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What I will cover 

• Depletion of the oil and gas resources of T&T 

• Utilisation of resource rents 

• Evidence and theory around the distribution of 
resource rents 

• Analysis of the distribution of resource rents in T&T – 
fuel subsidies and human capital 
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What has happened to oil  
and natural gas production in T&T? 
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And time to exhaustion? 
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This has led to significant depletion costs 
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Some literature on resource rent utilisation: 

• The literature on the resource curse also suggests 
that countries with windfall resource revenues do 
not utilise the resources appropriately and 
rent-seeking behaviour could also lead to inefficient 
uses of the rents, such as that used on subsidies – 
see, for example, Auty (2009), Auty (2007) and Seers 
(1964). 
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Furthermore: 

• Rent seeking behaviour encourages the government 
to spend resource rents on items that lead to an 
accumulation of resource rents among higher 
income groups. 

• Governments in resource abundant countries try to 
pacify poorer members of society who might not be 
gaining directly from a resource boom by spending 
on consumptive goods which could include fuel 
subsidies. A breakdown in the virtuous circle. 
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Virtuous Circle 

  

Source: Birdsall et al. (2001) 
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However, the virtuous circle is broken  
in resource abundant countries 

 

Source: Birdsall et al. (2001) 
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Detailed examination of a poor use of 
resource rents – fuel subsidies 

• Fuel subsidies can impose heavy opportunity costs 
on a resource exporting country  like T&T. 
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Opportunity cost as a % of 
government oil revenues 
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Implications 

• If it imposes a huge opportunity cost, the benefits 
should be worth it! 

 

• In addition to opportunity costs,  there are significant 
costs to the Ministry of Finance – TT$ 2 - 4 billion. 
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How are the benefits distributed? 

• How is this calculated? 

• Identify the price increases to be analysed for each 
petroleum product. 

• Estimate the direct impact on each household as a 
result of these price increases.  

• Estimate the indirect impact on each household 
income group due to the resulting price increases on 
other goods and services 
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Analysis 

• Four main products – gasoline, diesel, LPG and 
kerosene ( accounts for over 90% of total 
consumption). 

• Assess the income impact if these products prices 
were increased to international prices in 2000 and 
2008. 

• This gives the household income benefits associated 
with the fuel subsidy. 

• In 2000 and 2008 this meant that prices should have 
been 24% and 69%  higher respectively. 
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Analysis 

• Used household budget survey data. 

• Price shifting model to determine what will be the 
impact on all prices from an increase in fuel prices: 

 

• Direct impact  

• Indirect impact 
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Result: How are the benefits of fuel 
subsidies distributed? 
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Real income benefit effect of subsidy 

2008 2000

Income Group of 

Household per month

TT$ Real 

Income 

Effect per 

annum

Total 

Percentage 

Real 

Income 

Effect

TT$ Real 

Income 

Effect per 

annum

Total 

Percentage 

Real 

Income 

Effect

All Groups 5,628       6.7% 840           2.2%

< 1,000 1,584       3.6% 156           1.4%

1000– 2999 1,368       4.0% 348           1.6%

3000– 4999 2,364       5.0% 720           2.0%

5000– 6999 3,492       5.6% 1,164       2.3%

7000– 8999 4,728       6.1% 1,536       2.4%

9000– 10999 6,384       6.7% 1,776       2.5%

11000– 12999 7,656       7.3% 1,860       2.3%

>12,999 12,216     7.8% 4,176       3.2%
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How is human capital distributed? 

http://www.european-centre.org/wp-content/uploads/2011/05/lse-logo-150.gif


Quick examination of education 
expenditure (2000) prices 
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Measuring human capital 

The alternative methods for calculating human capital 
can be categorised into three distinct approaches 
according to Greaker (2008).  

 

These are: 

• The cost-based method which measures human 
capital from the input side. 

• The revenue-generating method which measures 
human capital from the output side. 

• The current stock characteristics method. 
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Output Approach (the Jorgensen-Fraumeni approach) 

• Construct a database on the economic value of 
market labour activities for different categories of 
individuals.  
 

• An algorithm was then constructed to calculate the 
lifetime incomes for representative individuals for 
each classified category in the database.   
 

• Representative per capita human capital for each 
category of individuals is applied to all individuals in 
that category. This is then summed to estimate the 
aggregate human capital stock. 
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The lifetime labour income for a representative worker becomes: 

 



PLIage
edu

 
Present value of lifetime labour income for a representative individual with 

educational attainment level edu (none, pre-primary, primary, secondary, university 

and other) and age (17–60). 



EMPRage

edu

 
Employment rate by age and educational attainment level 



Wage

edu
 Annual market wage rate 



SRaget  
Survival rate age + t 

r = 5.9% Annual growth rate in wages 

 = 8.75% Annual discount rate 
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The stock of human capital, HK, is: 



WPOPLNage
edu

 Working age population in labour force 



PLMage

edu
 Probability of participating in the labour market at a given age and 

educational attainment level 
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Human capital estimates and distribution (2008) 

Income group of head 

TT$ per month 

Average Household 

Income from 

employment per 

annum TT$ 

TT$ Human capital 

per capita 

Rate of return on 

human capital 

Less than 1,000 116 272,888 0% 

1,000–2,999 6,494 235,697 3% 

3,000–4,999 18,985 448,601 4% 

5,000–6,999 33,128 583,665 6% 

7,000– 8,999 49,398 736,919 7% 

9,000–10,999 66,190 753,813 9% 

11,000–12,999 81,287 677,492 12% 

13,000–14,999 98,980 700,854 14% 

15,000–16,999 120,604 927,906 13% 

17,000–18,999 128,050 970,603 13% 

19,000–20,999 150,000 572,637 26% 

21,000–22,999 162,602 616,021 26% 

23,000–24,999 174,815 548,627 32% 

25,000 and Over 255,152 899,668 28% 
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Conclusions: Fuel Subsidies 

• Significant opportunity costs and financial costs to 
Government. 

• Benefits regressively distributed. 

• Untargeted subsidies don’t benefits those who need 
it most. 

• Reforms are required – better use of revenues and 
expenditure. 

• Phased removal of subsidies required. 

http://www.european-centre.org/wp-content/uploads/2011/05/lse-logo-150.gif


Conclusions: Human capital 

• Significant expenditure on education. 

• However, lower income groups not benefitting. 

• Poor quality of education received by lower income 
groups. 

• Blanket spending on education alone is an 
insufficient development policy. 
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Conclusions Human capital 

• Also need to improve rate of return on human capital 
– provision of good jobs. 

• Unless rate of return on HC is improved then lower 
income groups have little incentive to invest in good 
education – maintain virtuous circle. 

• Currently education considered a consumption good 
and not as an investment. 

• Redirect fuel subsidy  expenditure to improve quality 
of education for poorest. 
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A penny for your thoughts! 

While shopping centres/malls or places of entertainment 
are the most attractive.  

In China the schools are often the most impressive 
buildings. 
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Thank You – the end 

Questions 

Justin Ram 

j.a.ram@lse.ac.uk 

justinram@hotmail.com 

 

011 44 77 99 601 046 
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