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ResourceRI ch Econo

e face significant ma:
challenges:

A Exhaustible and volatile revenues;
uncertainty complicates
macroeconomic management and
medium-term budget planning

A Intergenerational equity

A Long-term fiscal and external
sustainability.




Managing Resource Wealth

A Avoliding aresource curseo an issue
for Trinidad and Tobago?

A Allocating wealth: consume, save, or
Invest?

A Choosing a fiscal frameworkad Is
Permanent Income approach relevant?

A Draws on ongoing IMF work on
managing resource wealth and the just
published Article |V staff report




Part |. Notes on a Resource Curs

A Dutch disease: non-tradeables demand
pushes up prices undermining the non-
resource tradeables

A Global price volatility is transmitted to
the domestic economy and to
government budgets

A Rent seeking behavior undermines
Institutional quality




Notes on Dutch Disease

A Assessing real effective exchange rate
developments is complicated by
measurement issues in inflation

A The CPI methodology which is being
updated has created an upward bias in
food price inflation

A Core inflation, which excludes food
prices, has remained moderate




Exchange Rate Assessment

A Article IV staff report found that the
exchange rate was in line with
fundamentals under two approaches
used for assessing exchange rates

A Under a third method that takes
account the temporary nature of energy
Income, there is a tendency toward
overvaluation in the medium termaod a
need to nurture diversification




Dutch Disease In Tobago?

A Tourism sector in Tobago has had the
weakest performance in the already
badly hit region

A Sector faces competition for skilled

labor by local government authority,
which employs half of the labor force

A An indirect form of Dutch disease?




Price Volatility

AThe countryos budget
dependency on resource revenues of
any country in the western hemisphere,
as measured by resource revenue as a

share of GDP

A High fiscal dependence plus relatively
short horizon for depletion horizon are
not a good combination




Sensitivity of Fiscal Revenue to Commodity Prices 1/
(In percent of 2010 GDP)

Colombia -0.7

Argentina -1.1

Peru -1.2

Chile -1.7

Ecuador 2.7

Venezuela -3.6

Bolivia -3.7

Trin. and Tob.

0 -1 -2 -3 -4 5 -6 -7 -8

Sources: National authorities; and IMF staff estimates.
1/ Impact on fiscal revenue of a 35 percent decline in commaodity prices (consistent with past global recessions)..
Results for the 8 countries with public commodity revenue above 2 percent of GDP. 9



Reserve Horizon vs. Fiscal Dependen:
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Stabilization vs. Volatility

A Although the Heritage and Stabilization
Fund (HSF) has a stabilization
objective, In practice it has served
more as a heritage fund

A In 2008/09 when oil and gas prices fell
by nearly half, the government chose to
adjust the budget and draw down
deposits in the CBTT

A Shale gas increases uncertainty
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Growth Performance

A Discussion of a possible resource

curse should consider context of actual
growth performance

A Economic growth in Trinidad and

12

Tobago averaged 4.4 percent during
1991-2011, with growth of 6.3 percent In

the energy sector and 3.3 percent in the
nonenergy sector




Part Il. Choosing a Fiscal Framewc

This part will:

A Describe the fiscal challenges facing
Trinidad and Tobago

A Consider various reference points to
consider in determining the pace at
which resource wealth Is drawn down
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T T OO0 s-TelmoFrsa@pl Challenges

A Energy revenue is dwindling

A Soclety needs to determine a three-way
balanced consume, save, or investo In
using remaining energy wealth

A The 2011/12 budget entails an overall
deficit. Without overall surplus, there
are no savings of energy wealth on a
net basis, notwithstanding HSF
transfers. Avoid borrowing to save!
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The Mediurterm Challenge

A The current gap between revenue and
expenditure represents growing
deficits and debt which will undermine
stability, eliminate buffers, while
preventing savings for future
generations

A Delivering a legacy of resilience and
savings will require a return to fiscal
surpluses
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Permanent Income Hypothesis (Pl

A Translate the future stream of resource
revenue into an equivalent stock of
weal th 1 n todayos dol
Includes reserves, not just HSF balance

A PIH: only the annual return on that
wealth should be drawn each year,
leaving the principal untouched

A An easy rule of thumb; also optimal
under simplifying assumptions
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Criticism of Permanent Income

A IMF has been criticized, including by its
ndependent Evaluation Office (IEO), for
neing too rigid in underpinning policy
recommendations with the PII
A PIH Is criticized in the literature and by
country authorities as providing a fiscal
benchmark which is excessively tight,
particularly for developing countries

A A case to frontload drawdown
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Nature of Criticisin

A Capital Is scarce; the domestic interest
rate exceeds world interest rate.
herefore, frontload consumption

A Inefficient taxation. Therefore, use
windfall for public investment to
support non-resource economy

A Households are credit constrained.
Therefore, government should smooth
their consumption

L For instance, Van der Ploeg and Venables, 2011
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