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Resource-Rich Economiesé 

é face significant macroeconomic 

challenges: 

ÂExhaustible and volatile revenues; 

uncertainty complicates 

macroeconomic management and 

medium-term budget planning 

Â Intergenerational equity 

ÂLong-term fiscal and external 

sustainability. 
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Managing Resource Wealth 

ÂAvoiding a resource curseðan issue 

for Trinidad and Tobago? 

ÂAllocating wealth: consume, save, or 

invest? 

ÂChoosing a fiscal frameworkðis 

Permanent Income approach relevant? 

ÂDraws on ongoing IMF work on 

managing resource wealth and the just 

published Article IV staff report 
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Part I. Notes on a Resource Curse 

ÂDutch disease: non-tradeables demand 

pushes up prices undermining the non-

resource tradeables 

ÂGlobal price volatility is transmitted to 

the domestic economy and to 

government budgets 

ÂRent seeking behavior undermines 

institutional quality 
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Notes on Dutch Disease 

ÂAssessing real effective exchange rate 

developments is complicated by 

measurement issues in inflation 

ÂThe CPI methodology which is being 

updated has created an upward bias in 

food price inflation 

ÂCore inflation, which excludes food 

prices, has remained moderate 
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Exchange Rate Assessment 

ÂArticle IV staff report found that the 

exchange rate was in line with 

fundamentals under two approaches 

used for assessing exchange rates 

ÂUnder a third method that takes 

account the temporary nature of energy 

income, there is a tendency toward 

overvaluation in the medium termða 

need to nurture diversification 
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Dutch Disease in Tobago? 

ÂTourism sector in Tobago has had the 

weakest performance in the already 

badly hit region 

ÂSector faces competition for skilled 

labor by local government authority, 

which employs half of the labor force 

ÂAn indirect form of Dutch disease? 
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Price Volatility 

ÂThe countryôs budget has the greatest 

dependency on resource revenues of 

any country in the western hemisphere, 

as measured by resource revenue as a 

share of GDP 

ÂHigh fiscal dependence plus relatively 

short horizon for depletion horizon are 

not a good combination 
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Sensitivity of Fiscal Revenue to Commodity Prices 1/ 

(In percent of 2010 GDP) 
 

Sources: National authorities; and IMF staff estimates. 

1/ Impact on fiscal revenue of a 35 percent decline in commodity prices (consistent with past global recessions). 

Results for the 8 countries with public commodity revenue above 2 percent of GDP. 
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Reserve Horizon vs. Fiscal Dependency 
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Stabilization vs. Volatility 

ÂAlthough the Heritage and Stabilization 

Fund (HSF) has a stabilization 

objective, in practice it has served 

more as a heritage fund 

Â 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 

ÂShale gas increases uncertainty 
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Growth Performance 

ÂDiscussion of a possible resource 

curse should consider context of actual 

growth performance 

ÂEconomic growth in Trinidad and 

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 
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Part II. Choosing a Fiscal Framework 

This part will:  

ÂDescribe the fiscal challenges facing 

Trinidad and Tobago 

ÂConsider various reference points to 

consider in determining the pace at 

which resource wealth is drawn down 
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TTOõs Long-Term Fiscal Challenges 

ÂEnergy revenue is dwindling 

ÂSociety needs to determine a three-way 

balanceðconsume, save, or investðin 

using remaining energy wealth 

ÂThe 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 Medium-Term Challenge 

ÂThe current gap between revenue and 

expenditure represents growing 

deficits and debt which will undermine 

stability, eliminate buffers, while 

preventing savings for future 

generations 

ÂDelivering a legacy of resilience and 

savings will require a return to fiscal 

surpluses 
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Permanent Income Hypothesis (PIH) 

ÂTranslate the future stream of resource 

revenue into an equivalent stock of 

wealth in todayôs dollars. Wealth 

includes reserves, not just HSF balance  

ÂPIH: only the annual return on that 

wealth should be drawn each year, 

leaving the principal untouched 

ÂAn easy rule of thumb; also optimal 

under simplifying assumptions 
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Criticism of Permanent Income 

Â IMF has been criticized, including by its 

Independent Evaluation Office (IEO), for 

being too rigid in underpinning policy 

recommendations with the PIH  

ÂPIH is criticized in the literature and by 

country authorities as providing a fiscal 

benchmark which is excessively tight, 

particularly for developing countries 

ÂA case to frontload drawdown  

17 



Nature of Criticism1 

ÂCapital is scarce; the domestic interest 

rate exceeds world interest rate. 

Therefore, frontload consumption 

Â Inefficient taxation. Therefore, use 

windfall for public investment to 

support non-resource economy 

ÂHouseholds are credit constrained. 

Therefore, government should smooth 

their consumption 
1 For instance, Van der Ploeg and Venables, 2011 
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