/GDP ratic reflects changes in the eiasticity co-
efficients from one period to another. A glance at Table 4 shows
that generally the expenditure élasticity (bofh with respect to
current and capital spending) has been greater than one reflecting

its tendency to rise faster than national income.

To put. the preceding discussion in pefépective we. combare
Trinidad and Tobago's tax revenue/GNP and axpenditure/GNPllrratios
with those of certzin selected countries (See Table §). As can
be seen, the ratios vary widely from coun{ry to country. At this
point 1t may be ﬁoted that for various Teasdns public spending
“has generally'teﬁded to grow'at a faster pace than national income,
-resulting in an increasing ratio over time for most -countries
both in the developed and developing world. Observers have for
iong Specuiated on the reasons for the Tising share of GNP taken
by the‘ﬁublic sector. . Writing in the 19th century the German
economist Adolf Wagner explained thér’expaﬁdiﬁg scale of state
activity' in terms.of both political and economic factors. While
it is not clear whether Wagner was concerned with the growth of
the absolute size of fhe puﬁlic 50Ctor OF 1U5 Felative givuwlh

(i.e. the growth in the tatio of public expenditure to GNP), modern
‘Tesearchers have tended to formulate ﬁagner‘s-hypothesis {or ‘law’

as some people prefer to call it) in terms of the latter inter-



TABLE 5

Tax Révenue and Expenditurs as a % of GNP (at markst.

prices) for Selected Countries, 1980

Countries Tax Revenue’ Current Total 9 1980 Per
' as a % of GNP~ Expenditure Expenditure Capita GNP
as a % of GNP as a % of GNP  US$ '
Barbados . 27 ) 2u . . 33 3,270
Brazil” , 19 . 18 ' 1% 2,180
 Canada 17 : 23 23 10,18
Costa Rica 25 : 32 - - 38 1,390
Guatemala 9 ( 8 .13 © 1,080
Guyana o 31 . : 32 ' 55 ' 690
India 11 - 13 15 : 230
Indonesia 4 14 - 28 450
Jamaica 23 28 37 1,090
Japan . . _ 31 i 15 9 29,020
Malawi o i8 : 14 37 150
Mexico B . 20 : 16 2h ' 1,380
Nigeriad _ 22 15 : 25 870
Norway - L1, o ©ouo ‘ L2 12,830
Sweden b - 35 u2 , 45 13,730
Tanzania 5 16 24 37 o 270
Trinidad and Tobago 35 : 21 .38 _ 5, it
United States 19 21 22 11,590
United Kingdom - = 34 o4l L3 8,520
Venezuela 22 18 22 3,910
-Zambia : 24 ) . 33 ' g - 580
1. TIncluding social secupity contributions
2. TFigures have not been adjusted to reflect lending-repavment

balancss. . - S

3. - At markst prices
&. 1979 '

5. 1977

5}

. Figures calculated gn GNP at factor cost.

Source: IWF, Government Finance Statistics Yearbook, 1982, World Bank Atlas,
Various Tssues; U.N., Yearbook of Statistics, Various Issues.




Vprgtation;lz The tendency for public expenditure -to rise at a-
faster rate fhan GNP is attributed’to both economic and non-

économié_factorsﬁ As one of the measurabie'economic vériébles,
per capita income has been widely used in exercises designed to-
explain differences in the éxpenditﬁre/GNP'ratio among countries

13 of high

an&/or changes in'therratio over time. Using a sample
income’ countries and low income courntries, Musgrave found a
positive relationship between the current eﬁpenditure/GNP ratio gh
per capita income for the gréup as a whole. Thisrfinding atr
first sight-appeared to be in full support of the rising-share
hypothesis; However, when the sample was disaggregate& into two
groups,(one.includiﬁg_cbuntfies above US$600 and the other
countries below US$300) it was found that the linear relationship
did not exist for the 1dwer income gfﬁup, ahd'conéequently he
concluded that the 'good fit' for the group as a whole merely
'féflgcted a difference in the average levels at the two énds” of

the .scale. 7

" In-a sub;equent workl4 ﬁhen Musgrave used tax revenue-as a
proxy for expendifiure he obfained assentially the same results,
that is, no significant relationship for the low income counfries,
and a negative one for the high income members of the sample. In

an effort to test the relationship between the expenditure/GDP
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ratio and per capita income for Trinidad and Tobago, we undertook
a similar exerciss to MusgravePS'(exéapt this one is a-timé series
analysis), using data for the péfiads 1963-83 and 1973-83. our
results showed a positive relationship between Government current
expenditure/GDP ratio and per capita eDP. (SeerEquations,(1) and
(3) of Appendiz I). The inclusion of the foréign trade ratio has
the.effe;thf increasiﬁg the Rz; but the coefficient of tiis
variable turns out to be negative. (See Equations (2) and (4)
QfﬂAppendix ). On the otFer hand”it is intefesting to note that
both per capita income_aﬁd the foreign trade ratioc have positivs
relationships with the tong expenditure/GDP ratio. . (See
Equatiqnsr(E) to (8) of Appendiz I). In fact a much 1a£ger pért'
of the moﬁéments in-the latter is explaine& by these-tyo variablss'
than is the case with the current sexpenditure/GDP ratio. This
wogldwseem to suggest a close relatiqnship betweeﬁ capital expen-
diture, Pper capita inéome-and‘forei*n trade.

Martin énd-Lewisjs argus that any attsmpt to attributs

: - .1 . .
the rising share of current basic 6 expenditures in GNP as a
function of rising per capita GNP in the rich countries of Furopea:

and North America is a fallacy of pest hoc nraoptar hoa. Tha




main reason why these countries_now;spend Telatively more on
their pubiic services is not because they are ficher, but because
they have a different conception of the duties of the State. The
-political, social and economic ébjectives of the state in develop-
ing countries méy explain why the corfelafion may be even less

in these countries than in the developed nations. The factors
‘bearing on the expansion of public activities and pbor‘countrieé
tend to differ in néture. In the former group, one observer
attributes ﬁhg rising share of public expenditure in GNP as the
probable result of "higher incomes and consequently largeT revenue
against the'backgfound of rising living étandards, the welfare
state pattern of_sbcial,services-and increased expectation of

) 17
-such servlces.”l :

This observation is not altogether irrelevant
to poor countfies, pérticularly as development proceeds; but the
more important determinant in the rising share of pubiic expen-
diture in the early 3t&gés of development relates to the'need 
“f@r'public investment in infrastructure and certain Basic Sbci;l
services, withdut thch increasing the output of the economy may
not be practicable. The 'Iumpiness‘ of many Catégérieé of over-
head investment, and the time 1épse before their effeéts start
showing up in the level of production, explains therhigh marginal

capital-output ratios that characterize many developing countries.



Also, because of social conditions, decisions very often tend to
be based not on efficiency considerations, but on the need to act.
as a mitigating force inxcombatina undesirable social trends.

ThlS can be seen partlcularly w1th respect to employment Even

in 51tuat10ns where Uovernmentg'can carry out their functions
‘with a reduced work forqe (and perhaps even more effectively),
they often-persist in meintaining an over-crowded bureaucracy as

a means of providing jobs rather than ofrincreesing production.
The security associated ﬁith employment in the public service

. may be one reason explaining the 1ow:product1v1ty in the govern--
Vment segtor,:andfthe‘greeter resources which are needed to provide

a given level of output.

" In the foregoing section we discussed the growth of public
‘.expenditﬁre in. telation to theﬂcrowth of GDP, and'explored,some of
“the influences that affect this Teldtlonshlp %: p01nted out
earller ‘the absolute growth of publlc spendlno also has to be
seen against the trends in .population growth and the price level
in order to gauge its sigﬁifiéance. When viewed against the |
growth of population and prices, the trcnds-in pusLic a:p;edi:uge
'since 1963 can be examined in Table 6. Mid-year population

estimates®® and the retail price index have been used as a defla-

tionary indicators. The deflated series are the nominal figures
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TABLE 6

Nominal and Deflated Per Capita Revenue
and Expenditure, 1963-1983

STT

Per Capita Per Capita 5 Per Capita 3

Current Revenue Curvent Expenditure Total Expenditure

Mominal Deflated Mominal Deflated - MNominal Deflated

(a) (b} {a) (b) (&) (b)

19863 - 201 J2u 180 290 247 398
pRSIL 2137 3u0 - 196 313 260 L1s
- 1965 ©212 0 7 333 195 308 257 403
19660 216 325 202 - 304 268 4ou
. 1967 . 225 332 211 312 268 396
i368 262 357 - 223 30a4 298 Lo7
1969 296 - 334 243 324 318 w23
1970 313 4gg - 286 345 379 49?2
1971 342 429 330 uln . 150 565
1972 - 397 456 . 394, 452 - 51T - 594
1973 468 - 458 w76 . 476 598 598
197U 1,224 1,002 _ 837 612 ' - 973 797
1975 1,680 1,176 . 792 555 . 1,158 811
1976 2,189. 1,410 1,000 put  1;813 . 1,187
1977 2,670 1,538 1,179 679 - . 2,056 - 1,184
1978 2,755  1,u45 1,465 766 2,596 1,357
1979 3,530 1,609 1,388 633 3,685 1,580
1380 3,532 2,156 2,694 1,045 5,052 1,880
1981 - 5,910 - 2,008 3,013 1,024 ' 5,675 1,928
1982 5,931 1,805 5,03¢ 1,533 6,378 2,428
1983P St2g l,tle 5,324-- 1.390 - 7,920 - 2,069

1. Column 3 of Table I~
Column 5(b) of Table [
3, Cclumn 6(b) of Table T

~N

p. Provisional

Source: Table I; CSQ Qaartefly Economic Report, Various Issues; CSO,
Annual Statistical Digest, Various Issues; IMF, Financial
Statistics, Various Issues




éxpressed in 1973 prices.19 An_examiﬁation of Table 6 éhows that
in both nohinal éﬁd rea1 terms per-capita revenue and per capita
expenditure have increased over the last two decades, Between.
1963 and 1983 per capita nominal current éxpenditure incréased
from $180 to $5,324. At 1973 prices, however, this latter figure
wés-worth only $l;390.  Between 1963 and 1983 per cépita total
“expenditure incfeased from §247 to an estimated $7;82C - or by
more than 3,100%. Inrreal terms; however, the increase was only
in the region of 500%. It is clear from theserfigufes that
‘despite the relatively high rate of inflation in Tecent years.
réal capifa-pﬁblic SPeﬁding has tendédto_indreaseT |

Composition of Current Expenditure

So far we have been looking at trends in total current
expenditure. Cleaﬁfly the composition of this expenditure over
_time 1is equélly ;mporéant,rif not more so, initrying'to gduge.
government's priorities and objectives ﬁithin the framework of 1its
overall responsibilities. Table 7 proyideé a breakdown of govern-
ment’s current expenditure for selected pericds batween 1082 and
1982. 'General Services' including defence and;justice tend to

take over 20% of current expenditure. Though the absolute expen-
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diture of this category has increased since 1962, as a propartion
of the tétél_it has fluctuated between 20 and 30% in recent years,
As a % of GDP, expendifuré on lgaﬁeral.servicesf amounts to about
5%. (sSee Table 8). Expenditure on 'social Services! (particularly
education and health) not only ac&ount for the largest share of
total current outlays, but has been ekperiencing the fastest rate
af growth among the categories shown in .Tz2bls 7,. The proportion
for this item increased from 34.7% in 1962 to-an estimatad 49% in
1982. As a percentage of GDP, social expehditure increased,frOm
5.2% in 1962 to 6.8% in 1979 and to-an estimated 13% in 1982. ihe
Vbuik of'the‘funds has besn channelled into education and health.
The share- of !eddnomic services! in the total has fluctuated betwee
10 énd'18%@; Agiiculture.and transport (imcluding storage and commu.

nication) are the two largest items 4in the category. Agriculturers



- Fuactional Classification of Government's Current bxpenditure, 13bz-u<

1962 ;1969 C 1974 1979 1982P

Smn % Swn . % . Smn % Simn % Son %

1. General Services 34.7 23.0 . B87.5 27.1 1u9.7 24,0 485.7 23.7 987.1 13,7
a. State Services 2.6 1.7 ~1.7 0.7 3.2 3.5 120 0.6 31.4 0.6

b. Fiscal Services 9.9 6.6 °~ 20.8 8.4 40,2 B.4 140.0 6.8 166.4 3.3

¢c. Foreign Services 0.5° 0.3 - 5.7 2.3 12.3 2.0 27.7 1.k UG .4 : D.9

d. Economic Regplatibn : 1.2 0.8 2.2 0.9 8.1 1.3 19.4 0.9 544 1.1

e. Other General Services 7.2 4.8 15.3 6.1 32.0: 5.1 107.3 5.2 214.8 4.3

f. Defence : .3 0.8 4.9 2.0 9.5 1.5 33.6 1.6 75.0 1.5

g. Justice and Police . 12.0 8.0 16.9 6.7 bl 7.2 45,7 7.2 399.2 8.0

2. Community Services 10.8 7.2 14.5 5.8 32.9 5.3 120.3 8.0 296.0 5.9
a. Roads 9.2 5.1 8.6 3% 21.5 3.5 75.2 3.8 205.1 H.1

b. Other Community Services 1.6 1.1, 5.8 2.4 11 .48 1.8 5.1 2.2 '90.8 1.8

3, Social Sepvitces 52.1 4.7 96.0 . 38.6 235.5 - 37.8 ©738.0 36.1  2,427.6 48.6
a. Education . 21.8 4.7 4.5 17.9 118.8 19.1 325.1 15.9 931.89 18,6

b. Health 18.6 12.4 28.8 11.6 66.1 10.6 200.2 9.8 S41.4 10.8

c. Superannuation Berefit5¢gnJ ‘ - ’

Social Welfare fervices 9.4 6.2 21.9 8.7 7.2 7.6 188.5 9.2 878.5 17.6

d. Housing . - 1.1 0.7 0.4 0.2 1.9 0.3 20.8 1.0 43.3 0.9

. e. Other Social Serv:ces 1.1 0.7 0.4 0.2 1.4 0.2 3.4 0.2 32.5 0.7
4, Economic Services . 21.3 bl 28.4 11.4 86.3 15.4 ©y71.1 1€.1 482 .4 8.7
a. Agriculture | 7.8 5.0 10.2 .1 36.2 5.8 - 111.5 5.4 214.5 LUER

b. Fuel and Power . - - 0.4 1 0.2 1.1 0.2 4.0 0.2 9.6 0.2
c. Transport,Storage & Comm. 13,2 g.8 13.8 5.5 18.9 3.0 40.0 2.0 175.4 3.5

d. Other Economic Services 0.5 0.3 4.0 1.5 40.1 6.4 215.6 10.5 82.9 07
5. Un-allocated Expenditure 31.7 21.0 42,5 17.1 109.1 17.5 330.4 16.1 80u .5 ig.1¢
z. Public Debt Charges?® 5.5 3.6 15.6 7.9 62.9 10.1 142.3 6.9 2271 4.6

b. Local Authorities 13.8 9.2 21.8 8.8 h2.4 6.8 179.3 8.8 432.2 8.6

c. Other Expenditure | 12.4 8.2 1.9 - 0.4 © 3.8 0.6 8.8 0.4 1M5.1 2.9

& 100.0 248.9 100.0 5 100.0 2,045.5 100.0 4,998.1 100.0.

Total Recurvent Expenditure 150. 623.



Notes to Table 7

1. Consolidated Fund only.

2. These services are administered by publlc %OFPOT&thHS and -
the amount given here does not reflect the . éxpenditure
on providing fuel and power to the communlty The same
could be said about housing, : '

3. Interest only.

4. These totals. may not'agree"with,thé totals in Table I not
only because they exclude the other Funds, but they may
include sums excluded from the Approprlatlon Acts. %:

]

p. Provisional.

Sources: Estimates of Expenditure, Various Issues; Review of
Fiscal Measures, Various Issues, Central Bank, Annual
Report, Various Issues : '




ngzéEéEéEEe sharé in total current expenditure has -amounted to
between 4 and 6%'in recent years. As a % of GDP agricultural
_eipendituré-has generally aﬁounted io around. 1%. The share of
transport, storage and communications in currenf expenditure
has shown a tendency to fall mofing from‘8.8% in 1962 to 2.0%

in 1979. The estimated figure for 1982 shows a small increase.

TABLE 8

Functional Categories of Current Expenditure
as a % of GDP, 1962-382 ' N

Categories - 1962 1969 1974 1979 1982
General Services 3.4 - 4.3 3.4 4.5 5.2
Community Services 1.1 0.9 0.8 1.1 1.6
Social Services 5.2 - 6.2 s.6 6.8  12.8
(Education) ' (2.2) (2.9) - (2.3) (3.0) (4.9)
(Health) - - - .9 (1.8) (1.6)' (1.8)  (2.8)
- Economic Services . 2.1 1.8 2.3 3.4 2.5
(Agriculture) | (0.8) (0.6)' (0.8) (1.0) (1.1)..

p. Provisional

Source: Tables 7 and 3.



In discussing publié spending-it.is useful to make a
distinction between transfer expenditures and expenditures on gooc
and services. The former, which includesitems like pensions, sub-
sidies, debt-interest, un-employment benefits, social assistance
etc.,.refers td payments which governments. make in an intermediary
capacity and as such do not represent claims by the government
'on-the'nationgé goods and services. Transfer payments are |
eésentially mechanisms for re-distribution. resources in the
community. 1In the case of public outlays on goods and services,
these,expenditufes involve gavernment in competition for the .
commgnityrs resoﬁrces. Expenditure on goods and services can. -
further be divided into current outlays and capital investmeﬂt.
Each of these categories of expenditure is affected by different
faétors,.and it would therefore be instructive to examine the
trends whiéh’have emerged in their composition within the frameworl

of. the overall growth-that has taken place. .

Tables 9 and 10 show the growth of current expeﬁditure
and its diﬁtribuﬁion by economic function between 1953 and 1983.
The share of wages and salaries in total éurrent expenditure
increased from $57 million (34%) in 1963 to $243 million (S51%)
in 1873, Between 1973 and 1982 there was an sbsolute increase

of almost 1,200%, but the share in the total fluctuated between



40% and §q%._ In_1983 the proportion is estiméted to have fallen
to about 38%. The trend in wages and sélaries payments is a
reflection of both increasing wages and salaries and on expanding
government ilabour'force.20 In absolﬁte terms interest payments
on the public debt have increased steadily over the. yeéars,
reaching an estimated $273 million in 1983. As a proportion of
total current eyxpenditure, however, this item accountedAsgzonly"
4.2% in 1983. Expenditure on ’other goods and services' has
fluctuated from year to year. The share of this item dropped:
from 44% in 1963 to 15% in 1973. It rose to 22% in 1975, but in
1983 fell to about 12%. In absolute terms transfers and subsidies
increased from §28 million (17%) in 1963 to $105 million (27%)

in.1973 and to §2,982 million (46%) in 1983.

In our 'transfars and subsidies’ category we have included
subventions given to the public utilities and other loéai bodies
tq'helb‘offset their operating deficits. We have not, however, -
included theﬁgasolene subsidy whichrdoes not pass through the
government accounts.21 An important-factor affectingrthe growth
of this ifem stems from the Government's attempt to mitigate
increases in the cost of living. Food subsidies: increased from

$30.5 million (18.8%) of total transfers and subsidies and 2.3%
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TABLE 9

Economic Classification of Government Current Expenditure,l 1953-83

Categories

- - o o P
1953 1963 /P73 qp7e 1975 /976 977 1Y% sbyp Jgo /9§s 1%®2 /983

Wages and Saiaries?

18.1 56.9  243.0 351.1 383.1 498.9 663.5 782.6 1,131.4  1,291.3 1,435.2 3,111.6 2,tuoh.u

Other Goods and Services 28.5 73.5 119.6 115.3 185.7 204.0 200.9  251.7 103.5  396.1 378.9  363.4 747y
Interest 1.7 7.3 au.6 51.2  u6.8 3.2 u2.6 80.3  125.7 125.0 179.4 160.u 272.5
Subsidies® 8.9 28.1 19.3 68.6  63.%  149.7 184.5  249.0 502.6 656.6 £ 819.7 1,083.1  1,189.3
Transfers a a B5.9 93.6 167.6 199.3  226.6 292.2 433.5 683.8 773.5  1,328.4  1,792.2
Total 57.2  165.8 5oé.u. 679.9 856.6 1,095.1 1318.2 1655.8 2,596.7 3,152.8  3,586.5 6,046.9 ©,495.8

Source:

P.

All Funds :

Includes Perscnal Emoluments, Wages and Overtime, NIS Contributions and the Un-employment Fund Expendituret .
Ineludes Food dnd Cement subsidies and subsidies te WASA, PTSC, Port Adthority, TETEC, and TELCO, but does not
~include agricultural and petroleum subsidies o _
Includes pensions and gratuities, Social Agsistance, Old Age Pensions, Food Stamps and transfers to local

authorities not other bodies. :

Included in 'subsidies!
Provisionsl

Ministry of Finance, Review of the Economy, Various Issues; C50, Financial $tatistics, Various Issiues.
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TABLE 10

Economic Classification of Government Current Expenditure, 1953 to 1983

Categories. 1953 1363 1973 197% 1975 1976 1977 1978 1979 1980 1981 1982 = 19837
Wages and Salaries 31.6 34.3 50.8  51.6 44.7  45.6 . 50.4 47.3 43,6 UE.0 40.0 SL.u 3B,
Other Goods and o :

Services 49.9  4y.u 1w.5  17.0  21.7 18.6  15.2 15.2 15.6 12.6 10.6 6.0 11.5
Interest | 3.0 4.4 7.7 7.5 5.5 3.9 3.2 4.8 ‘4.8 4.0 5.0 2.6  u.2
Transfers and : . ‘ ; ‘

Subsidiesd ~15.5  16.9 27.0 23,9 281 31,9 - 31,2 32,7 Ig.U HL2.4 u4.y 40.0  UE.9

Total | 100.0 100.0 100.0 _100.0 1§0.0  100.0  100.0 100.0 100.0 100.0 1000:100.0 100.Y

1. Figures ihclude loans and grants to Stafutory Authorities

P. Provisional

Source:



.of Tecurrent revenue) in 1974 to $291.4 million (12.1% of total

transfers and subsidies and 4.1% of recurrent revenue) in 1982,
Since 1983 a number of steps have been taken to reduce government
subsidy payments in- the context of the poor prospects facing

the 0il sector and their consequent impact on public revenue,

As a result of these measures food subsidy declined from $291

"miliioﬁ in 1982 to an estimated $231 million in 1983, and may

decline even further in 1984. The cement subsidy increased from
$8.8 million in 1977 to $89.4 million in 1982, but is estimated

to have declined to $4.4 million in 1983. Gasolene prices have

,also been increased iﬁ 1983 and 1984 in an gffort.to reduce the

subsidy on this item. One of the largest components in the
'transfers and subsidies' category is loans and grants to the
public utilities. The figure. increased from $22 million (21%

of tfansfers and subsidies) in 1973 to an estimated $910 million
12 .

(30% of transfers and subsidies in 1983). Recent increasesin .

certain utility rates may have the effect of reducing the need

‘for government's assistance to the utilities. A great deal,
(=] N a2 o

however, would depend on the Steps taken by their respective

managements to streamline operations and increase productivity.



fWhgn we look at the growth of expenditure on goods and
services and transfer payments in relation to the growth of GDP

an interesting picture emerges. Transfers and subsidies as a

&

percentage of GDP increased from about 3% in 1963 to 4.2% in 1973,
In 1984 the prcpqrﬁ?bh‘is estimated to havé climbed to about 15%.
The proportion relating to interest payments has fluctuated
arouhd 1% in the period under review. Wages and salaries as a
percentage of GDP increased from 5.5% in 1963 to 9.4% in 1973.
Between 1974 and 1981 the ratio averaged 8.6%. In 1982 it rose
td 16%. The estimated proportion in 1983 is 12.4%. The item
'?bthér‘goodé and services' as a percéhfage'of‘GNP fell from aBout
7% in 1963 to 5% in 1973. Between 1974 and 1983 the ratio

averaged 2.9%.°

Non-Current Bxpenditure

;Tn,thé}pfe?ious seétion we examined certain trends in Govern-
‘ment current Spendiné and somé of the fdctors;bearing oﬁ‘;hége- o
' trends. Though’'it is customary it make é distinction between
current outlays and ﬁapital expeﬁditure; this dbeé_ﬁpt méan that

the foimet 15 wastelul aud the latter useful. Indeed, it is often

difficult to decide what is current expenditure and what is
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TABLE 11

) 2 i

Economic Claéses of Government Current Expenditurel as a % of GDP,” 1953-83

Categories o 1953 1963 1973 1974 1975 1976 1977 1978 1379 1980 1981 1982 1983°

Wages and Salaries 4.7 5.5 9.y 8.3  7.L 8.0 87 10.4 10.& 8.1 7.9 16.3 12.4

Other Goods and ' : . ‘
Services - 7.4 7.1 u.8 2.7 3.4 3.3 2,6 3.0 3.7 2.5 2.1 1.9 3.7

Interest 0.4 0.7 1.3 1.2 0.9 0,7 0.6 0.9 1.2 0.8 1.0 0.8 1.3

- Travisfers and _ ‘
Subsidies? . 2.3 2.7 4.2 4.0 4.5 5.6 5.3 6.6, 8.6 B.5 8.8 12.2 1u4.9

Total Current L . - S ' -
Expendituret 1.8 16.0 19.5 16.2 15.9 17.§ 7.2 20.2 23.9 19.9 19.8 31.8 32.3

P. Provisional
1. The figures include loaps and grants to Statutory Authorit:es

2. At current factor.cost.

Source: Review of Fiscal Measures, Various Isgues; Table.3.

i

jén



" capital expenditure. Funds spent in trainiﬁg and educatioﬁ, fof
example, will be included in the current category, but techinically
this is investment in human capital, which eveﬂtually would have

an effect on the productive capacity of the economf. In this
phper we accept the Government dichotomy and try to discern
frendsﬂand policies as they are refleéted in_thé_pattern=of

allocation of public resources.

A glance at Table 12 shows that we have divided non-

Current Expenditure into four categories. Therfirst comprises
'iéapital repayment{and sinkingrfund contributioﬁs-which have grown
;conéqmitantiy Qith the growth of the public debt which we shall
“discﬁsé léter,' The~tota1_incraased from'$é.5 million (2.8% of
1tota1 expenditure) in 1963 to an estimated $328.0 million (3.4%
of total expenditurg) in 1983. The second category covers funds
made available (in the form of grants and.loans) to the statutory
'authorities‘sﬁch‘és-fhéipﬁéiic-frénsport;Servicéjcdéﬁoratidn,
Water and Sewerage Authority, the Port Authority, etc. We sHould
| paint out here that while this item is often treated as part of
the current account in the Official Eﬁfimétes; and even in the
Review of Fiscal Measures that accompanies the presentation of

the annual budget, it does alsoe include expenditure of a capital
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TABLE 12

Composition of Non-Recurrent Expenditure, 1953-1983

TTmn. ‘ . ‘ ) ‘

‘ (1) (2) ®m . @w () @ (7
Year | Capital Repayment Finds for Lon§ Loans and Development Sum of (1) (1) + (2) +(4) Current Surplus(+)

' and Sinking Fund Term Projects : Grants to Programme to (N2 : Deficits (-) as a
Contributions. Appropriations  Actual Statutory v - % of (6)
: Expenditure Bodies
{a) - (b))

1953 1.5 - ] s 3.1 11.74 16.3 13.2 o+ 74.2
1963 6.5 - ‘ ' 8.0 56.1 70.6 62.6 + 31.3
1964 . 8.4 - i 11.7 52.5 72.6 60.9 + 27.4
1965 8.5 - o 7.0 52.3 67.8 60.8 + 26.8
1966 5.9 - E 14.0 60.3 ‘ 80.2 66.2 ¥ 21.3
1967 9.6 - ' 14.3 48.1 72.0 57.7 + 23.4
1968 14.9 - ‘ 10.9 61.8 . 87.6 76.7 + 52.0
1969 16.8 - o : 16.1 60.0 92.9 76.8 + 71.3
1870 18.4 - 16.6 98.0 T133.0 116.4 + 41.8
1971 19.5 - , 16.7 103.5 139.7 123.0 + 5.8
1972 20.1 - 22.2 123.6 165.9 143.7 - 0.8
1973 24,5 - 22.3 104 .4 151.2 128.8 - 6.4
1974 79.1 400.7 ° { 125.2) 54.3 154.2 ’ 412.8 358.5 +174.9
1975 50.8 501.7 { 54.8); 75.4 289.7 - 470.7 305.3 +242.7
1976 113.9 517.7 { 393.0) 94 .4 - 382.5 983.8 8849.4 +135.8
1977 36.0 1,556.2 ( 602.9) 133.5 343.6 1,116.0 982.5 +169.7
1978 41.7 1,013.4 { 797.8) 156.1 - 435.2 1,434.5 1,278.4 +114.8
1579 47.0 1,370.4 {1,508.0) 320.0 85.5 1,961.3 1,641.3 + 89.1
1980 444.2 2,143.0 (2,204.7) 486.3 108.8 31,2440 2,757.7 +120.4
1981 78.3 2,981.7 (2,933.1) 450.5 155.4 : . 3,617.3 3,166.8 +108.8
1982 100.1 2,671.0 {3.225.0 746.1 + 195.3 4,266.5 3,520.4 1 30.4
1983’8 328.6 1,503.6 (2,610.4 1,160.3 220.0 : 4,318.7 3,158.4 + 3.7

Column 2(b) shows actual expenditure from these Funds in the respective years
Actual expenditure -

Column & less column 5{b) of Table I . _

All capital expenditures : re - revised estimates

A PO
PR

Sources: Review of Fiscal Measures, Various Issues; Estimates of Expenditure, Various Issues;
Central -Hank, Annual Report, Various Issues; Table 1.

Cn T o e e AT E Sl Sl T e R el hain fiEH




nature’.z3 A glahcé at Table 12 shows that Between 1963 and 1973
loans and grants to stétutory bodies increased from $8.0 million
(3.5% of total expenditure to $22.3 millionA(S'E% of total
expenditure) in 1973._-By'1983 the figure had grown to an
_estimated $1,160 million {12.0% of total expenditurg), There

may be two main reasons responsible for this growth. One 1is

the expéngiéﬁvfékiﬁg ﬁlace in thé capacity of these utilities
in respomse to thé growing demand for their services. " The other
hés been the inébility of almost all of them to cover operational
_costs, far less to finance expansion of‘plant capacity from
_interﬁal sources. This latter situation is to a large extent

the result of keeping user rates below economic costs.

The other two cétegories in the Table showing non-

current expenditure Telate to- resources placed in funds for long
'tgrmlprojects and money'exgende@ under the various de#elopment
prograﬁméSI* There aTe mo basic differences in the'objective$

to which expenditures under these items are aimed. There are,
however, a few points worth noting. -The figures under the_Defelpp~_
ment ProgTramme coiumn refer to outléys actually incurred in the
various fiscal years. Oﬁ the other hand, actual expenditure

from the 'Funds-for‘Long Term Projects’ in'any particular year

may be more or less than the total appropriations in that year.




A

The total of actual expendlture from these funds are shown in

hrackets under column 2(b). As can be seen in Table 12 the pract

of setting up;funds for particular undertakings started -as a
matter of policy din 1974, though it should be pointed out that.
before'this‘date ad hoc provisions were made for certain projects.

At the beginning of 1982 there were forty-seven funds in existence

.,_At the end of 1983 these had been consolidated into eightaen.

to -,

In the period between 1974 and 1983 total current revenue amountec
to $42.8 billion. Of thisﬁ$14.7 billion (34%) were appropriated

to long term funds. Actual expenditure from these funds up to the

end of 1983 amounﬁed to around $14.5 billion. This was more than

feur times the ekpenditure ($3.2 billion) under,the.Deveiopment
Progfamme_over the period 1963-83. Taken togetﬁer expendifure
from the-Long Term Funds and under the Development Programme
amounted to an estimated 29.3% of total expenditure in 1983 as cowmy

Development Program Speﬁding of 16.5% in 1573 and 24.5% in 1963.

Tab16513 and 14 give an indicatioﬁ of the main areas
where government development efforts have been concentrated in-
Tecent years. Since the Spec1a1 Funds have been administered
separatelykfrom the Development Programme, we have attempted to
provide two sets of breakdown: one relating to the Development

Programme between 1969 and 1974; and the other to appropriations

.
5

.2



Special Funds between 1974 and 1982. 'Of the total funds expended
on capitai projects in the 1969/74 period, 4.7% was spenl on
'genéral services', 27.1% on 'economic services', 39.3% on
‘soéial,services', 21.1% on 'infrastructure' devglopment and
7.8% on purchasing equity in private companies. Among the
economlc sectors, acrlculture and flsherles received the largest
share - 14, 5% of total expendlture In the soc1al SeTVlCES
category, education's share was 15.8% as compared to 21.4% for
'housing énd other'. Health received one of the smallest shares
in the overal total - 2.1%. In the area of infrastructure
'about115%-of total capital expenditure in the period went into

transport, roads and communication.

When Funds which have been set up since 1974 are placed
in functional categories thére appears to be shift of emphasis,
at - least in relatlve terms, among the various sectors. Of the.

" total appropriation of $14 7 billion made between 1974 and 1983,
30.6% was made to the ‘eCOnomic' sectors, 22.6% to the 'social!
sectors, 37.4% to;'infrastTuctureJ,~and 9.4% to fother sectors'.
In the economic group, agri:ultﬁf:'z_:“:re was 2.5%-compared

to petrbleumfs 17.7%, manufacturing 0.6% and commerce and

finance 9.8%. In the 'social' category, education and health



age

TABLE 14

- -

Annual ﬂﬁpropriations to Special Funds by Sectors, 1974 to 1983

Source:

Review of Fiscal Measure, Various Issues

TTémn
Sectors 1974 1975 1376 1977 1978 1979 1980 1981 1982 1983"%  Ten-vear Togal
J. Economic Sectors 380.0 305.0 171.8 98.0 114.0 240.0 670.0 865.0  1,205.0 443.4  4,492.2  30.6
Agriculture 73.0 35.0 ' 23.8 37.7 - - 500" 30.0 107.0 72.8 . 352.3 7.4
Petroleum 356.0 268.0 148.0 60.3 64.0 - 300.0 400.0 705.0 298.1 2,599.4 . 17.7
Manufacturing - - - 49.0 : - 10.0 35.0 - - 85.0 0.6
Commerce & Finance 1.0 2.0 - - 10.0 -240.0 280.0 400.0 400.0. 122.5 1,455.5 9.9
2. Social Sectors 2.7 1.1 129.7  363.5 494 .4 317.7 357.1 764.7 375.0 506.2 3,312.2  22.6
Education 7.7 .1 1245 71.8 38.0  736.6 1345.0 346.0 37.0 47,4 T1,040.1 7.1
Health - - - 19,4 - 20.0 40.0 75.0 13.0 89.4 261.8 1.8
Housing - - 2.6 131.7 450.0 48.1 150.0 , 315.0 385.0 374.4  1,756.8  12.0
Others - - 2.6 140.6 6.4 13.0 20,1 28,7 49.0 - 253.4 1.7
3. Infrastructure 32.0  193.6 211.4 1,000,5 . 360.0 662.7 860.9. . 960.0 813.0 450.6  5,479.7  BT.4
Transportation 12.0 3.0 04,5 ~ 450.9 226,4 760.0 538.9 . 574.0 4590 —  7,569.7 17.5
Communication - - 5,1 140.3 - 22.1 50.0 ; 90.0 81,0 - 387.5 2.6
Electricity - - 23.7 3%.7 . - 40.0 40.0. 18.0 9%.0 - 252.4 1.7
Water & Sewerage - - 2505 . 324.0 106.0 1i0.0 130.0  63.0 4.0 - 803.5 5.6
Other - 190.6  52.6 49.6 27.6 230,6 . 102.0. © 265.0 14:.0 495.6  1,466.6  10.0
4. Others 6.0 2.0 4.7  94.2 45.0 150.0 255.0 392.0 27.1.0 148.4  1,375.3 9.4
5. Total 400.7 501.7 517.6 1,556.2 1,013.4 1,370.4 2,143.0 '2,981.7 .2,67°.0 1,503.6 14,659.3 100.0
. 1 - ' . " o . ' ‘
6. (5) as a % of GOP 7.5 9.3 9.3 204 F2 M 726 /35 e {5 .0
re. revised estimates 1, at Factor cost -




TABLE 12

Central Government Development Programme Expenditure by Sectors, 1949-74

TT$mn

Sectors . , 1968 1970 1971 1972 1973 1974; 7 E%Eal oveg %%6%6 gl

1. General Services 3.2 4.9 5.0 5.7 7.2 1.6 30.6 4.7

2. . Economic Services ' 21.7 25.1 24.8 26.4 31.4 44 .8 174 .4 27.1
Agriculture § Fisheries 14 .4 11.2 12.2 13.4 18.2 23.2 92.6 14 .4
Industry & Tourism 2.9 115 5.2 6.0 3.1 2.6 31.3 4.9
Qther 4.4 2.4 7.4 7.0 10.1 19.0 ‘ 50.5 7.8

3. Social Services ‘ 19:1 32.5 48.2 42.7 ' 46.3 64.0 252.8 39.3
Education 5.1 8.0 14,2 19.0 15.1 40,3 101.7 15.38
Health 0.8 1.1 0.9 ‘3.3 3.3 4.0 13.4 2.1
Housing and : 6.6 12.4 18.4 11.0 10.0 14,0 137.7 21.4
Other , - 13.2 . 23.4 33.1  20.4 27.9 19.7

4.  Infrastructure B 16.0  18.4 25,5 25.9  19.5 30.8 . 136.1  21.1
Transport & Communication - 1.3 3.5 5.7 5.6 - 4.6 1.2 21.9  «.3.4
Water & Sewerage - 5.8 4.7 5.8 . B.6 7.6 10.2 ¢ 42.7 6.6
Highways & Others . 3.9 10.2 14.0 1i.7 7.3 19.4 71.5 11.1

5. Purchase of Equity in . . :
Public Companies - : 17.1 - 22.9 - 10.0 . 50.0 . 7.8

6. Total : . 60,0 © 98.0 103.5 123.6 104.4  154.2  643.9. 100.0

7. (6) as a % ofGDP (at eurrenl™ o | - 7 v
factor cost) - 3-8 5.9 5.9 6.0 g.o - 3.7

Source: Official Estimites of Expenditure; 0.A.S., Short Term Economic ﬁeports Vol.VI,
Trinidad and Tobaga, 1979. 5 : )

b



Government's Contribution to Gross Domestic Expenditure, 1953 to 15879

TABLE 15

9

Consumption Expenditure = Gross Capital Formation
Year (1) (2) (3) O G (6) (7) (8) ‘

Total Gov't, (2) as a Total © Gov't (5) as a 0il as a Manufacturing as a

$mn $mn of (1) $mn $mn % of (4) % of (4) % of (4)
1953 293.2 49.9 17.0 85.9. 13.6 15.8 37.5 ©.n.a.
1959 578.0 81.6 14.1 249.3 41.8 16.8 41 .01 n.a.
1960 642.9 87.8 13.6 285.9 47.0 16.4 35.6 "n.a.
1670 1,346.5 240.9 17.9 420.8 52.1 . 12.4 37.3 10.0
1971 1,421.5 289.5 20.4 639.3 71.1 11.1 49.6 6.4
1972 1,751.3 328.9 18.8 - 647.3 65.0 10.0 41.8 7.0
1973 1,949.3 380.3 19.5 ©620.8 © 757.2 9.2 40.4 11.4
1974 2,219.5 516.7 23.3 856.2 87.0 10.2 40.1 15.4
1975 3,224.6 - 708.1 21.9 1,150.6 93,2 8.1 49.2 8.0
1976 3,602.9 800.7 22.2 1,614.4  384.4 23.8 32.5 10.4
1877 4,584.6 1,030,3 22.5 2,219.8 n.a. n.a. n.a. n.a.
1978 5,278.4  1,243.5  23.6 2,712.9 .8, n.a. n.a. n.a.
1979  6,774.1 1,680.8 24.8 3,456.6 n.a. n.a. ‘n.a. n.a.
1980 8,060.9 2,036.1 25.3 5,492.3 n.a. n.a, n.a. im.a.
1981 9,922.9 2,781.7 28.0 5,215.8 \ n.a. n.a. ‘n.a. n.a.

7. not available.

a.

Source: Annual Report of the Central Bank,

1652-62; IMF, Financial Statisties, Various Issues;
Pian, 1983-86) Appendix VIII. | -

978 and 1979; CSO, The National fncome of Trinidad and Tobago,

The Imperatives of Adjustment (Draft Development




received 9% cbmpared té i2:0% for housing. With respect to the
appropfiations made for the development of the infrastructure,
“17.5% went into transportatipn (air, land and sea) development,'
2.6% into communication, 1.7% into electricity and 17.3% in water

and sewerage and other infra-structural development.

A glance at Table 15.shows that thérGovernment sector's
contribution  to capital formation varies widely from year to year.
-In absolute terms the contribution has increased over time, but
the'peréentage-shére has shown a tendencyrto fluctuate. Between
1970 andf1975'thé ratio declined from 17.4% in the former year to
8§.1% in the latter. In 1976 it increased significanﬁly, reaching.
24% in 1976, and one suspects it has since risen further as a
result of Government's high level of investment activities. The
trends shown in Table 14 pointrto a situation where govérnmenffs
current and capital ekpenditure (excluding . transfer payment;)rrh
-taken together'may now bé well in excess of 30% of Gross Domestic

Expenditure as compared to about 16% in 1953,



The saving on current eccount has Eended to finance a
significant’ part of capital spending (including loan repayments
and loans end orants'to statutory authorities) in:feeent years.

A clance at Table 16 (Col. SEb)) shows that between 1963 and 1973
there was an overall deficit in every year. Between 1974 and 1981
the baftern was reversed, and thére was an overall surplus in
every year, except. 1979. In 1932 however, 1a deficit of $2,455
mllllon was lncurreddnin 1983 this had 1ncreased to an estimated
$3,048 million. WheneveT total revenue was in excess of total

: ewpendlture an increase 1in cash balances took place. A'clance

~at Table 17 (col 4) shows that cash balances 1ncreased 1n every
iyear between 1974 and 1981. In 1982 and 1983 there was a ‘total
drop in cash balances of almost §4 billion. The figures 1in
columns (2) and (3) show that even in years when there was a _

. surplus, government etill resorted to borrowing, both iniernally..,
‘and externally. In the foiieﬁinQJSection we_examine‘eome of the

reasons for this, and look at the trends in the public debt.



_The-Pinancing of Capital Expenditure

- Column 2(a) of Table 16 shows the current annual surplus
or deficit in_thé 1963-83 period when 'loans and grants to

statutory'authorities' are not included in current expenditure.

"Column 2(b) shows the position when the latter item is included.

Column 5(&) shows the overall surplus {or deficit) when capital
repayment and contributions to sinking of funds ate excluded ffomn
the expenditure figures. Column 3(b) gives the balance when the
latter item is included in total spending. Tdaking the figures

in columh'Z(b) as the épprqpriate-current balances, it can be

seen that between 1963 and 1983 thefelweré'defidits oﬁlyrin-1972f
and 1973. Between 1974 and 1982 the sﬁrpluses assumed. significant.
prbportions as a result of the abnormal inﬁféases in oil Tevenues.
From a current deficit of §8.3 hillion in ;973, there was a -
surpius of $627 million in 1974. VThis-increésed to $3,446 million
in 1981. 1In 1982 the figure fell to $1,071 million and in 1983
to an estimated $116 million. Between 1974 and 1983, total
current re#enue amounﬁed to around $43,323 million while current
ekpenditure (including loans and grants to statutofy'authbriﬁies):

totaled $27, 484 million.



The Public Debt

Borrowing by governmehts 15 a normal and acceptable part
-of'publicrfinance operations, both‘in déveloped and developing
éountries. Public borrowing is undertaken for a number of
reasons-relatgd to different aspects of governments"functions.
A chaﬁge in the public debt may be incurred in the interest of
Stabiiiéétidﬁ objéﬁtives. Alsp; sincé“goﬁérﬁmeﬁf;”receipts_and 
outlays do not usually follow the same pattern over the fiscal
_'year, borrowing may be necessary in brder to meet temporary
~shortfalls in receipts. Unplanned deficits between receipts
“and payments aTé often financed by resort to borrowing. In
Situationsrwheré'raising'revenue through further faxation 1s not
feaéible,‘increésing the ?ﬁblic debt may be fhe'only means
through which a government can finance an‘expansion in'ifs'
a;tivities. In‘de#eldping.countries where the iévelrof savings
tend to Be'low and'expecﬁgﬁions high,'governmgnﬁs Eftep have to
-ﬁursué a higher-rate of growth than is warranted by the level of
domestic savings. In such-cifcumstantes where éssistancg in the
Jfofﬁ bf”graﬂts iswnot fofthéoming and the. further printing of

money is not feasible financing through borrowing is inevitable.



TABLE” 17 o
NMMQVﬂQWb I~ _anua/ (:afL g%/thay_fgﬁmga

) 2y . () - (4)

Overall : Loans (Net) Change in Cash Balan
Year ~ Surplus (+) ' Internal Externa Increase (-)
Deficit (=) (a) (b) : Decrease (+)
1973 - 1118 31.0 55.5 v 25.3
1974 428.5 33.5 -15.7 - 446.3
1975 646.3 13.4 -20.2 - 639.5
1976. 432.3 49.7 -80.3 . 401.7
1977 728.3 62.8 360.2 ~1,151.3
1978 234.0 . 27.5 257.0 - .518.5
1979 - 131.6 26.7 129.9 - 25.0
1980 - - 1,029.7 14.9 161.9 -1,206.1
1981 389.9 -12.4 2509 - 403.4
C1982 -2,355.3 113.7 265.2 1,976.4
1983T¢ -2,721.8 316.9 436.3 1,968.6

e «-?bW&LJ' lﬁgMaﬁz

Source: Ministry of Finance, Review of the Economy, Various Issues”’
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TABLE 138
Growth and Servicing of the Public Debt, 1963 to 1983

$mn o . . ' :

‘ ‘ ‘ : ‘ : (6) (7) (3) (9) {10)

Total Debt Outstanding. Internal External Total (6) as a Debt Col.(6) as Col(3)
‘ at End of Year ___bebt Ser-  Debt Ser- BDebt Ser- % of Total Ser- % of GDP a% ol
Year (1) - ({(2) c (3) vicingl™ = vicingl vicing Expenditure” vice - GhP

Internal External ‘Total {4) NGO (4) +(5) ‘ " Ratio !
1963 - 68.2 111.9 180.1 4.1 9.8 13.9 6.1 RS 1.3 17.3
1970 213.6 179.0 392.6 © 20.0 19.9 39.9 10.2 2.9 2.4 23.7
1971 275.9 162.1 438.0 23.1 19.9 43.0 9.2 2.6 2.5 25.0
1972 333.9 199.2 533.1 28.5 19.2 47.7 8.8 2.3 2.3 25.7
1973 370.2 255.7 625.9 35.7 23.7 59.4 9.4 2.1 2.2 24.3
1974 372.1 . 256.6 628.7 41.9 88.6 - 130.5 12.6 3.7 3.1 15.0
1975 413.5 222.6 0636.1 46.8 51.0 97.8 7.8 1.6 1.8 11.8
1976 - - 484.7 128.9 - 613.6 52.3 105.2 157.5 | 7.9 2.7 2.5 9.9
1977 557.6 499 .6 1,057.2 51.3 27.3 78.6 TN o 0.6 1.0 - 13.8
1978 599.1 - 756.5 1,355.6 63.0 62.0 125.0 4.3 1.3 1.5 6.6
1989 637.1 898.5 1,535.6 70.6 103.1 173.6 4.1 1.9 1.6 14.1
1980 661.8 1,047.1 1,708.9 77.3 494 .5 571.8 9.7 6.0 3.6 10.8
1981 . 631.2 1,074.9 C1,706.1 78.8 179.8 258.6 3.8 2.2 1.4 9.4
1982 756.9 1,338.1 2,095.0 79.0 285.1 264 .1 . 2.8 2.5 1.4 1.0
1983 *¢  1,094.8  1,774.8 2,869.2 101.7 510.2 611.9 6.3 7.7 3.0 14.3

1. Capltal (1nc1ud1ng Slnklng Funds) and interest payments, management expenses are included
in cols. (5) and (6).
2. Actual expenditure.
3. External debt servicing as a
Te. Revised Estimates

LA

5 of earnings from the export of goods and services.

Sources: Rev1ew of Fiscal Measures, Various Issues, C. S 0., Thé Balance of Paymeﬁts of Trinidad and Tobago,
Various Issues; Table I. ‘ -



A common feature of most developing countries in the
post;wér period has been a Tapid growth in public borrowing, both
internally and externaliy. There is an important distinction
between the internal &ebt'and the external debt, and this should
bgipointed out here. With respect to the former, pubiic borrow-
ing implies a tranéfer'of current purtﬁaéing pbwer from the
private sector to the public sector. There is no direct addition
to the Country's resources. Repayment of the dinternal debt
implies a reverse process. Borrowing frbm abroad adds to the
purchasing power of the country and permits the importation of-
real resources. Repayment bf-fofeign 1oans:ul£imately implies
- an outflow of goods and services. In view of these differences
it is- clear thaf internal borrowing is not a complete substitute
for foreign borrowing, and as such it is possible for a country
to have a high level of domestic savings and still be in need of
foreign funds in a situation where it has to purchase essential

‘requirements from abroad,

A glance at Table 18 shows that the total public debt of
~Trinidad and Tabagn oraw from TTEI20 ' million (62% external) at the

end- of 1963 to $626 million (41% external) at the end of 1973,



(defined as foreign debt service payment as a proportion of the
export of goods and services in the current account of the balance
of payments) has generally been of a relatively low order, evén in
Tecent years with the rapid growth in the foreign debt outsfanding.
Betwéen 1970 and 1982 the ratio averaged about 2.5%. In 1983

it 1is estimated to have Tisen to over 7%.

It is clear from the above discussion that in considering
the level of public debt there are a number of factors that has to
be taken into account. There is no dne'figure that.coubd'apply to
all countries or to the same. country at all times. Since economic
conditions vafy widely, a level that might bé small for one ﬁountryr
might‘be-too large for. another. One factor.thaf has a criticali
. bearing on the level of the debt-is_the use to which the funds are
Vput. Resources devoted to the expansion of the productive capacity
of‘the'economyienhances the ability of the country to service_its
debt in future years. For this reason it is essential that the
level of public borrowing be seen in a dynamic framework, or the
country-may_deprive itself of the benefits of foreign funds when
these are available. Borrowiﬁg, of course., to finance ﬁnn-prndurtiue"
exﬁenditures will puﬁ pressure on the servicing éapacity of the

country in future years.



and to an estimated $2,869 million (62% external) at fhe end of
© 1983, THéJinfernal component increased from $68 miliion at the
"end of 1963 to $1,095 million at the end of 1983, or by more thar
l16,times at an average rate of 14,9% per‘aﬁnum;,-On the other har
the external portion grew from $112 millioﬂ to $1,774 million or

by almost 16 times at an average rvate of 14.8% over the period.
. g P ,

;In order to see;the'growth in the absolute level of the
public debt in perspectife, we have to examine chaﬁges in this
magnitude in Telafion to movements in other variables which reflec
;the Performance-and éxﬁénsion of the economy. Column 10 of Table
18 shows that’as a % of GDP the total public debt outstanding
increased;from'17.3% in 1963,to{25;7%'in 1972, but declined to
-9}4%'in_1981. In-1983-the rétio'is estimatéd to have Tisen to ove:
14%; Total debt servicing, (interest, capital rtepayments and |
"management-expenses) as a % of total .expenditure increase@ from
6.1% in 1963 to Iz}b%qin 1974.-'The"ratio declined to about 3% inm
"1982, but is estimated to ﬁave risen to ofer 6% in 1983, As a %
'of_GDP total debt service payments increased from..l.3% in-1963 -
to.3.1% in 1974, Sinée'then'it-has'fluﬁtuated between 1 and 3.6%.
-With respect to the foreign debt, a common méasure used to assess
a coﬁnfry*s,ability to service thié particular componenﬁ 15 what

is often referred to as the debt service ratio. This ratio

P




Besides the direct borrowing undertaken by Government,
severaliof the industrial projects being promoted by the present
administration, either alone, or in Cdllaborétion wifh foreign
enterprise, are expected to be financed through external
borrowing. .Table 19 shows the amount of debt incurred in the
1974-78 period and the extent of borrowing that was projected
for the 1980-83 period. Here we can see that over 75 of Tringen's
-capital was furnished by debt finance. With respect to the Irton
“and Steel Combany, (which is now wholly-owned by the Government
_of Trinidad and Tobago, despite the initial intentions), the
debt/equity ratio is about #0/60 Thé_methanol énd aluminium
fpro;ects are yet to be realised.. Fertrin (a 51/49 partnership
with Amoco) is belng financed up to about 75% with the debt
capital. Some of the other projects (e.g. the LNG project-
including a tanker fleet and pipeline) eHV1saUed for the future
are expected to be undertaken on the ba51s of substantial foreioﬁ

Oxpehsive
borrowing. The decision to-set up these ~ enterprises on
debt finance seems tb be based on the premise that evenfually
they will Le able to perfofm sufficiently well not only tq justity
r-fheir huge capital investment, but to service the debt incurred

in financing their construction. Failure to perform in the



--As,indicated earlier, borrowing by governments in develop-
ing countriés is strongly_moti#ated by the need for funds to
finaﬁﬁe“a desired rate of growth. In the case of Trinidad and
Tobago, fofeign debt has grown side by side with a bulging
. foreign Teserve position. Foreign exchange reservés as a propor-
tion of outstanding foreign debt increased from less than.;Q?at
the end of-1973 to over 500% at the end 0ff1982; "Aspointed out
earlier, the expansion in'ﬁublic debt is only partly explainable
by the-desire for funds to meet.financing requirements. Another.
Tééson advanced has been the need to 'establish the country's
credit worthiness :in the international capital markets.’zg’

- Whether fhis,is a pléusible reason for incurring debt has been
jfhe subjéét of some controver5y¥ It has been argued that the
'pfemise on which this is bésed is quite illusory. While it is
easy to attract lenders omn the basis of a strong foreign reserve
portion, it does not necessarily follow that the credit-worthiness
estaﬁliéhed in such circumstanceés would necessériiy'proﬁé to be

of value in sitﬁation where the country is experieﬁcing-economic
-difficuifies; Lenders tend to put great weight on the prospect
fdr repéyment'rather than on past economic conditions or performanc

B



surplus of §751 million in 1981, however, was followed by a
deficit of $1,786 million of 1982 and an estimated $2,320 million
in 1983. With reépeét to the overéll perfdrmance the country
eiperiencéd'ahsurplus'in every yéar between 1974 énd 1981. Imn
1982, however, there was a deficit of 3647 million and this was
increased to an estimated $2,000 million-iﬁ 1983. The external
aséetsiof the Central Bénkﬁincféaée&mfrbmf$120 million' at: the
endrof 1973 to $7,876 million-at the end of 1981. This figure

declined to $5,504 million at the end of August, 1983.

As we saw earlier, the significant increase in revenue
which the government has enjoyed since 1974 as a result of
developments in the oil sector has had an eQually siénificant
effect on- the growth of pﬁblic spending. One can therefore ex?ect
any adverse developments in the o0il sector to have repercussions
on public ekpenditure policies. The windfall of'rggent yea§s;
has .enabled the government not only to-undertake certain capital
projects requiring large sums. of money, but has also encouraged
_a considerable expansion in current spending in the form of
svhsidies on 2 wide vanse of goods and services, increasedrwageS'
and salaries,'greater employment, increased pensions, etc. With_

the current glut in world oil supplies and the contraction of the



TABLE 19 -

Long Term Debts for Energy-Based Industries

Smm _
o 1974-78 L 1980-83

Industriss Gov't Other Gov't. Other
- Equity Debt _Equity Equity Debt Equity

Tringen's 307 203.4  29.3 - - -

ISCOTT (Iron

and Steel) 373.8 263.3 - - 265.0  901.3

Methanol - - - 115.0 173.0 -

Aluminim - - 333.4 - 839.8 -

Fertrin 55.0 161.8 52.3 29.0 - 293.0 27.8

‘Source: 1980 Budget Speech

projected way, could have serious financial implications for the
_Government, particularly if earnings from oil were to drop

significantly.

Some PfOblémsmandeséues

Since 1981 there has been a dramatic change in Trinidad
and Tobago’s balance of payments position, and this can be readily
seen in Table 20. Between 1974 and 1981 there was a current

account deficit in only one year, viz, 1979, - The current account



VThis qbncern_a;iées not only from the fact that the level of govern-
ment spending is the major determinant of the level of economic
acfivity, but to some extent from an awareness that the prospects
facing the energy«based projects at Poiﬁt Lisas. are not foo,

brigﬁt, and this can adversely affect government's revenue position.
It is also well known that certain typeé of expenditure once

“they .have been introduced, become a permanent part of the re-
current budget, and are mnot eaéy to reduce or eliminate without-
incurring serious social'consequences. As far back as 1978, some
of the current difficulties were foféseen by the then Prime
Minister and Minister of_Finance (Dr. Eric Williams) and a
Committee25 was appointéd "to review the pattern of Government
expenditure with particular reference to its distribution between
prbductive (inve;tmeﬂt) and non-productive (welfare) expenditure

in view of: | |

a-.- The increasing percentace of total etpendlture
to total revenue;

~b. Continued requests for reduction in income and
corporation taxes;

c. Government's subsidy programme; - -~ - -
d. The fact that oil is a wasting asset;

e. Government's planned industrialisation programme."



"domestic petroleum sector, great concern is being expressed about

the possible impact of these developménts on the local economy.

TABLE 20

Trinidad and Tobago:gafthaof Payments Performance 1973-83

TTSmn - ‘ - e
o (1) (2) : (3) - , (4)
Year Current Overall External
' - Surplus Surplus Assets of
Deficit(-} Deficit(-) Central Bank
-1973 - - 50.7 - 28.1° o 120.4
1974 576.0 602.6 - 807.3
1975 716.0 973.0 - 1,768.4
1976 618.7 563.3 - 2,432.1
1977 ~ 515.6 1,072.1 3,550.9
1978 86.5 776.7 4,312.0
1979 - - 87.0 879.1 5,089.6
1980 944 .8 1,472.4 : 6,546.5
1981 751.3 1,342.8 7,876.4
1982 -1,785.8 - 646.7 7,186.52
8 9

1983¢e -2,319. -2,005.8 5,503,

- e, Estimate
1. Year-end position
2. End of August position

Sources: Ministry of Finance,Review of ithe Evundily , vaiivus IsSley;
Central Bank, Annual Report, Varlous Issues; CSO The Balance
of Payments of Trinidad and Tobago, Various Issues.




o£ the general population. The Port is a case in point. Since .
extra charges incurfed by importers tend to be passed on to-
domestic consumerﬁ, an increase in the efficiency of the Port
may reduce the need fér government subsidy in order to help keep
‘down the cost of living. It is also generally well known that
one reason why many of the utilities have béen unable to increase
" their rdtes or tariffs to'deéiTéd tevels sféms directly from the
unsétisfactory services providéd by them. Public Tesistance to
periodic rate increases could be substantially reduced and the
gép beﬁween revenue and expenditure closed with the institution
of measufes designed to increase the quality of the service offered -
ByAthé utilities. The suBsidy borne by Government with reépéct

to gagolené is not unrelate& to the existing inédéquate»public_
transpdrt system in the country. Reduction or elimination of

this subsidy may need to be tied to an intensive effort to improve
transport facilities in a?way that can leadmdirectlnyT indirectly
to greater econmemy in the use of gasolene, or the effect of such

a policy may be-a worsening of the inflationary trends in the
egconomy. In sﬂbrt, whiie subsidies can sometimes be functional,
'#ery often they are simplyra compensation for badly conceived

" policies or poor management. and organisational deficiences which



Having looked at the evidence the Committee recommended:
1. that no new welfare programmes should be instituted
"nor should Government approve improvements in the
‘real value of existing welfare programmes;

2. that Government should be cautious in expanding"
permanent employment in the public service;

3. that there should be an immediate moratorium on
further tax reductions; and

4, that Government should commission a comprehensive
review of the tax system and the structure of
utility tariffs in order to ascertain the scope -
for additional taxation and higher user charges,

_ as a pre-condition to any decision for rapid
. expansion in welfare and other Tecurrent
T expenditure. :

These recommendations have had a deep influence on govern-
ment's policy since. By failing, however, to look adquately at
the cause and effect factors in the situations to which it drew
attention or to identify din detail the influences affecting the
main trends which formed the object of its policy recommendationms,
" "oT to examine the efficiency of public expenditure, the Report
showed some serious shortcomings. While the fiscal consequences
of certain courses were discerned, the underlying social ‘and . -
political factors were pardiy toucheda. 1t is well known, for

example, that inefficiency in the government sector exert some

effect (in some cases a significant effect) on the cost of Lliving



the-long-cbnstruction periods associated with some projects. The
shortages of materials is to some extent the result of failuré

- to guage~pro?er1y_the Tate of expaﬁsion of certain sectors of

ﬁhe ecbnomy‘and to implement policies which could have anticipated
the needs of a programme of rapid expansioﬁ. In short, the level
of government expenditure not only affects the rate of ecomnomic
progress, but to a considerable extent is conditioned by socio-
political forces and bureaucratic processes which have to be
explicitly-recognized in any analysis dealing with public expen-

~diture, and particularly with transfer items.

With respect to chances in the tax system, the Committee
qulte Ttightly felt that these should be undertaken only after a
comprehen51ve study had been done. The perspect1Ve succested
however, seems to be quite narrow, emanating as it seems mainly,
'if nbt entirely, from a concern with tax yields in_ relation to
Government's welfare and subsidy programms. -In a ‘situation where
basic conditions are under-going rapid chance the tax system
clearly has- to be etamlned in a much broader context, including
" such aspects as its effects on 1nrenf1veq and the relevance of
~ the existing Tates and structure in highly inflat10nary-c1rcum~

stances. Failure to do this is not only_likelf to make the tax



could not be correctedln@nwrely manipulating aggregate revenue

*
-and expendlture figures. Also, if a subsidy program is not well

structured, the people .it is intended to assist may not turn

out to be the ultimate beneficiaries.

Another aréa éhat might have been examined in greater
dgégh and whlch needs to be urcently analysed is the implica-
tions of -Government Lndustrlallzatlon programme for the fiscal
operatlons of the country in the next five to ten years. Some

of the projects involved are being financed to.a substantial

-degree by debt flna24f A basic pfemise of this approach is that

cdnédnm "
the enterprlsegwould be able to perform suff1c1ently well in the

international markets to help service the loans on which they are

being set up. Failure to meet this expectation could have serious

financial consequences for the Government, particularly in a

situation where the revenue from oil is beginning to decline. The

procedures governing the approval of government projects and the

spending of pubiic funds also need to be investigated. In an

inflationary situation delay is costly, and this is evidenced by

the large differences in the cost of several major undertakings

between conception and completion (in some cases the beginning

of;construction]. The lack of proper supervision also explains-

1



productive undertaknings does not seem to have been properly

thought out.

With ﬁhe'decline of international oil prices and the
contraction of the domestic oil Sector,rgovernment's féﬁenue
poéition has been adversely affected, and this has led to‘some
curtailment in spending which in turn is being felt on overall
economic activity. Between 1982 and 1983 real GDP declired by
an astlmated 3. 8° as compared to a positive growth rTate of 3.4%
in 1980/81 and 3 5% in 1981/82. The level of employment declined
by 1.3% between mld 198? and. mid-1983 and there is ev1dence that
;hls trend 1is COHtlHUlHU There is a tendency to descrlbe the:
“present,state:of economic affairs in the country-as a 'recg551on’
'which in the industrial countries (from &hich the term is borrowed)
’ 3
Tefers to'a temporary downturn in economic activity stemming
from a fall off in demand and 1nvestment - This is not the same
klnd of phenomenon belnc‘experlenced in Trlnldad -and” Tobago. Wlth
the decline of public spending and foreign Teserves (which in the
«boom_féars,éerved-to cover up weaknesses in the economy),:the
strucLuxal-pLubléms are vegLuning to re-assert themselves. Despite
rthe high levels of publlc spendlnd since 1974, the econoﬁy remalins

extremely vulnerable to external developments.  There has been



system a 'scapegoat' for deficiencies in other sensitive areas,
but may lead to the institution of measures and changes which

could increase the burden on Tesidents and also affect productivity,

Concluding Observations

In 1973 Trinidad and Tobago like most other Third World
countries was experiencing what the then Prime Minister and
Minister -of Pinénce referred to in his 1980 Budget Speech aé "an
in;reasihg gap between our national aspirations and our capacity
to achieve fhem.” Beginniﬁg around tggle_1973the'financiaI
capacity bf tﬁe country was sicnificantly-enhaﬁéed by increases,
-'1n 1nternat10nal 01l prices and the expan51on of the domestic 01l

'sector While the revenues gained from the o0il industry encouraged-
 a rap;d increase in current spendlng, a certain amount of savings
was éffected,,and_?@ese have played a major“pa;ﬁfih_the findncing
‘of capital formation in the economy, pafticﬁlarly in the area of
physical-infrawstructure and the wtilities. It has also encouraged
'government#l involvement in a number of highly'capital'infensive
industrieé baséd.on_the country's energy resources and int%&ed
rtto diversify the structure ofrproduction. The balance} hpﬁever

between spending on infra-structure and expenditure on directly



the hopes on which they Qere cunceived, and far from enhancing
government's revenue OT foreign reserve position as waé originally
intended, could adversely'éffect it in a very serious way, In

the short term, the government wduld need, of course, ﬁo institute
policies consistent with its changing Tevenue and foreign

Teserve position. These adjustment policies, as they are termed,
are likely £o";e5ult in a decline in real living-étandards, and
wouid,thefeforé, have to meet certain equity criteria if they

are to get public support; Very ofien short term policies tend

to affect the attainment of long term gbals, and in orderrto

avoid conflict there'woﬁld be the need for a clear articulation
of a‘develnpment)strategy-rather than a simple statement of

objectives.

T3
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‘Ollq‘o\[”‘

no significant impact on the productive base (or exports) of the
eéoﬁoﬂy where diversifiééf&on continues to remain an elusive

goal. 0il continues to be the key sector,. while agriculture has
declined concomitantly with the Tapid growth of the food import
bill which is nd_w in the region of TT$1,000 million. The manu-
facturing sector is still largely oriented towards the internal anJ
market, Given its dependence on external-sourcés for raw materials, '
intermediate and capital'goodé, its survival hinges critically |
on the availability of foreign eﬁchangerto finance these imports.

Since the viability of the new energy-based industries rests

. heavily on their ability to penetrate foreign markets, adverse
"developments in the latter will no doubt put further pressure on

~government's revenue and foreign exchange position.

igf If after several development plans and the huge windfall
of-1970'sfiittle progress has been made towards such fundamental
goals Iike greater agricultural‘production,-full~employment-aqq

economic diversification in terms of production and exports, this

-may indicate the need for critical appraisal of past and existing
strategies. Despite the lack of infofmation,on the energy-based

-industries. at Point Lisfas, it appears that in the present inter-
. B ;:4'_, ) .

national environment these enterprises will be unable to fulfil

Lo




Footnotes

1. See, for example, Alison Martin and W. Arthur Lewis, "Pattenrs
of Public Revenue and Expenditure', The Manchester School ,
Vol.23, 1956. -

2. See, for example, A.T. Peacock and J. Wiseman, The Growth of
Public Expenditures in the United Kindgom (Princeton: '
University Press, 1961). See also M.A. 0di2, The Evolution of
Public Expenditure (The Case of a Structurally Dependent
Economy: Guyana?/ (Mona:I.S.E.R., 19706)

3. Although there is-a ‘Local Government system in Trinidad and- - -
" Tobago, the highly centralised nature of fiscal operations
has left the Local Authorities almost powerless. Ths central
~government provides the bulk of the funds on which these
bodies operate. N '

4. Mid 1983 ‘estimate. The provisional census non-institutional
population for 1980 is 1.056 million.

5. See the World Bank Atlas, Various Issues.
6.. See Winston Dookeran, "The Distribution of Income in Trinidad

and Tobago (1957-1976).'" (Mimeo), Department of Economics, .
U.Ww.I., St. Augustine. =~ ,

7.. Some data from the 1980 population census seem to rTe-inforce
- this view. The following Table shows the distribution of the
employed population accqfﬁrng to income groups.
PR

‘H-"‘ L.

" Tncome levels. of thé popilation of Trinidad -19807 "

Income- Group Number Percent
Less than $100 - . 6,510 1.86
$100 - $499 ' 66,560 - 19.06
$500-$1,099 153,700 44000
- $1,100-%1,895 ' 55,130 _ 13.73
- $§1,900-§3,999 : 123,100 6.60
$4,000+ 13,750 ‘ 3.94
o _ 8.74

Not stated T 030,540

Source: The Imperatives of Adjustment, Draft Development Plan, 1983-
- 86, 1983,
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Government Current gpxpenditure

Total Government Bxpenditure

Per Capita gDP at ¢urrent pactor Cost'

Gross Domestic Product at Pactor Cost

Bxzports plus Imports

GCE

GDP

TGE

—

GDP

P
GDP

15.2141 .

23.7551

13.5721

30.5836
(0.0002681

2000690 4

i

20,2487

14,8440

7_0.0008350 PCI
_ (0,0002460)

0.,0007046 PCT
(0.0001252)

0.0007164 pcT - 0,1346 PTR

(0.0001247) (0.1192)

3

0.0007096 PCI - ©0.2397 FTR

0.001582 pCT

(0.0001345)

0.001571 PCT + 0.01206 FTR

(0.0007354) (C.129%)

0.001564 pCT
(0.0002620)

0.001604 PCT + 0.07615 FTR
(C.0003048) _ (O.24622)

(0.2165)

(1963-83)

D.,W, 1.99

Il

Rz{ = 62050}%
bW, = 1431
(1963-83)

R® = 64.98¢
D.W.. = 1.57
(1973-83)

' R? = 56.15%
D.W., = 1.54
. (1973-83)

rR? = 61.986
D.W. = 2.0 ...
(1963-83)
D.W. = 1.83
(1963-83) .

R = 88,474
D.W. = 10?2
- (1973-83)

R = 79.84%
D, W, = 2.08
(1973-83)

- ,Rg =“80.08%



- 10.

11.
g
13.

14.

The data used in this paper (except where otherw1se
indicated) come from several sources. Among the major

ones are: The Ministry of Finance, The Review of Fiscal
Measures and The Review of the'Economy, Various Issues; -
Central Bank, Annual Report, Various Issues; Ministry of
Finance, Estimates of Revenue and Expenditure, Various
Issues; CSO, Financial Statistics, Various Issues, and the-
Auditor General Annual Report Various Issues. It is
necessary to p01nt out Tpartlcularly with Tespect to revenue

- and expenditure figures) that there are often large and

unexplainable differences between the data appearing in
the various sources. It has not always been possible to

- reconcile the dlfferences

The Un-employment Levy was imposed in 1970 (Act No.1l6) to
provide the Government with additional funds to help relieve
the unemployment situation which came into sharp focus
following the disturbances in that year. The Levy is
essentially a tax (5%) on the chargeable income of individuals
and companies beyondZcertain amount. The original figure

for individuals was §10,000.00, but since 1979 it has been
increased to $20,000. OO

Thls scheme has been in operation since 1973, Receipts from
the sale-of stamps increased from §47.4 million din the
financial year ending 30.4.73 to $87.8 million in the
financial year Endan 30.6.79. This latter flcure was
equivalent to,lessrthan 1% of the country’s 1979 GDP,

We use GNP Lnstead of GDP hecsause data on the former were
more easily avallable

Seg, for etample “Richard Musgrave, Fiscal Systems (Mew
Haven Yale UaneTSltY Press, 1969), p.74. '

The sample consisted of about 30 to 40 countries and data
related to the middle 1950's. : :

Richard A. Musgrave and Peggy B.'Musgrave, Public Finance

in Theory and Practice {(London: McGraw-Hill Inc., 1973)
p.124.




15
16.

17.

18.

19,

Martin and Lewis, op. cit.

Defined as expenditure on administration, economic, education
and health services. , -

D. Horowitz, ”deernment‘ExPénditure in Countries of
Acceleratéed Growth", in A.T. Peacock and G. Hauser (eds.)

- Government Finance and Economic Development (Paris:0ECD,

19637

Mid-year estimates published in CSO, Annual Statistical

Digest, Various Issues and IMF, International Financial
_ Statistics, Various Issues. :

The index based-in Sept., 1960, was spliced with that based '
in Sept;,71975’and the base shifted to 1973.

For instance, in the period between 1976 and 1979 the

numbers employed in the government services increased from
66,900 to 80,810. The figures exclude workers in the Develop-
ment and Environmental Works Division (DEWD)

This subsidy was introduced in 1974 and applies to ‘local
sales of certain petroleum products. The mechanics of the

. arrangements are as follows:

The refineries sell gasolene destined for local consumption
to the National Petroleum Marketing Company (NPM) at the
international price. It is then sold.by the NPM to domestic
consumers at a controlled price. The Governmment then re-
imburses NPM and bills the cost of the subsidy to:the oil
producing companies. - The Latter, are however, permitted to

. offset the amount as a production cost in computing thelr:

tax liability. The Govermment, therefore, by foregoing the
revenue which would have accrued, shares the cost of the
subsidy with the o0il producing companies.

Between,1974 and 1980-the subsidy is estimated to have

" amounted to $753.3 million. Of this, tGovernment's share

(cost to revenue) was $403.0 million.
See Budget Speech'1979,7p.55 and

Budget Speech 1980, p.71.



22.

23,

24,

"Z5.

These figures exclude loans and grants to B.W.I.A. and
Caroni Limited, which in 1983 amounted to about §250
million." : '

To obtain total expenditure we would have to add column 5(b)

of Table 1 (which include 'loans and grants' to statutory
bodies') to column 6 of Table 12. Alternatively we can

—, add column 5(a) of Table 1 (which excludes 'loans and grants

to statutory bodies') to column § of Table 12.

See the 1978 Annual Report of the Centfal Bank, p.23.

The Committee’s Teport was entitled Report of the Committee

to review Government Expenditure (sometimes referred to as
the Bobb Report after its Chairman, Dr. Euric Bobb).




