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I n  cornon wi th  o t h e r  o i l  e q o r t e r s  T r in idad  and Tobago reaped l a r g e  w i a d f a l l  

g a i n s  a f t e r  1973. Cheir use  w a s  h e a v i l y  i n f l u e n c e d  by i t s  d i s t i n c t i v e  

p o l i t i c a l  economy, and r e s u l t e d  i n  s u b s t a n t i a l  weakening of i t s  nono i l  t r a a e d  

s e c t o r s  ( t h e  "Dutch d i s e a s e " ) .  A t t enp t s  t o  d i v e r s i f y  through gas-based 

i n d u s t r i a l i s a t i o n  a r e  not  l i k e l y  t o  r e p l a c e  s h r i n k i n g  o i l  income. T h i s  paper  

t r a c e s  the  r e l a t i o n s h i p  from p o l i t i c a l  o b j e c t i v e s  t o  use  of o i l  w i n d f a l l s  and 

t h e  e f f e c t s  on t h e  nono i l  economy. 



I. INTRODUCTION 

I n  common w i t h  o t h e r  o i l  e x p o r t i n g  c o u n t r i e s  T r i n i d a d  and Tobago 

reaped  u n p r e c e d e n t e d  w i n d f a l l  g a i n s  i n  1973-7L and a g a i n  i n  1979-80. T h i s  

p a p e r  a n a l y s e s  t h e  u s e  made of i t s  w i ; i d f a l l s ,  and che c o n s e q u e n c e s  f o r  i t s  

n ~ n o i l  econony. How d i d  t h e  o b j e c t i v e s  of i t s  g o v e r n n e n t  i n f l u e n c e  t h e  

a l l o c a c i o n  of o i l  income? Has T r t n i d a d  been a b l e  t o  a v o i d  t h e  "Dutch Disease"  

(Corden and Neary,  1982) of i n c r e a s e d  o i l  dependence  and s h r i n k i n g  n o n o i l  

t r a d e a b l e s ?  What h a s  been t h e  l o n g - t e n  v a l u e  of i t s  v i n d f  a l l  g a i n s ?  

R e l a t i v e  t o  o t h e r  o i l - e x p o r t i n g  d e v e l o p i n g  c o u n t r i e s  used a s  

c o m p a r a t o r s  i n  Gelb  ( 1984)--.Ugeria,  Ecuador ,  I n d o n e s i a ,  I r a n ,  N i g e r i a ,  and 

Venezuela-Trinidad and Tobago h a s  some d i s t i n c t i v e  f e a t u r e s .  It is s n a l l ,  

w i t h  a slow-growing p o p u l a t i o n  of o n l y  1.1 ail:iua. i l t h o u g h  i t s  1974 

GXP/head was s l i g h t l y  exceeded  by Venezue la ,  i t s  1982 GNP/head, a t  US$68h0, 

p l a c e d  i r  a t  t h e  t o p  of t h e  n i d d l e  income d e v e l o p i n g  c o u n t r y  r a n g e .  P u b l i c  

a d m i n i s t r a t i o n  is s e n e r a l l y  e f f e c t i v e .  The p o l i t i c a l  s y s t s n  was d e m o c r a t i c ,  

and u n l i k e  Venezue la  ( t h e  o n l y  c o u p a r a t u r  a l s o  Lo have an  e l e c t e d  government  

t h r o u g h o u t  t h e  p e r i o d )  it was mode l led  on t h e  W e s t m i n s t e r  p a r l i a m e n c a r y  s y s t e m  

and  t h u s  v a s  l e s s  p rone  t o  e x p e r i e n c e  d i v e r d l n g  o b j e c c i v e s  between r x e c u c i v e  

and l e g i s l a t u r e .  F i n a l l y ,  p r i o r  t o  t h e  f i r s t  u i n d f a l l  t h e  c o u n t r y  had 

undergone a  ? e r i o d  of a u s t e r i t l g ,  due t o  t h e  g r a d u a l  d e c l i n e  i n  o i l  ouc2ut  from 

e s t a b l i s h e d  f i e l d s .  The new o f f s h o r e  f i n d s  d e v e l o p e d  a t  t h e  s c a r t  of t h e  

1970 's  v e r e  a l s o  l i m i t e d .  T h i s  r a i s e d  p u b l i c  a w a r e n e s s  of t h e  negd co p r o c e e d  
r 

w i t h  c a u t i o n  i n  t h e  u s e  of income from t h e  c o u n t r y ' s  f i n i t e  o i l  r $ s o u r c e s .  - - - 
Except  f o r  t h g  q u e s t i o n  of s i z e ,  i n  r e l a t l o n  co c o n p a r a c o r  c o u n t r h e s ,  t h e s e  . D 

f e a t u r e s  f a v o u r e d  t h e  a b i l i t : ~  t o  nake good u s e  of :he w i n d f a l l s .  T r i n i d a d  and 

Tobago c h e r e f o r z  began wich a number of advantages. 



S e c t i o n  11 o u t l i n e s  t h e  " i n i t i a l  c o n d i t i o n s "  of t h e  p c l - i t i c a l  sys tem 

and t h e  economy b e f o r e  t h e  f i r s e  o i l  shock .  These were t o  be of g r e a t  

impor t ance  i n  s e t t i n g  p u b l i c  p r i o r i t i e s  and so d e t e m i n i c g  t h e  a l l o c a t i o n  of 

w i n d f a l l s  a f t e r  1973. The main -- p r i o r i t i e s  b e f o r e  t h e  f i r s t  boon were: ( i )  

i n d u s t r i a l i z a t i o n  and growth ;  ( i i )  e x t e n d i n g  n a t i o n a l  c o n t r o l  o v e r  p r o d u c t i o n  

and ( i i i )  a s s i s t i n g  poorer  s e c t i o n s  of s o c i e t y .  O i l  income and ga s  

d i s c o v e r i e s  were t o  add;  ( i v )  d i v e r s i f i c a t i o n  i n t o  gas-based i ~ d u s t r y .  

S e c t i o n  I11 d e s c r i b e s  t h e  r e s p o n s e  t o  t h e  f i r s t  o i l  boom, 1974-78. 

Al though  i t  was c a u t i o u s ,  p o l i c i ~ :  i n i t i a t e d  d u r i n g  t h i s  p e r i o d ,  n o t a b l y  ( i )  

t h e  t r e n d  towards  s t a t e  owne r sh ip ,  ( i i )  incrsasiag s r3 . r ,~$dies  t o  conskmars  and 

t o  f a i l i n g  f i n s  and ( i i i )  p r o n o t i n g  gas-L-aed i n d u s t r i a l  deve lopment  v e r e  t o  

c a r r y  th rough  i n t o  t h e  p e r i o d  of t h e  second o i l  boom when t h n i r  i n p a c t  became 

major .  The p e r i o d  of t h e  second  boom, 1979-81, is a n a l y s e d  i n  S e c t i o n  I V .  

T r i n i d a d ' s  gas-based i n d u s t r i a l i s a t i o n  s t r a t e g y  is e v a l u a t e d .  i n  

S e c t i o n  V ,  b ecause  of i t s  c r u c i a l  impor t ance  i n  p r e p a r i n g  f o r  t h e  p o s t - o i l  

e r a .  Conc lu s ions  f o l l o w  i n  S e c t i o n  V I .  

11. TBINIDrU) .L':D TOBAGO BEFORE 3 1 E  FIXST SOOY 

Za. P o l i t i c a l  S t r u c t u r e  4 

T r i n i d a d  and Tobago eclerged i n t o  a  p a r l i a m e n t a r y  democracy a i t e r  

- 
World War LI. I ts  tvo-parcy s t r u c t u r e  r e f l e c t e d  a n  u n d e r l y i n g  e c ~ l n i c  - 

' * 
i 

c l e a v a g e .  I n  L970 3 l a c k s  c o n s t i t u t e d  b3 p e r c e n t  of r he  p o p u l a t i o n ,  and E a s ~  - 
"? I n d i a n s  60 p e r c e n t .  rOur t een  p e r c e n t  were mixed. The i s l a n d ' s  a o r e  u p w a r B :  

n o b i l e  a l a c k  ? o p u l a t i o n  was s t r o n g l y  r e p r e s e n t e d  i n  sove rnoen t  s n a  predoninai  

i n  i n d u s t r : ~ .  ,he Z a s t  I n d i a n  p o p u l a t i o n ,  descer.dancr; of L n d e n t . ~ r e d  l a b o r e r s  



was p o o r e r  and  l a r g e l y  r u r a l :  B lack  - e t .  &.. , 1976. The P e a p l e ' s  :.ia:ional 

Yovement (PNM) u h i c h  has  remained i n  power s i n c e  1956 v a s  l e d  by D r .  E r i c  

V i l l i a r n s  u n t i l  1931;  t h e r e a f t e r  i t  was l e d  by Dr. George Chambers. I ts  

c o n s t i t n e n t s  have  been  main ly  b l a c k .  The Democra t ic  Labour P a r t y  (gPL), t h e  

l e a d i n g  o p p o s i t i o n ,  drew most of i t s  s u p p o r t  f rom t h e  p o o r e r  a n d  more r a d i c a l  

1 / I n d i a n s  - 
I n f  l u e n c e d  by t h e  views of  Lewis ,  1950,  i n  1956 t h e  P?IM set i t s  f i r s t  

g o a l  a s  i n d u s t r i a l i s a t i o n ,  u i t h  heavy i n i t i a l  r e l i a n c e  on. f o r e i g n  c a p i t a l ,  

t e c h n o l o g y ,  and  mnagement .  The stress Lewis ,  1972 ,  p l a c e d  on  c o n p e t i t i v e  

l a b o r - i n t e n s i v e  exports v s s  n o t  ennhasised. ' -  The" Gi?L- ;z tc&ed t h e  government  

f o r  a l l e g e d  c o r r u p t i o n  and  f o r  d e p e n d i n g  t o o  much on " e x p l o i t a t i v e  f o r e i g n  

c a p i t a l "  b u t  b e c a u s e  i t  r e p r e s e n t e d  a n  unwie ldy  c o a l i t i o n  of r u r a l  a s t  

I n d i a n s ,  u r b a n  poor  and a  s m a l l  European  e l i t e ,  i: never  c o a l e s c e d .  The DPL's 

weakness  a l l o w e d  t h e  PLJM t o  e n e r g e  a s  a  s t r o n g  u n i t a r y  government  l a r g e l y  f r e e  

of  c o o p e t i t i o n  u i t h i n  i t s  r a n k s .  T h i s  was t o  be i m p o r t a n t  i n  k e e p i n g  p u o l l c  

e x p e n d i t u r e s  n o r e  d i s c i p l i n e d  t h a n  t h o s e  of n o s t  o t h e r  o i l  e x p o r t i n g  

g o v e r m e n t s .  

E a r l y  i n  1970 s t r e e t  demonstra:ions and a m t i n y  i n  t h e  a r n y  gave 

v o i c e  t o  q i d e s p r e a d  d i s s a t i s f a c t i o n  w i t h  growing economic p r o b l e n s  c a u s e d  by 

d e c l i n i n g  o i l  r e v e n u e s .  The PNH r e c o g n i z e h  t h a t  d i s c o n t e n t  was sufficient t o  

nount  a  c r e d i b l e  c h a l l e n g e  t o  i t s  power. It r e l u c t a n t l y  u n d e r t o o k  a  p o p u l i s t  
- 

c o u r s e  focused  a r o u n d  r h r e s  , x i i n  g o a l s  : - 

1/ Xer.wich, 1983. Lowenthal ,  1972 ,  d e f i n e s  t h e  s o c i a l  j t r u c t u r e  a s  " c u l ~ u r a l  - 
? l u r a l i s m " i n  v h i c h  g roups  i n t e r a c t  f o r  economic ? u r ? o s e s  but  a c h e r e  t o  
r e l i g i o u s  o r  e t h n i c  ~ r o u p i n g s  i n  s o c i a l  3 a t r e r s .  



o  t o  excend  p u b l i c  o w n e r s h i p ,  

o  t o  r c d i s t r i b u t e  income more e q u i t a b l y ,  a n d  

0 t o  a c c e l e r a t e  i n d u s t r i a l  d i v e r s i f i c a t i o n  o u t  of o i l .  

2b. Economic S t r u c t u r e  

o i l  S e c t o r .  O i l  was d i s c o v e r e d  i n  1857 a n d  i n  1913 S h e l l  becoue - 
T r i n i d a d ' s  f i r s t  p r o d u c e r .  By t h e  1950 ' s  B r - i t i s h  P e t r o l e u m ,  Royal Dutch 

S h e l l  and T e ~ s c o  o p e r a t e d  o i l  r e f i n e r i e s ,  augment ing  d o m e s t i c  c r u d e  v i t h  

i n p o r t s  from Venezue la .  By t h e  e a r l y  5970s p e t r o l e u m  extracting and r e f i n i n g  

a c c o u n t e d  f o r  a l m o s t  t h r e e  q u a r t e r s  of exporrs,  nrre , f i f t h  of government  

revenue  and 20 p e r c e n t  of GDP. 

F r o n  t h e  l a t e  1960s o i l  p r o d u c t i o n  and  r e f i n e d  e x p o r t s  had begun t o  

d rop .  P u b l i c  s p e n d i n g  was c u t  from 23 t o  20 p e r c e n t  of GI?? and a  modest  

b u d g e t  d e f i c i t  of 4 -7  p e r c e n t  of GDP f i n a n c e d  h a l f  t h r o u g h  o v e r s e a s  bor rowing  

and h a l f  from d o n e s k i c  s o u r c e s .  Between 1970 and 1 9 7 3 ,  GDP growth s lowed  t o  

3.6 p e r c e n t  (4.5 p e r c e n t  f o r  non-mining GDP) from a l a o s t  5 .5  p e r c e n t  o v e r  t n e  

p r e c e d i z g  15 y e a r s  w h i l e  i n f l a t i o n  r o s e  i r o n  an  a v e r a g e  of 2.5 p e r c e n t  Ln ttie 

1960s t o  o v e r  10 p e r c e n t  i n  t h e  e a r l y  1970s .  

Even h e f o r e  t h e  d i s t u r b a n c e s  of 1970 t h e  g o v e r n u e n t  had t a k e n  a  small 

s t e p  towards  n a t i o n a l i s i n g  t h e  o i l  i n d u s t r y ,  buy ing  3 r i t i s h  P e t r o l e e u ' s  

r e f i n e r y  and f i e l d  f a c i l i t i e s :  S a n d o v a l  1983. 2-larine e x p l o r a t i o n  c u r i n g  1969 

and  1971  r e v e a l e d  s u b s r a n t i a l  new e s t i m a t e s  of r e c o v e r a b l e  o i l  and gas. Oil. 

p r o d u c t i o n  r o s e  f rom a low of 129 ,000  b z r r e l s  p e r  _day (bpd)  i n  1971 co 151 ,600  

bpd i n  1 9 7 3 ,  5:~ceedLng t h e  p r e v i o u s  peak i n  1969. ? ~ l t h o u ~ h  o i l  r e s e r v e s  s e r e  

e s t i m a t e d  a t  o n l y  a b o u t  10 y e a r s  o u t p u t ,  t h e s e  f i n d s  reduced  t h e  i m e d i a t e  

p r e s s u r e  f o r  ? o l i t i c a l l y  d i f f i c u l t  s t r u c t u r a l  change .  



x o n o i l  S e c t o r s .  A t  t h e  s t a r t  of t h e  1970 ' s  n a n u l a c t u r i n g ,  though  

h e a v i l y  p r o t e c t e d  by a  " n e g a t i v e  l is t"  of p r o h i b i t e d  i m p o r t s  and o t h e r  

m e a s u r e s  (which i n  s n y  c a s e s  d o u b l e d  p r i c e s  r e l a t i v e  t o  i m p o r t s )  a c c o u n t e d  

f o r  o n l y  22.0 p e r c z n t  of non-mining GDP. A g r i c u l t u r e ,  dominated by s u g a r ,  
- 

a c c o u n t e d  f o r  o n l y  a n o t h e r  5.8 p e r c e n t .  T h e r e  w a s  l i t t l e  t o u r i s t  t r a d e .  The . 
economy was t h e r e f o r e  h e a v i l y  o i l - d e p e n d e n t - n o n o i l  t r a d e a b l e s ,  a g r i c u l t u r e  

a n d  m n u f a c t u r i n g ,  a c c o u n t e d  f o r  o n l y  27.8 p e r c e n t  of n o m i n i n g  GDP a s  a g a i n s t  

a  Chenery-Sryquin "norn" of 42 p e r c e n t  f o r  c o u n t r i e s  a t  comparable  l e v e l s  of  

income p e r  head. L/ 
A n  uneven i n c o n e  d i s  t r i b u r i o - n  r e l l e c  t e d  pronounced d u a l i s m  o r  che 

economy between h igh- technology  o i l  and n a n u f a c t u r i n g  s e c r o r s  and L o u - s k i l l  

a g r i c u l t u r e .  I n  1 9 7 3  a g r i c u l t u r e  g e n e r a t e d  one s i x t e e n t h  o f  t h e  v a l u e  addea  

p e r  worker  i n  o i l  r e f i n i n g  and one f i f t h  of t h a t  i n  c h e n i c a l s .  h g r i c u l c u r e  

t o o  was d u a l i s t i c ;  v a l u e  added p e r  worker  i n  s u g a r  was a l m o s t  f o u r  c i c e s  t h a t  

i n  t h e  r e s t  of t h e  s e c t o r .  R e f l e c t i n g  t h e = e  d i s p a r i t i e s ,  t h e  e l i t e  segment of 

o i l  w o r k e r s ,  less t h a n  f o u r  p e r c e n t  of t h e  c o u n c r y ' s  l a b o r  f o r c e .  e a r n e d  

USS5,000 a y e a r  c o n p a r e d  w i t h  USS750 f o r  a l l  o r h e r  workers  and US$325 f o r  

a g r i c u l t u r a l  w o r k e r s :  Black et .  a l .  1976. Uneven i n c o n e  d i s t r i b u c i o n  was - -  
a c c e n t u a t e d  by h i g h  and r i s i n g  u n e n p l o y a e n t  which topped  1 4  p e r c e n t  i n  t h e  

e a r l y  1970s. 4n t h e  economy a s  a  whole ,  sevency  2 e r c r n t  q r  cke l laoor  forct: 

was u n i o n i s e d .  

1/ Xorn e s t i n a t e s  a r e  based on Chenery ar.d S y r q u i n  ( i 9 7 5 ) ,  c a k i n g  n o n n l n i n g  - 
GDP/head a s  t h e  indicator of i n c o n e / h e a d .  



III. TlIE FIKST OIL SHOCK, 1974 - 1978 

3a. The S i z e  of t h e  !J indfa11 

h shown i n  F i g u r e  1  T r i n i d a d  and Tobago e x p e r i e n c e d  a n  u n u s u a l l y  

l a r g e  w i n d f a l l  o v e r  1974-78 r e l a t i v e  t o  o t h e r  c a p i t a l - i n p o r t i n g  e x p o r t e r s - 3 9  

p e r c e n t  of non-mining GDP--because new o i l  f i e l d s  began t o  come on strean i n  

s u b s t a n t i a l  q u a n t i t i e s  j u s t  a s  t h e  e n b a r g o  of 1 9 7 3  c a u s e d  t h e  wor ldwide  p r i c e  

of  o i l  t o  g u a d r u p l e L i  C o r p o r a t e  and  o t h e r  t a x e s  ( T r i n i d a d  d o e s  n o t  f o l l o w  

t h e  common OPEC s y s t e m )  were r a p i d l y  a d j u s t e d  to .  syphon o f f  f i v e  s i x t h s  of 

i n c r e a s e d  revenues .  O i l  t a x e s  jumped f rom one f i f t h  of government r e v e n u e s  

b e f o r e  t h e  boom t o  60 p e r c e n t  i n  1974-78: s e e  F i g u r a  2 ,  . 

3b. Uses of t h e  W i n d f a l l  

F i s c a l  p o l i c y  w a s  i n i t i a l l y  v e r y  c a u t i o u s  r e l a t i v e  t o  t h a t  of o t n e r  

o i l  e x p o r t e r s .  The c o u n t r y  had j u s t  emerged f rom a p e r i o d  o f L ' ~ u s t e r ~ t y ;  

u n l i k e  Ecuador  and  Venezue la  ( K a r l ,  1982; , % r s n a l l - S i l v a ,  1 9 3 4 ) ,  s t r o n g ,  

u n i f i e d  government r e d u c e d  i n t r a - p u b l i c - s e c t o r  c o m p e t i t i o n  f o r  r e v e n w s ;  

u n l i k e  N i g e r i a  ( B i e n e n ,  1984)  t h e r e  were no s t r o n g  r e g i o n a l  i n t e r e s t  d roups .  

To l i m i t  dependence on o i l  r e v e n u e s ,  t h e  p r o g r e s s i v e  n o n o i l  t a x  s y s t e m  w a s  

k e p t  i n  p l a c e  though t a x  b r a c k e t s  w e r e  i n f l a t i o n - a d j u s t e d .  O i l  r e v e n u e  
. 1 

exceeded  r e c u r r e n t  s p e n d i n g  by 40 p e r c e n t ;  s e e  FLgure 2.  E x i s t i n g  p u b l i c  

' 9  - 
11 The ~ i n d f a l l  and  i t s  u s e s  a r e  e s t i m a t e d  r e l a t i v e  t o  a  h y p o t h e t i c a l  
P - p r o j e c t i o n  i n v o l v i n g  ( a )  r e l a t i v e  p r i c e  d e f l a t o r s  c o n s t a n t  a t  t h e i r  - * a v e r a g e  1970-72 l e v e l ,  ( b )  a c o n s t a n t  r a t i o  of r e a l  a i n i n g  o u t p u t  t o t  - 

n o n n i n i n g  GDP, ' c )  a c o n s t a n t  r a t i o  of  t o t a l  a b s o p r t i o n  t o  o u t p u t  and ( d ,  
c o n s u p t i o n  and i n v e s t a e n t  c h a n g i n g  t h e i r  s h a r e  oi a b s o r p t i o n  i n  line u l c h  
t h e  Chenery-Syrqa in ,  1975 n o r n s .  For n o r e  d e t a i l  s e e  G e l b ,  1984. 
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The Oil Windfall and its Use: 1973-81 
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programs were n o t  s c a l e d  up a s  i n  c e r t a i n  o t h e r  e x p o r t i n g  c o i t n t r i e s .  :Tor d i d  

t h e  government r e d r a f t  i t s  new f o u r t h  f i v e - y e a r  p l a n  f o r  1974-78, nou 

o b s o l t t e .  A na t ion-wide  d e b a t c  on how '0 d e p l o y  t h e  nev w e a l t h  l a s t e d  i n c o  

1976,  s o  t h a t  i n  1974-78 a l r o s t  h a l f  t h e  w i n d f a l l  w a s  i n v e s t e d  a b r c a d  i n  

S p e c i a l  Funds f o r  Long-Tern Development.  

R e l a t i v e  t o  non-mining GDP, t o c a l  a b s o r p t i o n  had been h i g h  i n  1970-72 

because  f o r e i g n - f i n a n c e d  i n v e s t m e n t  t o  t a p  t h e  new o f f s h o r e  f i n d s  ha?, 

p e r m i t t e d  a  c u r r e n t  d e f i c i t  a v e r a g i n g  14.5 p e r c e n t  of nonminkng GDP. 

Xbsorp t  i o n  r o s e  f u r t h e r  a f  ter !975 a s  s p e n d i n g  from t h e  w i n d f a l l  a c c e l e r a t e d ,  

a s  shown i:: F i g u r e  1 .  Over 1974-78 e x t r a  r e v e n u e s  were used  a s  f o l l o w s :  

( 1 )  70 p e r c e n t  was s a v e d  a b r o a d ,  t r a n s f o r m i n g  c u r r e n t  d e f i c i t s  i n t o  
u 

s u r p l u s e s  which a v e r a g e d  10 p e r c e n t  of 1976 n o n u i n i n g  GlIR eve-r. 1974- 

78. 

( 2 )  12 p e r c e n t  w a s  i n v e s t e d  d o m e . s t i c a l l y  

*. .  ( 3 )  18 p e r c e n t  was consumed. 

A s  shown i n  F i g n r e  1 ,  r e l a t i v e  t o  o t h e r  e x p o r t e r s  s a v i n g s  doroad was e x t r e n a l y  

l a r g e ,  and d o m e s t i c  i n v e s t n e n t  was i n i t i a l l y  modest .  Consumption o u t  of  

w i n d f a l l  g a i n s  was f a i r l y  h i g h  a f t e r  1975. 

( 1 )  Sav ings  a b r o a d .  By 1978 i n t e r n a t i o n a l  r e s e r v e s  r e a c h e d  USSL .8 

b i l l i o n ,  up from USS47 n i l l i o n  i n  1973. R e s e r v e s  were used  t o  e s t a b l i s h  a  

& 
h i g h  i n t e r n a r i o n a l  c r c 6 i t  r a t i n g ;  l o a n s  of US3157 3 i l l i o n  and USS112 n i l l i o n  

were negotiated i n  1977 and 1978. S t r i c t  c a p i t a l  c o . l t r o l s  l i m i t e d  o u t l l o r ; ~ ;  

a e d i u n  and l o n g  t e r n  d e b t  w a s  US$417 n i l l i o n  a t  t h e  end of 1978. 

( 2 )  Domest ic  i n v e s t a e n t .  The l a ~ ~ e s c  a l l o c a t i o n s  were f o r :  ( a )  

E 
economic and s o c i a l  i n f r a s t r ~ c t u r e ,  ( 5 )  gas -based  i n d u s t r i d l i z a t i o n ,  and (c) 

n a t i o n a l i z i n g  and "sav ing"  e x i s t i n g  i n d u s t r i e s .  Only i ~ a l f  of t h e  TTS4 t i l l i o n  



catmarked "Funds f o r  Long-Term Development" had been s p e n t  by t h e  c l o s e  or  

1978. Of t h e  funds a c t u a l l y  used ,  app rox ima te ly  h a l f  ven t  i n t o  econon ic  

i n f r a s t r u c t u r e - t r a n s p o r t a t i o n ,  ?ewer, and w a t e .  and. one f i f t h  went t o  s o c i a l  

i n f  r a s t  s t u r e - educa t i on  and hous ing .  I n £  r a s  t r u c t u r a l  i n v e s t a e n t  w a s  s e e n  a s  

l a b o r  u s i n g  and a i n e d  t o  e l i n i n a t e  a n  i n f r a s t r u c t u r a l  backlog  a c c u ~ u l a t e d  i n  

t he  l a t e  1966s. 

I n s t e a d  of a c c e p c i n g  iUIOCO's p r o p o s a l  t o  e x p o r t  l i q u i i l e a  n a t u r a l  ga s  

(LNG) t o  t h e  United S t a t e s ,  i n  1975 t h e  government c r e a t e d  a  t a s k  f o r c e  co 

p l a n  gas-based i n d u s t r i a l i z a t i o n .  It e x p e r i s e n t e d  w i t h  d i f f e r e n t  r o n s  of 

ownersh ip ,  r e f u s i n g  j o i n t  ownersh ip  proposed by t h e  m u l t i n a t i o n a l s  when i t  

bought ou t  t h e i r  o i l  r e f i n e r i e s  but  a c c e p t i n g  t h i s  i n  two fertilizer piants, 

t a k i n g  a  51 p e r c e n t  e q u i t y  s t a k e .  Fo re ign  p a r t r ~ e r s  were r e s p o n s i b l e  f o r  

t e chno logy ,  managenent,  and marke t ing .  At tempts  t o  n e g o t i a r e  o t h e r  j o i n t  

v e n t u r e s  co l lapsec i  because t he  d e s i r e  t o  spend o i l  revenues  l e d  t h e  gove,, ~ n e  n  t 

t o  downplay r i s k  a o r e  t han  p r i v a t e  p a r t n e r s .  Tn 1976 i t  p lanned  a  j o i c t  s t e e l  

ven tu re  where t he  s t a t e  uould own 67 p e r c e n t  and Hoesch-Zs te l ,  Kawasaki and 

' l i t s u i  t h e  ba l ance .  L a t e r  i n  1976 governnenc c a n c e l l e d  t he  ag reenenc  on the 

grounds t h a t  (i) t e r n s  o f f e r e d  by t h e  p r i v a t e  i n v e s t o r s  were poor ,  ( i i )  t h e i r  

denanas f o r  f i s c a l  i n c e n t i v e s  v e r e  un rea sonab l e  and ( i i l )  :he i r  s a l e s  s t r a t e g y  

exc luded  North Xner ican  markets..  the s t a t e  went ahead on i t s  own, r e l y i n g  on 

f o u r  i n t e r n a t i o n a l  companies t o  deve lop  tile p l a n t  on c o n t r a c t  d e s p l t a  ~ a r n i n g s  

- 
of market a c c e s s  p r o b l e m  and of a  low r a c e  of r e t u r n .  dy t he  end of 1378 

1 - 
TTS240 A l l i o n  had been spenc  on t h e  p r o j e c t .  Impa t i en t  w i ~ h  slow ?regress, - 
i n  1977 t h e  gover$ent a l s o  abandoned p l a n s  t o  b u i l d  a  gas-based a l u n i n u z  

smel t e r  w i t h  Guyana and J a n a i c a .  .*other p a r t n e r ,  . ; a t i ona l  Suuthrcire ,  

comni t ted  co on ly  10 ? e r c e n c  of t he  equicy  and began f e a s i b i l i t : ~  s c u d i e s .  



However, t h e  g o a l  of c r e a t i n g  new i n d u s t r i e s  was l a r g e l y  s i d e t r a c k e d  

i n t o  t a k i n g  o v e r  d e c l i n i a -  i n d u s t r i e s  t o  m a i n t a i n  jobs .  I n  1974--78 TTS1.67 

b i l l i o n  ( o n e  y e a r ' s  o i l  r e v e n u e s )  was s p e n t  i n  a c q u i r i n g  40 companies  

i n c l u d i n g  t h e  p u r c h a s e  of r e m a i n i n g  c o n t r o l  i n  t h e  l a r g e  C a r o n i  s u g a r  r e f i n e r y  

(government  had a c q u i r e d  a  s j o r i t y  s h a i e  i n  1 9 6 9 ) ,  and  a  TTS93.6 n i l l i o n  buy- 

o u t  of  Royal  Ducch S h e l l ' s  r e f i n e r y  ( renamed t h e  T r i c t o c  r e f i n e r y ) ,  t h e  z e c c n ~  

l a r g e s t  i n  t h e  c o u n t r y .  This clove was p o p u l a r ,  e s p e c i a l l y  wich  t h e  a i l i t a n t  

o i l  w o r k e r s '  u n i o n  which saw i t  a s  a s t e p  towards  n a t i o n a l i z i n g  t h e  l a r g e r  

Texaco r e f i n e r j .  

( 3 )  Domest ic  Consumption.  R i s i z g  s u b s L d i e s  f o r  f o o d ,  5 l e l  and  

u t i l i t i e s  a b s o r j e d  TT$760 n i l l i o n  i n  L974--78. O i l  p r i c e s  v e r e  h e l d  t o  n a l f  

i n t e r n a t i o n a l  l e v e l s ;  u c i l i t y  companies  began t o . r u n  l d r g e  o p e r a t i n g  u e r i c i t s  

h a v i n g  been u n a b l e  t o  r a i s e  r a t e s  s i n c e  t h e  end of che 19611s and  i n  one c a s e  

1937. Consumer j r i c e s  t h e r e f o r e  r o s e  l e s s  r a p i d l y  t h a n  o t h e r  p r i c e s ;  s e e  

F i g u r e  3 ,  and d e f l a t e d  c o n s u n p t i o n  ( a s  n e a s u r e d  i n  n a t i o n a l  a c c o u n t s )  r o s e  

s h a r p l y  r e l a t i v e  t o  nominal  c o n s u n p c i c n ,  a s  shown i n  F i g u r e  1 .  By 1978 

s u b s i d i e s  were estimated t o  a c c o u n t  f o r  more t h a n  7  p e r c e n t  o r  G3P and  

r e c o r d e d  f i s c a l  s u b s i d i e s  a c c o u n t e d  f o r  22 p e r c e n t  of o i l  r e v e n u e s :  s e e  

F i g u r e  2.  

Labor  :as a l s o  s u b s i d i s e d  d i r e c t l y .  The s c a t e  P u b l i c  -darks p r o g r a n  

(DESID) p r o v i d e d  10 ,000  j o b s ,  e s p l o y i n g  2.5 p e r c e n t  of t h e  t o t a l  w o r k f o r c e  a t  

wages f a r  above t h o s e  p r e v a i l i n g  i n  a g r i c u l ~ u r e .  O v e r a l l  p u b l i c  s e c t o r  

employment ex?anded from 86 ,000  t o  158,gOU--from l e s s  t h a n  a  q u a r t e r  t o  n o r e  

t h a n  a  t h i r d  of t h e  n a t i o n a l  c o r a l .  E . 



-- 
Trinidad and Tobago: 

Relative Prices and Wages 

Relative Prices 

Xeal Wage Trends 

140 

12 0 

100'- 

80 

- Sugar 

Trade weighted 
Real Exchange 

!//- 

a 

umer prices/  - 
* Xonmining output 

Def lacor 

/F'urniture and .. - Wood products - * 
- - 



S t r u c t u r a l  Change i n  T r i n i d a d ' s  Economy: 

"The Dutch Disease"  

A g r i c u l t u r a l  o u t  

Output \ 

Nonnining Tradeab l e s  / 
Sonmining GDP 

I I I I \ 

: 1 \ 

C i t r u s  Output ' \ 
(1910-72 100) u' 



3c. R e s u l t s  Over 1974-78 

S e c a u s e  of t h e  c a u t i o u s  r e s p o n s e  t h e  main c n n s e q u e n c e s  of t h e  

p o l i c i e s  i n i t i a t e d  d u r i n g  t h e  f i r s t  shock  were n o t  t o  a p p e a r  u n t i l  l a t e r .  

.Uthough  a  l a r g e  r e s e r v e  c u s h i o n  had been b u i l t  up, and i n t e r e s t  payments on 

f o r e i g n  a s s e t s  were  t o  mount t o  $ 1 0 0 m i l l i o n  i n  1978,  r e c u r r e n t  e x p e n d i t u r e s  

had begun t o  r i s e  ( t h e r e  were st la11 f i s c a l  a n d  c u r r e n t  b a l a n c e  d e f i c i t s  i n  

1979) .  I n v e s t m e n t  i n  d e c l i n i n g  i n d u s t r i e s  d i v e r t e d  revenues  i n t o  s u b s i d i z i n g  

l o s s e s ;  i n  t h e  case of t h e  s u g a r  i n d u s t r y ,  g o v e r n n e n t  had t o  c o v e r  o p e r a t i n g  

l o s s e s  of lTS247 n i l l i o n  i n  1977-78. 

~ a n a ~ e n e n t  d i f f i c u l t i e s  compounded t h e  p o l i t i c a l l y  e x p e a i e n t  u s e  of 

nuch of t h e  w i n d f a l l  t o  make i t  i m p o s s i b l e  t o  r e v e r s e  a g r o u l n g ' s t r u c f u r a ~  

s h i f t  i n  f a v o r  of n o n t r a d e a b l e s  shown a s  t h e  " ~ u t c h  Disease"  i ~ d i c a d o z  - i.,n,,, 

F i g u r e  4. Programs t o  expand d o m e s t i c  food p r o d u c t i o n  were p o o r l y  

c o n c e i v e d .  D e s p i t e  a  p l e c t i f u l  s u p p l y  of l a n d ,  i n a p p r o p r i a t e  s i t e s  ana  

f a r m e r s  were chosen  f o r  new r u r a l  p r o j e c t s  ( P o l l a r d ,  1981) .  Unly a  q u a r t e r  of 

t h e  o u t l a y s  f o r  food s u b s i d i e s  went t o  p r o d u c e r  i n c e n t i v e s .  P r i c e  c o n t r o l s  

squeezed  p r o f i t  s a r g i n s  and  food i n p o r t s  r o s e  s h a r p l y  f r o n  TT$161 u i l l i o n  i n  

L973 t o  ;TSb58 much i n  1978.  The d e c l i n e  of t h e  e x p o r t  s e c t o r ,  n o t a b l y  s u g a r ,  

i s  d e a l t  w i t h  i n  S e c t i o n  I V .  

Xanuf a c t u r i n g  c o n t i n u e d  t o  be o r i e n t e d  t o  t h e  domes t i c  n a r k e t  , whose 

5. I 

s n a l l  s i z e  i n h i b i t e d  economies  of s c a l e ,  c o n p e t i t i o r ~  and v e r t i c a l  l i n k a g e s :  

T.JO t h i r d s  c o n s i s t e d  of f i n a l  s s s e n b l y  of i a p o r t e d  p r o d u c t s ,  n o t a b l y  c a r  k i t s  

- 
and food  p r o c e s s i n g ,  w i t h  low added v a l u e .  I a p o r r  c o n t r o l s  r e d u ~ d  

i 

c o n p e t i t i v e  p r e s s u r e  t o  p roduce  q u a l i t y  p r o d u c t s  ( S a n d o v a l  1 9 8 3 ,  + r i g h t  

B b 
1981) .  l i e f i l w r j  a c t i v i t y  f e l l  by $0 p e r c e n t .  Venezue la ,  which had s u p p L i e a  

t x o  t h i r d s  of T r i n i d a d  ar.d Tobago 's  c r u d e ,  c u t  .back o u t p u c  and  i n t e r n a l i z e a  



i t s  r e f i n i n g  w h i l e  l e g i s l a t i o n  i n  t h e  U n i t e d  S t a t e s  i n c r e a s i n g l y  f a v o r e d  

d o m e s t i c  r e f i n e r i e s .  I n  c o n s t a n t  1970 d o l l a r s  t h e  a i n i n g  s e c t o r ' s  s h a r e  i n  

t o t a l  GDP d e c l i n e d  t o  o n l y  7.0 p e r c e n t ;  r r i n i d a d  was s t e a d i l y  i n c r e a s i n g  r t s  

dependence  on an  o i l  s e c t o r  c o n t r a c E i n g  i n  r e l a t i v e  t e r n s .  

I n f l a t i o n  was q u i t e  modera te  due  t o  p r i c e  c o n t r o l s  and t n e  o p e n n e s s  

of t h e  economy: t h e  boom caused  a  jump t o  22 p e r  c e n t  i n  1974 which f e l l  t o  17 

p e r c e n t  t h e n  t o  a round  10 p e r  c e n t .  T r i n i d a d  and Tobago had d e v a l u e d  by 22 

p e r c e n t  a g a i n s t  t h e  weak US D o l l a r  i n  1975-77. T h e r e a f t e r ,  i t  m a i n t a i n e d  a 

fi:<ed p a r i t y  of TTS2.4G = USS1.00. The t r a d e - w e i g h t e d  r e a l  e f f e c t i v e  exchange  

r a t e  a p p r e c i a t e d  o n l y  5  p e r c e n t  by 1978 r e l a t i v e  t o  i t s  1970-72 l e v e l  a s  shown 

Between 1975 and  1978 employment I n c r e a s e d  by 4.7 p e r c e n t ,  and 

u n e n p l o y n e n t  d e c r e a s e d  from 15.2 p e r c e n t  a t  t h e  s t a r t  of t h e  boom t o  j u s t  o v e r  

1 2  p e r c e n t .  But t h i s  w a s  due t o  t h e  g o v e r n m e n t - s u b s i d i z e d  work p r o g r a m  and  ' 

p u b l i c  s e c t o r  e m p l o y n c ~ t  ment ioned  above ;  p r i v a t e  s e c t o r  empiopnent  was 

a c t u a l l y  d r o p p i n g .  

The h i g h  growth r a t e  of non-mining o u t p u t  -- 7.0 p e r c e n t  d u r i n g  1974- 

78-was t h e r e f o r e  based  on a c t i v i t i e s  t h a t  d i d  n o t  need co compete w i t h  

e f f i c i e n t  wor ld  p r o d u c e r s .  .As m y  be i n f e r r e d  from F i g u r e  4 ,  by 1978 

c o n s t r u c t i o n  and s e r v i c e s  , a c c o u n t e d  f o r  79 p e r c e n t  ofq non-nining GUP. For  a  

c o u n t r y  a t  T r i n i d a d  and Tobago 's  Incorne/head t h e s e  s e c t o r s  would n o r n a l l y  

a c c o u n t  far 40 p e r c e n t  of nonnin ing  GDP. Xonoi l  e x p o r t s  c o n t r a c t e d  by 30 

r 
p e r c e n t  i n ' d o l l a r  t e r n s  d u r i n g  1974-78. I n  tems of b o t h  s e c t o r a l  o u t p u t  and 

t r a d e  ~ r i r & d a d  and Tobago was s t e a d i l y  i n c r e a s i n g  i t s  dependence  on 2 i l .  - 
3y 1978 c o n c e r n  g a s  r i s i n g  t h a t  t h e  o i l  s e c t o r  . l igh t  n o t  be a b l e  t o  

s u s t a i n  c u r r e n t  l e v e l s  of F n v e s t n e n t  and c o n s u n p t i o n .  A t  c u r r e n t  p r o d u c t i o n  ! 



r a t e s  t h e  r e n a i n i n g  o i l  r e s e r v e s  of 700 m i l l i o n  b a r r e l s  would be  su f  f i c i r n t  

f o r  o n l y  n i n e  y e a r s .  P r o d u c t i o n  was e x p e c t e d  t o  f a l l  by one q u a r t e r ,  t o  

157 ,000  bpd by 1983 ,  i n p l y i n g  a  r e v e n u e  d r o p  of TTS0.5 b i l l i o n  a  y e a r .  The 

Bobb C o m n i t t e e  on p u b l i c  e x p e n d i t u r e  f o r e c a s t  nominal  r evenue  g rowth  of no 

more t h a n  s i x  t o  s e v e n  p e r c e n t  a  y e a r  t h r o u g h  1 9 8 3 ,  compared v i c h  54 p e r c e n t  a  

y e a r  d u r i n g  t h e  booln (Zobb,  1978) .  It p r o j e c t e d  t h a t  w e l f a r e  p r o g r a m  a l o n e  

would a b s o r b  a  q u a r t e r  of c u r r e n t  r e v e n u e s  o r  1 2  p e r c e n t  of non-mining GUP. 

Thus ,  by 1978  government  was aware  of i t s  looming  economic p r o b l e m s ,  and 

u n l i k e  some o t h e r  o i l - e x p o r t i n g  n a t i o n s  i t  p l a n n e d  t o  meet  tnem. b u t  new 

n a t u r a l  g a s  f i n d s  i n  1978 - a n . e s e l m a t e d  7.31.:cl!.1.4,0nT c u b i c  f e e t  i n  p roven  

r e s e r v e s  and  1 7  t r i l l i o n  c u b i c  f e e t  i n  r e c o v e r a b l r . r e s e r v e s  -- v e r 2  c o n s i a e r e a  

s u f f i c i e n t  t o  p e r m i t  b o t h  LXG and i n d u s t r i a l  u s e s :  N i e r l i n g ,  1981. They 

r e d u c e d  t h e  u r g e n c y  of p o l i t i c a l l y  d i f f i c u l t  change and. p romised  t o  o f f  s e t  t h e  

? t o  j e c t e d  d e c l i n e  i n  o i l  r e v e n u e s .  

I .  THE SECOND OIL SIIOCK: 1979-1981 

&a. The Second V i n d f a l l  a n d  i t s  Use. 

The s e c o n d  windfal l - -34.7  p e r c e n t  of n o m i n i n g  GDP o v e r  1979-81--was 

more a b r u p t  t h a n  t h e  f i r s t  a n d  was' t o  be  h a l v e d  o v e r  1982-84.' A b s o r p t i o n  

p a t t e r n s  f r o n  t h e  f i r s t  o i l  boom a c c e l e r a t e d  t h e i r  nomentun. Xp$rox ina te l j r  
- - 

one q u a r t e r  of t h e . g e c o n d  w i n d f a l l  went t o  d o n e s t i c  i n v e s t m e n t  and  one q u a r t e r  - 
t o  consunpc .on;  s l i t g h t l y  less t h a n  o n e  h a l f  was saved  a b r o a d ;  see Fi ,ure  1. 

h 
T h i s  i n p r f .  led  t h e  r e s o u r c e  b a l a n c e  f rom b a s e  p e r i o d  l e v e l s ,  r e s u l t i n g  i n  a 

c u r r e n t  a c c o u n t  s u r p l u s  which a v e r a g e d  5 .0  p e r c e n t  of 1980 n o n n i n l n g  GDP. Jy 

t h e  end of !381 r e s e r v e s  were  C S S 3 . 3  b i l l i o n  and n e d i u  and l o n g - c e m  d e b t  vas 



US$670 m i l l i o n .  However, a f t e r  1982 u n s u s t a i n a b l e  d e m n d s  f o r  r e v e n u e s  t o  

f i n a n c e  i n v e s t m e n t ,  p u b l i c  consumpt ion ,  s u b s i d i e s  and t r a n s f e r s  t h r e a t e n e d  t o  

e l i n i n a t e  t h e  l a r g e  i n t e r n a t i o n a l  s u r p l u s  a c c u m u l a t e d  s i n c e  1973.  I n  1982-83 

f i s c a l  d e f i c i t s  e q u a l l e d  67 p e r c e n t  of o i l  r e v e n u e s ,  c u r r e n t  d e f i c i t s  t o t a l l e d  

USS1.9 b i l l -Lon  and r e s e r v o s  f e l l  t o  USS2.1 b i l l i o n .  

T h r e e  c h r o n t c  p rob lems- ( i )  i n v e s t n e n t  q u a l i t y , ( i i )  consumpt ion  

l e v e l s ,  and ( i i i )  non-min ing  economic s t r u c t u r e - - e m e r g e d  d u r i n g  t h e  second  o i l  

shock.  Each r e s u l t e d  i n  g r e a t e r  dependence on t h e  s h r i n k i n g  o i l  s e c t o r  (Dutch  

 ise ease) and made t h e  gas -based  i n d u s t r i e s  d e s c r i b e d  i n  n o r e  d e t a i l  i n  S e c t i o n  

V more s t r a t e g i c .  

4b. I n v e s t n e n t :  The O v e r - e x t e n s i o n  cf S t a t e  Ownership 

P u b l i c  i n v e s t n e n t  accelerated s h a r p l y  d u r i n g  1979-81 p u t t i n g  T r i n i d a a  

and Tobago more i n  l i n e  w i t h  t h e  p u b l i c  i n v e s t m e n t  i n t e n s i t y  of o t h e r  c a p i t a l -  

s c a r c e ,  o i l - e x p o r t i n g  c o u n t r i e s .  As shown i n  F i g u r e  1 ,  nomlnal  dones  t i c  

i n v e s t m e n t  r o s e  r e l a t i v e  t o  nonmining o u t p u t  by 9.3 p e r c e n t a g e  p o i n t s  r e l a t i v e  

t o  i t s  b a s e  p e r i o d  v a l u e .  F o r t y - t h r e e  p e r c e n t  of g o v e r n n e n t  e x p e n d i t u r e s  

d u r i n g  t h e  second  boom went t o  c a p i t a l  o u t l a y s  ( u p  from 43 p e r c e n t  i n  t h e  

f i r s t )  . Few p r o j e c t s  were r i g o r o u s l y  a p p r a i s e d  o r  c o m p a r a t i v e l y  e v a l u a t e d  and 
& 

i n t e r a c t i o n s  were n o t  a d e q u a t e l y  a d d r e s s e d .  For  e x a n p l e ,  t h e  l a r g e  volume of 

p u b l i c  c o n s t r u c t i o n  b o o s t e d  u n i t  c o s t s  of s o c i a l  i n f r a s t r u c t u r e  and caused  

d e l a y s  t h a t  c r t t i c a l l y  a f f e c t e d  t h e  v i a b i l i t y  of t h e  s t e e l  and f e r t i l i z e r  

p r o j e c t s .  

Conpared t o  t h e  f i r s t  boon, t h e y e  w a s  a  change i n  t h e  p r o p o r t i o n  of 

funds  a l l o c a t e d  t o  ( 1 )  a c q u i r i n g  e x i s t i n g  f i r n s ,  ( 2 )  new c o n s t r u c t i o n  and ( 3 )  

n a k i n g  l o a n s  and advznces  t o  ? x i s t i n g  f i n s .  O u t l a y s  f o r  d c q u i s i t i o n s  s h r a n k  



t o  a s m a l l  f r a c t i o n  of t o t a l  p u b l i c  i n v e s t m e n t  a s  l o a n s  and  a d v a n c e s  grew from 

a p p r o x i m a t e l y  one q u a r t e r  t o  one h a l f  of t o t a l  o u t l a y s .  T h i s  was p a r t l y  t o  

meet t h e  s t a r t - u p  r e q u i r e m e n t s  of t h e  l a r g e s t  c a p i t a l  p r o j e c t s  and  p a r t l y  t o  

cope w i t h  i n c r e a s i n g  cash- f low prob lems  of s ta te -owned  e n t e r p r i s e s .  

S e v e r e  d i f f i c u l t i e s  d e v e l o p e d  i n  t h e  s t a t e  a i r l i n e  (BWIA) arid t h r e e  

l a r g e  a c q u l s i c i o n s  from t h e  f i r s t  boom, s u g a r  ( C a r o n i ) ,  c e n e n t  ( T r i n i d a d  

Cement) and  o i l  r e f i n i n g  ( T r i n t o c ) .  BWIA r e q u i r e d  TT$30 m i l l i o n  i n  governnenc  

l o a n s  f rom 1979  t o  1981  t o  c o v e r  l o s s e s .  S u g a r  p r o d u c t i o n  dropped  from 

143 ,000  t o n s  i n  1979 t o  93 ,000  i n  1981;  i n  1979-81 p r o d u c t i o n  a v e r a g e a  h a l i  

C a r o n i ' s  i n s t a l l e d  c a p a c i t y  and  l o s s e s  t o f a l i e d  TT$650 ni iL2~~~: '  f r i n i d a d  

Cement 's  o u t p u t  d ropped  t o  less t h a n  :ral!T" =p@a,city by 1981  an3 4;c32Cj ~ k e t  o n l y  

one t h i r d  of d o n e s t i c  demand. The 22-yezr-old p l a n t  used  t w i c e  t h e  e n e r g y  of 

a n  e f f i c i e n t  d r y - p r o c e s s  p l a n t  and had one q u a r t e r  t h e  l a b o r  p r o d u c t i v i t y .  

Its a v e r a g e  p r o d u c t i o n  c o s t s  were a l m o s t  t w i c e  t h o s e  of a t y p i c a l  U o r t n  

X f r i c a n  gas-based cement p l a n t  and 50 percenL of a  t y p i c a l  European p l a n t  

d e s p i t e  f a r  lower  e n e r g y  c h a r g e s .  The cement s u b s i d y  r o s e  s t e a d i l y  t o  TT$5_I 

m i l l i o n  by 1981. The government  r e j e c t e d  t h e  p r e v i o u s  owners '  p r o p o s a l  t o  

c l o s e  t h e  f a c i l i t y  and r e p l a c e  i t  w i t h  a  new one ,  p l a n n i n g  i n s t e a d  t o  

r e f u r b i s h  t h e  p l a n t  and c o n s t r u c t  a  second  one.  .4s demand weakened t h e  
4 I L 

T r i n t o c  r e f i n e r y  had a  s m a l l  l o s s  i r ~  1980 and  a  TTS114 m i l l i o n  l o s s  i n  1981 .  

The government  f a c e d  t h e  d i l e m a  of l o s i n g  lOOC jobs by c l o s i n g  lt o r  - - 
i n v e s t L n g  n o r e  t h a n  USS400 n i l l i o n  i n  upg'fading LC t o  produce l i g h t e r  

p r o d u c t s .  It would t h e n  be a  r i v a l  t o  t h e r l a r g e r ,  f a i l i n g ,  Texaco r e f i n e r y  * 
which e n p l c y e d  4000, and i n c r e a s e  p ressure -  f o r  n a t i o n a l i s a t i o u .  These  l o s s e s  

o v e r  1979-81 r e p r e s e n t e d  t h e  e q u i v a l e n t  of 30 p e r c e n t  of 1979 o i l  r e v e n u e s .  



The new gas-based i n d u s t r i e s  d i s c u s s e d  a t  g r e a t e r  l e n g t h  below 

r e q u i r e d  g r e a t e r  c a p i t a l  i n f u s i o n s  t han  had been expec t ed .  The ISCOTT 

D R I f s t e e l  p l a n t  and t h e  F e r t r i n  anmonia p l a n t  e x p e r i e n c e d  s i g n i f i c a n t  

c o n s t r u c t i o n  d e l a y s  and s t a r t - u p  d i f f i c u l t i e s .  Xeanwhile ,  cons  t m c t i o n  of a  

u r e a  f a c t o r y  and  a  methanol  f a c i l i t y  began i n  1981;  by t hen  r h e i r  n a r k e t s  v e r e  

t u r n i n g  down i n  t h e  f a c e  of i n t e r n a t i o n a l  r e c e s s i o n .  

4c. S u b s i d i s e d  Consumption: .h U n s u s t a i n a b l e  %mentun 

D e f l a t e d  consunp t i on  i n c r e a c e d  by 27 p e r c e n t  of non-mining o u t p u t ,  

r e l a t i v e  t o  t h e  b a s e  p e r i o d  b e f o r e  t h e  w i n d f a l l s  as shown by t h e  d o t t e d  l i n e  

i n  F i g u r e  I .  So measured,  i t  accounted f o r  m c b  of che second  w i n d f a l l .  

D e s p i t e  c o n t r o l s ,  i n f l a t i o n  r o s e  t o  14.7 p e r c e n t  i n  197'9, 17.5 p e r c e n t  i n  198u 

and  14.2 p e r c e n t  i n  1981. T h i s  w a s  a  s h a r p  jump f r o n  t h e  p l a t e a u  of 11 

p e r c e n t  i n  1976-78. 

S u b s i d i e s  f o r  g a s o i i n e ,  cenenc;. f ood ,  and p u b l i c  u t i l i t i e s  r o s e  f r o n  

TTS264 m i l l i o n  i n  1978 ( 3  7 e r c e n t  of GDP) t o  ITS860 m i l l i o n  i n  1381  ( 5  p e r c e n t  

of  GDP). Using  a  w ide r  d e f i n i t i o n  t h e  new prime m i n i s t e r  e s t i m a t e d  

s u b s i d i e s  a t  TTS1.3 b i l l i o n  i n  1981  (Chambers,  1982) .  Th i s  r e p r e s e n t e d  one  

t h i r d  of o i l  r evenues :  s e e  F i g u r e  3. I n  1982 g a s o l i n e  s o l d  f o r  US$0.32 a n  

i m p e r i a l  g a l l o n  wh i l e  t h e  e x - r e f i n e r y  c o s t  was c u i c e  t h a t  and t h e  pump c o s t  a 

w a s  USS1.64 ( ! - l in i scer  of S t a t e  E n t e r p r i s e s  1982) .  With l i t t l e  i n c e n t i v e  t o  

economize,  g a s o l i n e  s a l e s  i n c r e a s e d  from 0 .75  m i l l i o n  b a r r e l s  i n  1972 t o  2.7 

n i l l i o n  i n  1981.  



4 6 .  The "Dutch Disease :  Weakening of Non-oil T r a d e a b l e s  

R e a l  o u t p u t  of t h e  mining s e c t o r  a t  1970 p r i c e s  f e l l  by 4 p e r c e n t  

d u r i n g  t he  second o i l  boom; t h a t  of a g r i c u l t u r e  by 10 percenc  and t h a c  uf 

n a n u f a c t u r i n g  by 5 p e r c e n t .  The s h a r e  of nonmining t r a d e a b l e s  i n  nonmining 

GDP s l i p p e d  f u r t h e r  behind i t s  Chenery-Syrquin n o m ,  as  sho rn  i n  F i g u r e  4 ;  

tha: of a g r i c u l t u r e  f e l l  t o  3.3 pe rcenc  and t h a t  of manufac tu r ing  ( i n c l u d i n g  

r e f i n i n g )  t o  17.7 p e r c e n t .  The d i v e r g e n c e  between T r i n i d a d ' s  s e c t o r a l  o u t p u t  

p a t t e r n  and i t s  norm was g r e a t e r  t h a n  t h a t  of any of t h e  above compara tor  

c o u n t r i e s :  Gelb ,  1984. I n d u s t r i a l  p r o d u c t i o n  f a l t e r e d  a s  h igh  domes t i c  

i n f l a t i o n  p l u s  t h e  l i n k  w i t h  t h e  a p p r e c i a t i n g  U.S. d o l l a r  ~ r . 4 e d .  

c o m p e t i t i v e n e s s  and a p p r e c i a t e d  t he  r e a l  exchange r ace  eo 12$ by 1981 ( f r o n  

t h e  1970-72 b a s e  of 100) .  S e v e r a l  l a r g e  manufac tu r ing  f l m s  v e n t  o u t  of 

b u s i n e s s  i n  1981  ( C e n t r a l  Bank, 1981) .  

Wage t r e n d s  and l a b o r  s u b s i d i e s  were i n p o r t a n t  c o n t r i b u t o r s  t o  t h e  

d e c l i n e  of n o n o i l  t r a d e a b l e s .  The s p e c i a l  works program (T)E'H'U) s p e n t  a n  

e s t i n a t e d  TTS110 i n i l l i o n  i n  enp loy ing  50,OUU people  r n  1980 ( a b o u t  10,000 

people  a t  any g iven  t i a e  i n  t n a t  y e a r ) .  Vork was l i g h c  ( two nours  a  day) ana  

wages were h i g h  a t  TT$20 a n  hour .  T h i s  a t t r a c t e d  workers  p a r t i c u l a r l y  r r o n  

a g r i c u l t u r e :  1 - U B ,  1983. There  is l i t t l e  ev idence  t h a c  ~EWil's work Gas weJ.1- 

conce ived  o r  t h a t  i t  made a 6 s i g n i f i c a n t  supp ly - s ide  c o n t r i b u c i o n  t o  ou tpuc . '  

Vage i n c r e a s e s  were i n c r e a s i n g l y  d i v o r c e d  from p r o d u c t i v i t y  and t h e  a b i l i t y  of 
- 

employers  LO ?ay.  The I n d u s t r i a l  Court  Lacked conpecence t o  d g t e m i n e  t h e  - 
i 

f i n a n c i a l  x i a b i l i t y  of s e t t l e m e n t s ,  so  t h a c  wage agreeme:lcs o u L s t r i p p e d  - 
p r o d u c t i v i b .  i n  1977-81 i n d u s t r i a l .  l a .bor  productivity excluai?& o i l  and s u g a r  

grew by app rox ima te ly  2.4 p e r c e n t  a s  r e a l  .,rages r o s e  by 5 p e r c e n t  a  y e a r .  



Over t h e  same p e r i o d  p r o d u c t i v i t y  d e c r e a s e d  10 p e r c e n t  a  y e a r  i n  s u g a r ,  4.3 

p e r c e n t  i n  o i l  r e f i n i n g ,  and 2.1 p e r c e n c  i n  c h e n i c a l s .  

The p u b l i c  s e c t o r  wage b i l l  was TTS3.1 b i l l i o n  i n  1982 ,  a l m o s t  t w i c e  

c h a t  of 1 9 8 1  and f o u r  t imes  t h a t  of 1978 ,  though  revenues  had been  p r o j e c t e d  

t o  d r o p  and a  d e f i c i t  of TTS3.3 b i l l i o n  ( a l m o s t  14 p e r c e n c  of G3P) was 

f o r e c a s t .  The f i s c a l  d e f i c i t  a v e r a g e d  67 p e r c e n t  of o i l  r e v e n u e s  i n  1982- 

83.  Across  t h e  economy, 1983 pay n e g o t i a t i o n s  Gere h e a v i l y  i n f l u e n c e d  by t h e  

i n f l a t i o n a r y  s p u r t  from t h e  second  o i l  boom. Three-year  s e t t ; l e n e n t s  c a l l e d  

f o r  a  minimum of 42 p e r c e n t  i n c r e a s e  i n  two o i l  companies;  f o r  50 p e r c e n c  i n  

t h e  Water and Sewerage A u t h o r i t y ;  f o r  65 p e r c e n t  i n  t h e  P u b l i c  Telep.hone 
, ., 

company; f o r  62-80 p e r c e n t  f o r  government  s a l a r i e  and f o r  94 p e r c e n t  I n  t h e  

s u g a r  i n d u s t r y  ( C e n t r a l  Bank, 1 9 8 2 ) .  The t r e n d  of i n c r e a s i n g  r e a l  wages,  

p a r t i c u l a r l y  i n  s u g a r ,  is shown i n  F i g u r e  2 ,  a s  is t h e  r e a l  exchange  r a t e  

which a p p r e c i a t e d  f u r t h e r ,  .to a n  a v e r a g e  of 150 i n  1982-83. 

The C o l l a p s e  of . \ g r i c u l t u r e .  Even b e f o r e  t h e  s t a t e  began t o  a c q u i r e  

s u g a r  o p e r a t i o n s ,  s t r o n g  u n i o n s  had c a p t u r e d  much of t h e  b e n e f i t s  f r o a  

economies  of s c a l e  i n  t h e  l a r g e ,  foreign-owned p l a n t a t i o n s .  The r e s u l t i n g  low 

p r o f i t a b i l i t y  d i s c o u r a g e d  f u r t h e r  i n v e s t m e n t :  h u t y ,  1976. I n  1970 and 1975  

T a t e  and L y l e ,  u h i c h  was r e s p o n s i b l e  f o r  n i n e  t e n t h s  o i  T r i n i d a d ' s  s u g a r  

c a p a c i t y ,  wi thdrew and s u g a r  became s ta te-owned.  T h i s  e l i m i n a t e d  t h e  t h r e a t  

of c l o s u r e  &d h i g h  p r o f i t s  i n  t h e  1974-75 s u g a r  soou m d e  t h e  u n i o n s  n o r e  '* - 
denanding .  '&en t h e  government comple ted  p u r c h a s e  i t  conceded a  100 p e r c e n t  - - 
pay r i s e  t o S u g a r  workers  who had f o r c e d  s e v e r e  s t r i k e s  when t h e  i t  a c q u i r e d  - 
n a j o r i t y  ownersh i?  i n  1970. 



From t h e  t i m e  of t h e  f i r s t  o i l  boom s u g a r  p r o d u c t i o n  had f a l l e n  

i n c r e a s i n g l y  s h o r t  of t h e  i n d u s t r y ' s  220,000-ton c a p a c i t y .  dy 1979 i t  had 

f a l l e n  :o two t h i r d s  and  by 1 9 8 1  t o  one  t h i r d  of c a p a c i t y :  s e e  F i g u r e  4 .  At 

t h e  s a n e  time r e a l  wage r a t e s  r o s e  by 30 p e r c e n t  b e t r e e n  1975 and 1981 .  I n  

1979 c o n s u l t a n t s  e s t i m a t e d  t h e  c o s t  of s u g a r  p r o d u c t i o n  i n  T r i n i d a c .  and  Tobago 

a t  US$445 a  t o n  compared t o  USS240 i n  A u s t r a l i a  ( L a n d e l l  H i l l s  1 9 7 9 ) .  But 

t h a t  s t u d y  used  u n d u l y  f a v o r a b l e  a s s u m p t i o n s ;  t h e  a c t u a l  c o s t  of p r o d u c t i o n  

was a b o u t  $800 a  ton .  By t h e  e a r l y  1980s  y i e l d s  had i a l l e n  t o  3.7 t o n s  of 

s u g a r  p e r  h e c t a r e ,  one  t h i r d  of y f e l d s  i n  A u s t r a l i a  and  one h a l f  t h e  l e v e l  of 

two d e c a d e s  e a r l i e r  i n  T r i n i d a d  a n d  Tobago. By 1983 ,  Caronk. sugar . w a s  

re.:eiving an  e s t i m a t e d  TT$300 m i l l i o n  a  y e a r  i n  s u b s i d i e s  ( 9  p e r c e n t  o r  o r 1  

r e v e n u e s )  w h i l e  i t s  a v e r a g e  c o s t s  were f i v e  times t h o s e  of a  r e a s o n a b l y  

e f f i c i e n t  p r o d u c e r .  R a t i o n a l i s a t i o n  w a s  p o l i t i c a l l y  d i f f i c u l t  b e c a u s e  most of 

t h e  30,000 w o r k e r s  : d i r e c t l y  and i n d i r e c t l y  d e p e n d e n t  on s u g a r  were I n d i a n .  

O t h e r  e x p o r t  c r o p s ,  n o t a b l y  c i t r u s ,  a l s o  d e c l i n e d  s u b s t a n t i a l l y  d u r i n g  che o i l  

booms. 

I m p o r t s  i n c r e a s e d  t h e i r  s h a r e  of d o m e s t i c  f o o d  s u p p l i e s  f rom 70 

p e r c e n t  :o 90 p e r c e n t  o v e r  1976-80 ( > f i n i s t r y  of A g r i c u l t u r e  1 9 8 3 ) .  The 

g o v e r n n e n t  had p l a n n e d  t o  s h i f t  r e s o u r c e s  f rom e x p o r t  t o  d o m e s t i c  c r o p  

p r o d u c t i o n ,  bu t  more t h a n  a decade  a f  ter t h a t  decis io21,  70 p e r c e n t  of t h e  

a r a b l e  l a n d  remained  i n  e x p o r t  c r o p  p r o d u c t i o n  and  t h e  p o o r l y  p e r f o m i n g  

e x p o r t  s e c t o r  r e c e i v e d  n o s t  of t h e  s u b s i d i z e d  fa rm i n p u t s .  I n  1983 T r i n i d a d  

a n d  Tobago produced one  f i f t h  of i t s  r i c e  needs  f r o n  r a m s  c h a t  d v e r a g e a  0.5 

h e c t a r e s ,  y i e l d e d  a b o u t  2 t o n s  p e r  & c t a r e  and t o o k  o n l y  one c r o p  a n n u a l l y .  

i n  t h a t  y e a r  t h e  d o m e s t i c  s e l l i n g  p r i c e  f o r  r ice y a s  US$S17 a t o n ;  t h e  

s u b s i d i z e d  p r i c e  guaranteed t o  f a r a e r s  was USS825 which w a s  s a i d  t o  be 



i n s u f f i c i e n t  t*> c o v e r  c o s t s  ( A g r i c u l t u r a l  S t a t i s t i c s  O f f i c e  1983) .  I n  

c o n t r a s t ,  mechanised  r i c e  fa rms  i n  Suriname c o u l d  p r o v i d e  income o v e r  U S ~ ~ U O U  

p e r  h e c t a r e  a t  i n t e r n a t i o n a l l y  c o m ~ e t i t i v e  p r i c e s  i n  a b o u t  25 u a n a a y s  ( o n e  

t h i r d  t h e  l a b o r  r e q u i r e d  i n  T r i n i d a d  and  Tobago) and  a t  lower  u n i t  l a b o r  

c o s t s .  

R e v e r s i n g  O i l  Dependence 3y 1981  proven  r e c o v e r a n l e  o i l  r e s e r v e s  

were  e s t i n a t e d  a t  603 m i l l i o n  b a r r e l s  o r  t e n - y e a r s  s u p p l y ,  and oj.1 p r i c e s  were 

f a l l i n g .  Xs l a t e  a s  t h e  m i d d l e  of 1 9 8 1  gas-based i n d u s t r i e s  were  p r o j e c t e d  t o  

y i e l d  enough revenue  t o  o f f s e t  t h e  d e c l i n e  i n  o i l  u n t i l  LXG e x p o r t s  and  t h e  

downstream i n d u s t r i e s  c o u l d  be d e v e l o p e d  i n  t h e  l a t e  1980s  (Rampersad 

1 9 8 1 b ) .  At 1 9 8 3  l e v e l s  of p r L - d u c t i o n ,  p roven  gas  r e s e r v e s  r e p r e s e n t e d  54- 

y e a r s '  s u p p l y  a n d  p r o b a b l e  r e s e r v e s  c o u l d  e x t e n d  c h i s  t o  70 y e a r s .  The 

proposed  l a r g e  LSG e x p o r t  p r o j e c t  had a l e a d  t i m e  of f i v e  t o  s i x  y e a r s ,  s o  

t h a t  much depended on t h e  p e r f o m a n c e  of t h e  f i r s t  round o r  P o i n t  L i s a s  gds- 

bas2d projects c o n i n g  on s t r e a m .  

V.  GAS-BASED IXDUSTRIALIZXTION 

5 . 1 .  The Appeal of Gas-Based I n d u s t r i a l i z a t i o n "  ' 

The f i r s t  Phi4 government  encouraged  c a p i t a l - i n t e n s i v e  e x p o r c  p r o j e c t s  

- 
w h i l e  p r o t e c t i n g  i n p o r t - s u b s t i t u t i ~ g  i n d u s t r y .  The f i r s t  gas-based factcr :?  

Q - 
b u i l t  i n  t h e  l a t e  1950s  n e a r  P o i n r L i s a s  produced f e r t i l i z e r  f o r  e x p o r t .  I n  - 
1966 t h e  P o i n t  i i s a s  I n d u s t r i a l  ~ e y e l o ~ m e n t  C o r p o r a t i o n  was f o r n e d  t o  p r o n o t e  

gas -based  in dust^ b u t  n a j o r  d e v e l o p c e n t  d i d  n o t  cone u n t i l  t h e  f i r s t  o i l  

boon. 



I n  1974 t h e  g o v e r m e n c s  of T r i n i d a d  and  Tobago, J a m a i c a ,  and  Guyana 

a g r e e d  t o  c o n d u c t  f e a s i b i l i t y  s t u d i e s  of a  jo in t ly -owned  s m e l t e r  a t  P o i n t  

Lisas. .L?lOCO had p u t  f o r t h  an a l t e r n a t i v e  p r o p o s a l  f o r  a n  LXG p l a n t  c h a t  

would have a b s o r b e d  t h e  g r e a t e r  p a r t  of g a s  r e s e r v e s  w h i l e  y i e l d i n g  USs15 

m i l l i o n  i n  tax r e v e n u e s - l e s s  t h a n  one q u a r t e r  of o i l  r e v e n u e s  a t  t h e  t i m e  

( X i n i s t r y  of ?o-troleurr. 1971) .  The ?iiZOCO prop0s ; r l  r-Jas r e j e c t e d  i n  f a v o r  of  

gas -based  i n d u s t r y ,  b u t  t h e r e  is no e v i d e n c e  t h a t  t h e  a l t e r n a t i v e s  v e r e  

s y s t e u a r i c a l l y  c c n p a r e d .  Though t h e  government  d i d  e n v i s a g e  50 l a b o r -  

i n t e n s i v e  douns t ream p r o c e s s  i n g  p l a n t s ,  c a p i t a l - i n t e n s i v e  heavy i n d u s t r y  was 

t o  domina te  t h e  f i r s t  d e c a d e  ~f P o i n t  L i s a s ' s  deve lopment  .. 

Gas-based p r o j e c : ~  wer2 j u s t i f i e d  on t h e  g rounds  t h a t  t h e y  c o u l d  ( i )  

a t t r a c t  o u t s i d e  f i n a n c i n g  a t  f a v o r a b l e  L n t e r e s t  r a t e s  ( l e a v i n g  o i l  r e v e n u e s  

f o r  o t h e r  u s e s :  Government f i n a n c e d  o n l y  one t h i r d  of t h e  a v e r a g e  v e c c u r r ) ,  

(:i) g e n e r a t e  n e t  f  o r e i p  exchange  e a r n i n g s  and  ( i i i )  p r o v i d e  s u b s t a n t i a l  

r e v e n u e s  t h r o u g h  t a x e s  arid r e t u r n s  on s t a t e  e q u i t y .  Though t h e y  p r o a i s e d  few 

permanent j o b s ,  c o n s t r u c t i o n  em?loynenc, t h e  l a b o r  d e m n d s  of t h e  F r o  j e c t e i  

downstream f a c t o r i e s  and t h e  p e m n e n t  p o o l  cf s k i l l e d  n a t i o n a l s  t o  be 

g e n e r a t e d  by t h e  p r o j e c t s  v e r e  c o n s i d e r e d  a s  benef  i t s  (!EC 1 9 8 1 ) .  But a l s o  

i m p o r t a n t  was a s t r o n g  n a t i o n a l i s t  d p p e a l  i n  t h e  ? r o s p e c c  of l e a p i n g  from a 

p l a n t a t i o n  ecoqomy t o  a  t e c h n o l . o g i c a l l q  s o p h i s t i c a t e d  s t a t e .  S e c a u s e  of t h i s ,  

t h e  government  i g n o r e d  t h e  n a i n  d i s a d v a n t a g e s  of gas -based  i n d u s c r i a l i z a c i o n :  

( i )  j.t p r o j e c t e d  t h e  p r o b l e m  of a  n i n e r a l  econoEy i n t o  e n c l a v e  i n d u s t r i g 1  
? - 

diversification, ( F i )  i t  p o s t p o n e d  r e f o m  i n  t h e  nonhydrocarbon  s e c c o r s  and  - - - 
( i i i )  it depended on A r o l a t i l e  e x t e r n a l  n a r k e c s  . . 

I a  1975  t h e  g o v e r n n e n t  c o n c l u d e d  a g r e e n e n t s  x i c h  W . d .  G r a c e  co b u i l d  

a  l a r g e  annonia p l a n t  and w i t h  r h r e e  s t e e l  f i n s  :o c o n s t r u c t  a D X I / s c e e l  



u n i t .  I n  1976 i t  ag reed  t o  a  j o i n t  h o c o  f e r t i l i z e r  p l an t .  L a t e r  l t  e x p l o r e d  

p roposa l s  f o r  a n  a l u m i n m  s n e l t e r  w i t h  N a t i o n a l  Southwire ,  an  LNG t e r m i n a l  

w i t h  Tenneco and a d c o n ,  a  u r e a  p l a n t  w i t h  Agrico-Chemicals and a  methanol  

f a c i l i t y  w i th  Borden. Bot a l l  schemes were implemented be fo re  t h e  second o i l  

boom w a s  punctured .  

Gas-based p r o j e c t s  a r e  h i g h l y  c a p i t a l - i n t e n s i v e .  This  r a i s e s  p r e s s u r e  

f o r  premature  e n t r y  when i n f l a t i o n  is expec t ed  t o  be h igh  and r e a l  i n t e r e s t  

r a t e s  law,  a s  ove r  t h e  mid-1970's. X t y p i c a l  vencure  such a s  t h e  rnethanol 

p l a n t  might have a  t h r e e  year  c o n s t r u c t i o n  pe r iod  and be two t h i r d s  l o a n  

. . .., . 

f i n a n c e d .  Repayment would be ove r  8 y e a r s  durir.ug Ghich t i n e -  C h e . . . p C a ~ ~ r + ~ . : r l d  

be d e p r e c i a t e d .  T h e r e a f t e r  government would o-.-.-Ckr: : >hin~,:+ .~8&&.; .5311ld,  be 
. . 

expec t ed  t o  l a s t  f o r  anocher  10-20 y e a r s  and would be a b l e  t o  unde rcu t  new 

p l a n t s  b u i l t  a t  h i g h e r  p r i c e s  and f a c i n g  l a r g e  c a p i t a l  cha rges .  

5.2 P rob lens  of Ent ry :  t h e  Case of S t e e l .  

I n  1977,  a f t e r  withdrawing from t h e  p lanned  j o i n t  s t e e l  v e n t u r e  t h e  

government began i t s  own v e n t u r e  through ISCOTT. It c a l l e d  f o r  a  p l a n t  w i t n  

750,000 t o n s  s f  b i l l e t  and a  450,000 t o n  DRI u n i i  w i t h  a  s c r a p  complement. 

3u t  a n t i c i p a t i o ~ s  of s c r a p  s h o r t a g e s  prompted t h e  a d d i t i o n  of a  second D R I  

I L 

u n i t ,  adding  25 p e r c e n t  t o  c o s t s  and unbalanc ing  t h e  p roduc t ion  cha in .  The 

second D R I  u n i t  and a  c o n s t r u c t i o n - c o s t  ove r run  of 30 pe rcen t  r e s u l t e d  i n  a  - - 
f i n a l  c a p i t a l  c o s t  o@L:S$500 n i l l i o n ,  r e q u i r i n g  s u b s t a n t i a l  new f i n a n c i n g  a t  - 
high  i n t e r e s t  r a t e s .  

!e 
S i n c e  t h e  domes t i c  m r k e t  was only  60,000 t o n s ,  two t h l r d  of 

p roduc t ion  was t a r g e c e d  t o  t he  s o u t h e a s t e r n  United S c a t e s  where efficient 

n i n i - n i l l s  a r e  among t h e  a o s t  c o m p e t i t i v e  i n  t h e  world (!3arnetc and scnu r sch  



1 9 8 3 ) .  ISCOTT'S u n i t  c o s t s  a s s m i n g  f u l l  c a p a c i t y  f o r  t h e  f i r s t  DKI u n i t  and 

80  p e r c e n t  c a p a c i t y  f o r  t h e  b i l l e t  p l a n t  were US$ &LO/tonne c o o p a r e d  t o  US$ 

2 7 0 / t o n n e  f o r  t h e  n i n i n i l l s .  A m r k e t i n g  s u r v e y  had warned t h a t  ISLOTT woula 

need t o  r:qdercut i t s  U.S. c o m p e t i t o r s  by 1 5  p e r c e n t ,  b u t  a s u c c e s s i u l  19b2  

an t i -dumping  s u i t  imposed a 14  p e r c e n t  p e n a l t y  o n  ISCOTT (Chambers 1 9 8 4 ) .  

T h i s  l e f t  t h e  p l a n t  w i t h  t o t a l l y  i n a d e q u a t e  m a r k e t s  and annual. c a p i t a l  c h a r g e s  

o f  more t h a n  USS100 m i l l i o n .  The w o r s t - c a s e  p r o j e c t i o n  f o r  ISCOTT q u i c k l y  

became o v e r l y  o p t i m i s t i c ;  c u m u l a t i v e  l o s ' s e s  t o  A p r i l  1982 were  a l m o s t  TT$400 

m i l l i o n ,  e q u a l  t o  one f i f t h  of 1979 o i l  r e v e n u e  ( C a r i b b e a n  C o n t a c t  1 9 8 2 ) .  I n  

1 9 8 3  t h e  g o v e r n n e n t  was r e p o r t e d  t o  be c o n s i d e r i n g  m o t h b a l l i n g  t h e  p l a n t .  

The u n e x p e c t e d l y  s e v e r e  w o r l d  r e c e s s i o n  t h a t  began i n  1 9 8 1  

i n v a l i d a t e d  r e z l  i n t e r e s t  rate,  r e l a t i v e  - p r i c e  and  demand p r o j e t ; i ~ ~ ~ r , ~ +  AS 

l a t e  a s  1980  t h e  OECD was f o r e c a s t i n g  t h a t  g l o b a l  s t e e l  c o n s u m p t i o n  would 

a l m o s t  d o u b l e  t o  1400 n i l l i o n  t o n s  by t h e  y e a r  2000. Xore r e c e n t  p r o j e c t i o n s  

i n d i c a t e  a r ise of o n l y  20 p e r c e n t ,  t o  900 d l l i o n  t o n s ,  w i t h  a l m o s t  a l l  t h e  

r e d u c ~ i o n  from i n d u s t r i a l  c o u n t r i e s  ( B a r n e t t  and S c h o r s c h  1 9 8 3 ) .  S l a r g i n a l ,  

e x p o r z - o r i e n t e d  new p l a n t s  s u c h  a s  ISCOTT's were t h e  a o s t  s e r i o u s l y  a f f e c t e d .  

T r i n i d a d  and  Tobago would have had a  s e c o n d  c r i p p l i n g  i n v e s t s e n t  had 

i t  proceeded  w i t h  p l a n s  f o r  a  150 ,000- ton  a l u n i n u n  smelzer. I r o n i c a l l y  t h e  

p r i n c i p a l  r e a s o n  f o r  abandoning  t h e  p r o j e c t  was t h e  government ' s  i n p a t i e n c e  
L 

w i t h  t h e  l a c k  of p r o g r e s s  i n  e n t e r i n g  t h e  i n d u s t r y  i n  t i se  t o  c a p c u r e  t n e  

w i d e l y - a n t i c i p a t e d  boom i n  aluninirnum p r i c e s .  By 1980  t h e  government  v a s  

c l o s e  t o  z g r e e m e n t  on a j o i n t  v e n t u r e  w i t h  N a t i o n a l  S o u t h w i r e  f o r  a  US$500 - 
a i l l i o n  s m e l t e r  :o s t a r t  up i n  1984.  It e q u i r e d  a n  e s t i m a t e d  n e t a l  ? r i c e  o f  6 - 
USS0.92 a  pound i n  1982 d o l l a r s ,  b u t  i n  1982 t h e  ? r i c e  of a l u n i n u n  c o l l a p s e d  

t o  USSO.S3 a pound and e x c e s s  c a p a c i t y  nay  p e r s i s :  i n t o  t h e  1980s  ( V a i s  



1 9 8 2 ) .  The p r u d e n t  d e c i s i o n  n o t  t o  p r o c e e d  s u g g e s t s  a n  i m p o r t a n t  r o l e  f o r  

p r i v a t e  e q u i t y  p a r z n e r s  i n  h e i g h t e n i n g  t h e  s e n s i t i v i t y  of s t a t e  c o r p o r a t i o n s  

t o  r i s k .  

5.3 Ranking t h e  O p t i o n s :  Compara t ive  R e t u r n s  f rom Gas-Based I n d u s t r y  

T a b l e  1 compares t h e  s e v e n  gas-based p r o j e c t s  b u i l t ,  u n d e r  

c o n s t r u c t i o n ,  o r  p roposed  f o r  P o i n t  L i s a s  by t h e  end  of t h e  second  o i l  boom. 

A11 c o s t s  a r e  b a s e d  on  i n d u s t r y  e s t i m a t e s  of t h e  o p e r a t i n g  c h a r a c t e r i s t i c s  of 

t h e  P o i n t  L i a a s  p l a n t s .  These c o s t s  a r e  e x p r e s s e d  i n  1982 US d o l l a r ; ;  t h e y  

t o t a l  f o u r  and a  h a l f  t h e  1980 o i l  w i n d f a l l .  E s t i n a t e s  assume t h a t  t h e  

p r o j e c t s  o p e r a t e  a t  d e s i g n e d  c a p a c i t y .  

I n  columns X and  B t h e  n e t b a c k s  on  g a s  i n p u t s  r'sc- ~<a:2$ 3 t ~ j e c t  dr-4 

c a l c u l a t e d  by assuming a  20 p e r c e n t  p r e - t a x  a c c o u n t i n g  r a t e  of r e t u r n  on  

e q u i t y  a n d ,  r e s p e c t i v e l y ,  1982 a n d  " long  run" p r i c e s  of o u t p u t l /  The c o s t s  

of g a s  e x t r a c t i o n  and g a t h e r i n g  n u s t  s t i l l  be d e d u c t e d  i n  o r d e r  t o  a r r i v e  a t  

a n  e s t i m a t e  of t h e  r e s i d u a l  r e n t  on g a s .  The e s t i n a t e s  of T a b l e  1 s h o u l d  be 

used main ly  f o r  cciupar ison.  They s tow t h a t  t h e  p roposed  LEG p l a n t  p romises  

t h e  h i g h e s t  netbaclc on gas  f o l l o w e d  by methanol  and amnonia p l a n t s .  A t  1982 

p r i c e s  t h e  o t h e r  p r o d u c t s ,  n o t a b l y  n e t a l s ,  do n o t  y i e l d  a  p o s i t i v e  n e t b a c k .  

A t  long-run p r i c e s  n e t b a c k s  e x c l u d i n g  LXG a v e r a g e  US$l. 1,5 p e r  ,;CF, a r e  Lowest 
I 

f o r  t h e  n e t a l s  and n e g a t i v e  f o r  s t e e l .  The proposed  LNG s c h e n e  is d i s c u s s e d  

below. 

11 The n e t h o d  of compar i son  h e r e  b u i l d s  on a  1975  s t u d y  of gas -based  i n d u s t r y  - 
i n  t h e  P e r s i a n / A r a b i a n  Gulf ( S t a u f f e r  1 9 7 5 ) .  



Table  1: A c t u a l  and P o t e n t i a l  Gas Netbacks f o r  Gas-'dased 1n.dustry 
i n  T r i n i d a d  and Tobago, 1982 

%jar H e t a l s  
D R I  12.5 12.68 
S t e e l  

3 
19.9 26.98 

lllurniniUm 128.0 ' 16.24 

Chemicals 
h o n i a  33.0 13.37 
Urea 23.8 1.47 
Nethano1 29.3 14.09 

Gas Export  
L N G ~  59 .O 8.69 

Source:  Auty (1983) 

Noce: 1. T o t a l  inves tment  d i v i d e d  by t o t a l  XCF consumed per  annun. 
2.  Gas ae tback  = r e s i d u a l  payment t o  gas  a t  wellhead a f t e r  

d e d u c t i n g  20% p r e t a x  r e t u r n  on e q u i t y  and a l l  o t h e r  c o s t s  
e x c l u s i v e  of gas  inpu t .  

P r i c e  assumpt ions  : 

(US$/Ton) 
1982 P r i c e s  Long Kun P r i c e s  

DRI 100 
S t e e 1  275 
XLumi n ~ m  1102 
Ammonia 130 
Urea 130 
Xe than01 240 
Gas 4 .j/?ICF 

3 Proposed p r o j e c t s  



N a t u r a l  gas  p roduc t ion  and g a t h e r i n g  c o s t s  vary g r e a t l y  by f i e l d  and 

s c a l e .  For l a r g e  3 i d d l e  E a s t e r n  and North .A£rican f i e l d s  they may be USS0.25 

p e r  XCF. For T r i n i d a d  and Tobago t h e s e  c o s t s  a r e  more d i f f i c u l t  t o  de t e rmine  

because of g e o l o g i c a l  d i f f e r e n c e s  between gas  f i e l d  and v a r i a t i o n s  i n  t h e  

t h i n g  of sunk inves tmen t s .  I n  1982 d o l l a r s ,  ga s  from T r i n i d a d  and Tobago's 

s o u t h e a s t  c o a s t a l  f i e l d  c o s t  l e s s  t h a n  USS0.60 per  MCF; e s t i m a t e s  f o r  t h e  

c o s t l i e r  n o r t h  c o a s t  f i e l d s  i n  deepe r  warers  and i n  more d i s p e r s e d  r e s e r v o i r s  

range  up t o  US$3.00 per HCF. C l e a r l y  much of T r i n i d a d  and Tobago's gas  i s  

h i g h  c o s t .  At 1982 p r i c e s ,  on ly  t h e  LNG p r o j e c t  shows 2 s i g n i f i c a n t  p o s i t i v e  

r e n t .  I n  u n i t s  of h e a t  v a l u e ,  r e t u r n  on gas  even a t  long-run p r i c e s  is v e r y  

low r e l a t i v e  t o  o i l .  

D e s p i t e  r e s e r v a t i o n s  abouz gas-based l n i u s % r l & & q a t i o n ,  Tu rqs s  lad, 

Seade,  1979 argued  I n  I t s  f avour .  They po in t ed  t o  e x t e r n a l i t i e s  of such  

p r o j e c t s  i n  t r i g g e r i n g  more broadly  based i n d u s t r i a l i z a t i o n  and expans ion  of 
L." 

domest ic  5 :ills.  S t a u f f e r ,  1975 cons ide red  the  c a s e  f o r  gas-based 

i n d u s t r i a l i z a t i o n  s t r o n g e s t  where-as i n  T r i n i d a d  and Tobago--oil r e s e r v e s  

were sma l l  and g a s  most ly non-assoc ia ted .  But even a t  long-run p r i c e s ,  t he  

gas-based i n d u s t r i e s  b u i l t  o r  under  c o n s t r u c t i o n  i n  T r i n i d a d  ana  Tobago a r e  

u n l i k e l y  t o  c o n t r i b u t e  more t han  20 percent  of t he  coun t ry ' s  t o t a l  1982 

e x p o r t s  and w i l l  y i e l d  l i t t l e  n a t u r a l  r e n t  on gas .  The proposed LSG p r o j e c t  
4 L 

has  t h e r e f o r e  assumed c r i t i c a l  i s p o r t a n c e  a s  t he  b e s t  p rospec t  f o r  a l l e v i a t i n g  

overdependence on t h e  s h r i n k i n g  o i l  s e c t o r .  - - 
Wheras .4noco's p roposa l  g a s  c o s t e d  a t  tiS$275 n i l l i o n  i n  @ 7 1  d o l l a r s  

t h e  T e n n e c o / ~ ~ d c o n  proposa l  made i n  t h e  l a t e  1970s was c o s t e d  a t  &$2.5 
E !c 

b i l l i o n  i n  19g8 d o l l a r s ,  t h e  t a r g e t  yea r  f o r  s t a r t - u p .  A f t e r  a l l o c i n g  f o r  

i n f l a t i o n ,  t he  d i f f e r e n c e  i n  s i z e  between the  two p r o j e c t s  and a  r e p o r t e d  c o s t  



u n d e r e s t i m a t e  i n  t h e  1971 scheme, t h e  c o s t s  a r e  comparable:  NEC,  1979. While 

ISCOlT involved  a  t o t a l  c a p 3 . t a l  i n v e s t n e n t  e q u a l  t o  l e s s  than  LO percenc  of 

T r i n i d a d  and Tobago's 1982 GDP t h e  c o s t  of t h e  LVG p r o p o s a l  a y  be abou t  80 

p e r c e n t  of t h a t  f i g u r e .  Although a  s e r i e s  of o b s t a c l e s  have de layed  a c t i o n  

t h e  scheme is t h e  on ly  one c a p a b l e  of e x p l o i t i n g  n o r t h  c o a s t  gas  f i e l d s  by 

modera t ing  t h e i r  h igh  c o s t s  i n  a  50150 n i x  w i th  lower-cost  gas from t h e  

s o u t h e a s t  c o a s t .  The ave rage  gas  c o s t  ac  t h e  v e l l h e a d  would t h e n  be aoou t  

USS2.25 per  XCF, no t  f a r  above the  ne tback  f r o n  1982 L A X  p r i c e s  Fn Tab le  1. 

Under long-term m r k e  t i n g  c o n d i t i o n s  t h e  s cheae  would a l s o  g e n e r a t e  t v i c e  t h e  

ca sh  f low of t h e  o t h e r  gas-based p r o j e c t s  and s t a b l e  LXG c o n t r a c t s  would be a 

b u f f e r  a g a i n s t  n o r e  c y c l i c a l  e x p o r t s .  But only i f  t h e  p r i c e  02 L::G is above 

t h a t  assumed f o r  t h e  e s t i n a t e s  i n  Tab le  1, o r  it  cij~.>s ~f . ~xr , racs5 i~w &Pe 

lower ,  would any t r u e  r e n t  a c c r u e  t o  t h e  government. The p r i c e s  compare t o  

t h e  $4.50 border  p r i c e  f o r  Mexican and Canadian gas  i n  1982, the  $2.80-$3.40 

r ange  f o r  new w e l l s  i n  t h e  Uni ted  S t a t e s  and $7.30 f o r  deep gas  i n  t h e  Uni ted  

S t a t e s .  The main r o l e  of LXG i s  t h e r e f o r e  t o  e n a b l e  government t o  o b t a i n  a  

p o s s s i b l y  h i g h ,  though r i s k y ,  r e t u r n  on domest ic  i nves tmen t s ;  on ly  a n  LiiG 

p r o j e c t  us ing  gas from the  o l d e r ,  cheape r ,  f i e l d s  would have g e n e r a t e d  a  Large 

11 r e n t  component .- 

* 

I /  The e s t i n a g d  c o s t s  of g a s  e x p l o r a t i o n  and g a s  & a t h e r i n g  d i f f e r  oy a  r a c i o  - 
of about  10- to  1. Yuch of t h e  d i s c repancy  l i e s  i n  t he  u n c e r t a i n t y  of 
e x p l o r i n g  and g a t h e r i n g  and i n  t n e  n o r e  s c a t t e r e d  f i e l d s  co oe p r o s p e c t e d  
i n  t h e  l a t e r  p roposa l .  These f i e l d s  a l s o  Lie i n  deeper  x a t e r  chan t n e  
f i r s t  g e n e r a t i o n  of gas  f i e l d s .  



V I .  CONCLUSION. 

The e x p e r i e n c e  of T r i n i d a d  and  Tobago o v e r  t h e  L a s t  d e c a d e  

i l l u s t r a t e s  t h e  p o l i t i c a l  and  economic o b s t a c l e s  t o  a v o i d i n g  i n c r e a s e d  

dependence  on  n a t u r a l  r e s o u r c e  r e n t s .  D e s p i t e  i n i t i a l l y  c a u t i o u s  f i s c a l  

p o l i c y ,  t h e  p o l i t i c a l  need t o  d i s t r i b u t e  r e n t  w i d e l y  a c r o s s  t h e  economy l e d  t o  

t h e  r a p i d  g r o v t h  of s u b s i d i e s  t o  consumers ,  l a b o r  and f a i l i n g  f i r m s .  T n i s  u s e  

of t h e  w i n d f a l l  was e s p e c i a l l y  pronounced r e l a t i v e  t o  t h a t  of c o o p a r a t o r  

c o u n t r i e s ,  b e c a u s e  of  T r i n i d a d ' s  d e n o c r a t i c  p o l i t i c a l  s y s t e m  a n d  t h e  

v u l n e r a b i l i t y  f e l t  by t h e  government t o  o r g a n i z e d  p r o t e s t  a f t e r  1970. While  

r e a l  consumpt ion  b e n e f i t e d  f rom s u b s i d l e s  and  p r i c e  c o n t r o l s ,  t h e s e ,  t o g e t h e r  

w i t h  wage i n c r e a s e s ,  r e a l  a p p r e c i a t i o n  and t h e  extensi-on-  ,d?' "public o d n e t  s h i p  

u n d e r n i n e d  a g r i c u l t u r e  and m a n u f a c t u r i n g ,  t h e  s e c t o r s  p r o d u c i n g  nonhyarocarbon  

t r a d e a b l e s .  W i n d f a l l s  f i n a n c e d  t h e  pos  t p o n e n e n t  of f u n d a m e n t a l  change needea  

t o  a r r e s t  a g r i c u l t u r a l  d e c l i n e  and improve manusacturing's.coapetitiveness. 
I.. 

Over 1972-81 c o n t r a c t i o n  i n  t h e  s h a r e  of n o n n i n i n g  t r a d e a b l e s  i n  nonmining bDP 

r e l a t i v e  t o  i t s  n o m  was t h e  g r e a t e s t  i n  t h e  s a n p l e  of c o m p a r a t o r  c o u n t r i e s .  

Thus ,  a l t h o u g h  T r i n i d a d  and Tobago ended t h e  second o i l  boom w i t h  

SUS2.6 b i l l i o n  i n  n e t  a s s e t s  a b r o a d  i t s  econony was f a r  n o r e  o i l - d e p e n d e n t  

t h a n  e v e r  b e f o r e ,  a s  r e v e a l e d  by t h e  magni tude  of f i s c a l  and c u r r e n t  a c c o u n t  
r L 

d e f i c i t s  i n  1982-83. Its a t t e m p t s  t o  d i v e r s i f y  had emphas i sed  gas -based  

i n d u s t r y ,  t h e  r e t u r n s  on much of which,  e s p e c i a l l y  s t e e l ,  p romised  t o  be - - 
low. E a g e r n e s s  t o  spend  o i l ' j r e v e n u e s  l e d  t h e  government t o  downplay t h e  r i s k  

i n v o l v e d  i n  s u c h  l a r g e  p r o j e 8 t s  and t o  "go i t  a l o n e "  which conpounded 
h 

n a r k e t i n g  problems when demafld f o r e c a s t s  p roved  t o  b e  o v e r o p t i n i s t i c  because  

i t  had no d o u n s t r e a n  f o r e i g n  p a r t n e r s .  Gas-based i n d u s t r y  h a s  p re -enp ted  



c h e a p e r  g a s  f rom LNG--the one p r o j e c t  which c o u l d  have y i e l d e d  a p p r e c i a b l e  

r e n t ,  t o  supplement  t h a t  f r o n  o i l .  

R e l a t i v e  t o  o t h e r  o i l  c o u n t r i e s  T r i n i d a d ' s  e x p e r i e n c e  o v e r  t h e  o i l  

booms h a s  nad some p o s i t i v e  f e a t u r e s .  Its c i t i z e n s  have r e a p e d  l a r g e  

consumpt ion  g a i n s  and  i t  ended  w i t h  a  s u f f i c i e n t  r e s e r v e  c u s h i o n  t o  a d j u s t  

smooth ly  t o  f a l l i n g  o i l  r e v e n u e s .  The d a n g e r  o v e r  t h e  nexs  few y e a r s  i s  t h a t  

p o l i t i c a l  c o n s i d e r a t i o n s  w i l l  s o  s low t h e  a d j u s t m e n t  p r o c e s s  t h a t  t h e  councry  

e n t e r s  i n t o  cr is is  a s  h a v e  t h r e e  of i t s  f i v e  c o m p a r a t o r s ,  Ecuador ,  N i g e r i a  a n d  

Venezue la .  
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