
Given the recent credit rating downgrades of the Government 
of T&T, first from S&P and then Moody’s, the latter to sub-
investment grade / speculative grade / junk, there has been a 
lot of speculation and ‘noise’ in the market. Could you tell us, 
what do these ratings mean?

I think it will be useful to start by clarifying a few things related to sovereign credit 
ratings in general, and to T&T more specifically, that I have seen misrepresented in 
the media. 

SPECIAL REPORT WITH MARLA DUKHARAN
Trinidad & Tobago raTings downgrades

Marla Dukharan is highly regarded as one of the top thought-leaders in the Caribbean 
on key economic issues and policies. Marla is the Group Economist for RBC Caribbean 
and has extensive experience as an economist working in Caribbean markets at the 
country and regional level. Marla’s depth of knowledge has converted her into a key 
influencer for regional businesses and policy and she is considered by GNM as one of the 
Women to Watch in the Caribbean.

OVERVIEW - Standard and Poor’s 
and Moody’s both downgraded 
their Government of Trinidad 
and Tobago sovereign credit rat-
ings by one notch each in April 
2017, which sent Moody’s rating 
into sub-investment grade terri-
tory. This means that there are 
no longer any investment grade 
sovereigns in the Caribbean. All 
the remaining investment grade 
countries are non-sovereigns. 
This is the end of an era in the 
Caribbean, and it highlights the 
socio-economic deterioration that 
has characterized many sovereign 
nations in the post-crisis period.
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The first important thing to note is that Moody’s and Stan-
dard and Poor’s (S&P) sovereign credit ratings, are as-
sessments of the Government’s willingness and ability to 
honour its debt. It is not an assessment of the economy’s 
growth trajectory, or of the economy’s performance or 
outlook per se - though these and other factors contrib-
ute to the Government’s capacity to service its debt. The 
rating agencies also assign an outlook, currently ‘stable’, 
which is an outlook for the sovereign credit rating itself, 
not for the economy per se. 

“Sovereign credit ratings and ratings outlooks 
are assessments of the Government’s 

willingness and ability to honour its debt -
not an assessment of the economy’s growth 

trajectory, or performance.”

On April 21st 2017, S&P downgraded its sovereign credit 
rating for the Government of T&T (GoTT) from A- with a 
negative outlook, by one notch to BBB+ with a stable out-
look. According to S&P, “An obligor rated ‘A’ has strong 
capacity to meet its financial commitments but is some-
what more susceptible to the adverse effects of changes 
in circumstances and economic conditions than obligors 
in higher-rated categories.” According to S&P, a BBB+ 
rating implies that there is “adequate capacity to meet its 
financial commitments. However, adverse economic con-
ditions or changing circumstances are more likely to lead 
to a weakened capacity of the obligor to meet its financial 
commitments.” 

It is important to note that with a rating of BBB+, S&P still 
considers GoTT to be in the ‘investment grade’ category. 
Further, S&P defines its ratings outlook as “the potential 
direction of a long-term credit rating over the intermedi-
ate term (typically six months to two years).” S&P’s out-
look of ‘positive’ means that a rating may be raised, ‘neg-
ative’ means that a rating may be lowered, and ‘stable’ 
means that a rating is not likely to change, in the next six 
months to two years typically. Again, the outlook refers 
specifically to the trajectory for the credit rating itself, and 
is not an outlook for the economy per se. So this means 
that the S&P rating for GoTT is likely to remain at BBB+ for 
the next six months to two years, unless there is material 
change to the factors that S&P measures in determining 
its sovereign credit rating. 

Just five days after S&P’s downgrade, on April 25th 2017, 
Moody’s downgraded its sovereign credit rating for GoTT 
by one notch, from Baa3 to Ba1, and assigned a stable 
outlook to the rating. Moody’s defines Baa3 rated sov-
ereigns as “judged to be medium-grade and subject to 
moderate credit risk and as such may possess certain 
speculative characteristics” and Ba1 as “judged to be 
speculative and are subject to substantial credit risk”. 
The outlook on Moody’s rating is ‘stable’, indicating that 
the rating is more likely to remain unchanged at the cur-
rent level – similar to S&P.

It is important to note that unlike S&P, Moody’s Ba1 rating 
for GoTT, falls into the category of non-investment grade, 
or speculative grade, or junk – which is a commonly used 
term to describe non-investment grade securities. 

Why did Moody’s and S&P downgrade 
the Government of T&T, and what are the 
implications?

The full reports are available for those who wish to read 
them, but in summary, S&P cites two main reasons:

1. Deterioration in GoTT’s debt burden, including a high-
er-than-expected rise in net general government debt to 
GDP and the interest burden over 2017-2020.

2. Although the government has introduced austerity 
measures to reduce fiscal imbalances, S&P expects bud-
get consolidation to be slower than we initially anticipat-
ed and interest costs to be higher.

In 2016, when S&P had downgraded GoTT from A to A-, 
this is what the ratings snapshot looked like:

S&P Ratings Score Snapshot 2016

Trinidad and Tobago - Ratings Score Snapshot

Institutional assessment Neutral

Economic assessment Neutral

External assessment Strength

Fiscal assessment: flexibility and performance Neutral

Fiscal assessment: debt burden Strength

Monetary assessment Neutral
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In 2017, we see that the ‘Fiscal Assessment:  debt bur-
den’ had been revised from being seen as a rating stren-
gth, to a neutral factor, indicating that while the other 
factors remained largely unchanged in S&P’s view, ri-
sing debt was the major shift. 

In 2016, when Moody’s had downgraded GoTT from Baa2 to Baa3, this is what their ratings scale summary looked like:

S&P Ratings Score Snapshot 2017

Trinidad and Tobago - Ratings Score Snapshot

Institutional assessment Neutral

Economic assessment Neutral

External assessment Strength

Fiscal assessment: flexibility and performance Neutral

Fiscal assessment: debt burden Neutral

Monetary assessment Neutral

Economic
Strength

Economic Resiliency

Government Financial Strength

Rating Range:
Baa2 - Ba1

Assigned Rating:
Baa3

Institutional
Strength

Fiscal
Strength

Susceptibility
to Event Risk

How strong is the economic structure?

Sub-Factors: Growth Dynamics, Scale of the Economy, Wealth

VH+  VH  VH- H+  H  H- M+  M  M- L+  L  L- VL+  VL  VL-

How robust are the institutions and how
predicatble are the policies?
Sub-Factors: Institutional Framework and Effectiveness, Policy 
Credibility and Effectiveness

How does the debt burden compare with the government’s 
resources mobilization capacity?

Sub-Factors: Debt Burden, Debt Affordability

VH+  VH  VH-

VH+  VH  VH-

VH+  VH  VH-

H+  H  H-

H+  H  H-

H+  H  H-

M+  M  M-

M+  M  M-

M+  M  M-

L+  L  L-

L+  L  L-

L+  L  L-

VL+  VL  VL-

VL+  VL  VL-

VL+  VL  VL-

VH+  VH  VH- H+  H  H- M+  M  M- L+  L  L- VL+  VL  VL-

How strong is the economic structure?

Sub-Factors: Growth Dynamics, Scale of the Economy, Wealth

VH+  VH  VH-H+  H  H-M+  M  M-L+  L  L-VL+  VL  VL-

In the case of Moody’s, the downgrade was based on 
three main factors:

1. The authorities’ policy response has been insufficient 
to effectively offset the impact of low energy prices on 
government revenues, as fiscal consolidation efforts 
have mostly relied on one-off revenue measures.

2. A steady rise in debt ratios driven by large govern-
ment deficits has eroded fiscal strength.

3. Declining production from maturing oil and gas fields 
coupled with limited investment prospects, in a context 
of low energy prices, have materially undermined me-
dium-term growth prospects.

moody’s 2016 sovereign rating metrics : trinidad and tobago

In 2017, we see that Moody’s has determined that there was deterioration across all four major factors – economic 
strength, institutional strength, fiscal strength and susceptibility to event risk - but the most significant decline was 
seen in fiscal strength. 

Continue on next page >
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In essence therefore, both rating agencies appear to 
agree that there has been a faster-than-expected rise 
in government debt/GDP, and a weaker-than-needed 
fiscal response to the energy driven downturn, both of 
which have evidently reduced GoTT’s ability to honour 
its debt in their estimation, hence the one notch down-
grade issued by them both.

“The ratings agencies point to a faster-than-ex-
pected rise in government debt/GDP, and a 
weaker-than-needed fiscal response to the 

energy driven downturn, which they perceive 
as reducing GoTT’s ability to honour its debt.”

The implications of both downgrades are unlikely to be 
positive, apart from hopefully prompting the appropria-
te policy response. The most obvious implication is that 
GoTT could face higher borrowing costs, at a time when 
the public sector is already running a primary fiscal defi-
cit (borrowing to service interest on existing debt). The-
re are other possible implications, but I see this as the 
most important one at this time.

What do you think the Government should 
do and why?

If GoTT would like to reverse this trend and cause the 
credit rating agencies to upgrade their sovereign credit 
rating, then they should adopt the measures prescribed 
accordingly.

S&P stated that the rating could be raised over the next 
two years if:

1. GoTT implements structural reforms which enhance 
economic diversification and investor confidence, stren-
gthens the growth and fiscal profile, and contains exter-
nal vulnerabilities.

2. GoTT achieves fiscal consolidation which reduces the 
fiscal deficit more than expected.

3. There is sustained improvement in the quality of 
T&T’s economic and external data.

Economic
Strength

Economic Resiliency

Government Financial Strength

Rating Range:
Baa3 - Ba2

Assigned Rating:
Ba1

Institutional
Strength

Fiscal
Strength

Susceptibility
to Event Risk

How strong is the economic structure?

Sub-Factors: Growth Dynamics, Scale of the Economy, Wealth

VH+  VH  VH- H+  H  H- M+  M  M- L+  L  L- VL+  VL  VL-

How robust are the institutions and how
predicatble are the policies?
Sub-Factors: Institutional Framework and Effectiveness, Policy 
Credibility and Effectiveness

How does the debt burden compare with the government’s 
resources mobilization capacity?

Sub-Factors: Debt Burden, Debt Affordability

VH+  VH  VH-

VH+  VH  VH-

VH+  VH  VH-

H+  H  H-

H+  H  H-

H+  H  H-

M+  M  M-

M+  M  M-

M+  M  M-

L+  L  L-

L+  L  L-

L+  L  L-

VL+  VL  VL-

VL+  VL  VL-

VL+  VL  VL-

VH+  VH  VH- H+  H  H- M+  M  M- L+  L  L- VL+  VL  VL-

How strong is the economic structure?

Sub-Factors: Growth Dynamics, Scale of the Economy, Wealth

VH-  VH  VH+H-  H  H+M-  M  M+L-  L  L+VL-  VL  VL+

moody’s 2017 sovereign rating metrics : trinidad and tobago
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Similarly, Moody’s stated that they would consider mo-
ving the outlook to positive, and there will be upward 
pressure on the rating, if GoTT adopts a fiscal and eco-
nomic policy response which:

1. Strengthens fiscal consolidation, leading to lower fis-
cal deficits than expected in 2018-19.

2. Stabilizes debt ratios faster than currently anticipated 
and contains the deterioration in their debt metrics.

3. Realizes a recovery in fiscal revenues, or generates 
higher than expected GDP growth.

In my view, the one policy prescription that has the po-
tential to underpin these results is the implementation 
of a fiscal responsibility framework. I think if the Go-
vernment is serious about fiscal and economic stabili-
ty and sustainability – and more favourable sovereign 
credit ratings – they should consider implementing an 
appropriate fiscal responsibility framework as soon as 
possible. This would also support the goals of the Vision 
2030 development plan, as fiscal stability is, at least im-
plicitly, a critical component of long-term socio-econo-
mic development.

“If the Government is serious about fiscal and 
economic stability and sustainability,
they should consider implementing an

appropriate fiscal responsibility framework
as soon as possible.”

Why do you think fiscal responsibility is 
so important, more so than say, economic 
diversification?

We know that our overdependence on the energy sector 
is unhealthy, and economic diversification is necessary. 
We have always known this. For now, let’s assume that 
a robust economic diversification strategy is included 
in our Vision 2030 development plan, but that this will 
take some time to fully implement, as it would involve 
deep macroeconomic structural reforms. Let’s focus on 
what can be done in the near-term.

Now, at a very fundamental level, we rely on the Gover-
nment to manage the country in a way that facilitates 
better living standards, not so? 

Well, from what I can see, in the post-crisis period, this 
has not necessarily been our experience here in T&T. Let 
me explain. 

1. Fiscal spending grew by about 30%, from TTD46 bi-
llion in 2009, to roughly TTD62 billion in 2014.

2. At the same time that fiscal spending grew by 30%, 
poverty increased by 50% - the proportion of the po-
pulation living below the poverty line increased from 
16.7% of the population in 2009, to about 24% of the 
population in 2014. Why?

3. Unemployment was not the cause – from 2009 to 
2014, the number of persons with jobs increased by 
about 31,600 or 5.3%.

4. Lower transfers to households was not the cause – 
from 2009 to 2014, transfers to households more than 
doubled - from TTD6.4 billion to TTD14 billion, up 120%.

Could it possibly be the case, that higher Government 
spending didn’t just coincide with higher poverty levels, 
but could have actually contributed to higher poverty? 

Let’s take a look at the formula for nominal GDP:

C + I + G + (X – M) = GDP
Where: C = Consumption; I = Investment; G = Govern-
ment; X = Exports; M = Imports

Source: Government of Trinidad and Tobago, RBC Financial (Caribbean) Limited

TOTAL EXPENDITURE: TRINIDAD AND TOBAGO
TT DOLLARS MILLIONS
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I think the Government assumes that this formula wor-
ks, and that if they want to generate growth (and by ex-
tension reduce poverty), then they just have to spend 
more. Well, I am not so sure:

1. Fiscal spending grew by about 30%, from TTD46 bi-
llion in 2009, to roughly TTD62 billion in 2014. But du-
ring this period, post-2008, growth has averaged close 
to ZERO. Why?

2. A 2006 United Nations Environment Programme re-
port estimated leakage at around 80%, and for a few, 
even as high as 90% in the Caribbean. That means 80-
90% of what we spend ‘leaks’ out via imports.

3. The IMF found that the long-run impact multiplier of GoTT 
spending is 32%. This means that every TTD1.00 spent to-
day, only increases GDP by 32 cents in the long run.

4. The IMF also found that beyond a certain point 
(around 60% of GDP) every additional dollar of Gover-
nment debt has a negative impact on growth. T&T’s To-
tal Public Sector Debt to GDP ratio is estimated by CBTT 
at roughly 82% in September 2016. So higher spending 
and by extension more borrowing now, has a direct ne-
gative impact on growth.

5. In addition, higher Government spending ‘crowds 
out’ private spending. The more the Government bo-
rrows, the less liquidity is available for private sector 
borrowing, and the higher the cost. Weaker private sec-
tor activity leads to lower levels of investment, employ-
ment, tax revenues, and exports.

6. Further, Dabla-Norris et al. (2012) estimated the effi-
ciency of Government investment in T&T to be 27.5%, me-
aning that 72.5% of public investment is UNPRODUCTIVE!!

7. Cotton, Finch, and Sookraj (2013) found the fiscal 
policy stance in T&T to be predominantly pro-cyclical, 
potentially magnifying the effects of the business cycle 
- causing sharper increases during upswings and more 
prolonged recessions during downturns. Further, they 
found that historically in T&T, fiscal policy is pro-cyclical 
on two levels – it is accommodative in times of grow-
th and austere during slowdowns, but also, it is more 
accommodative in the 12-18 months prior to a general 
election.

So I say again, higher Government spending has not gene-
rated growth or alleviated poverty in T&T in the recent past. 

“Higher Government spending has not
generated growth or alleviated poverty in T&T 

in the recent past.”

Further, in T&T, what should happen when we are ex-
periencing growth (usually driven by the energy sector), 
rarely does. Instead of running fiscal surpluses and sa-
ving energy windfalls, we continue to spend more, at 
times even incurring fiscal deficits and borrowing to 
spend when energy revenues are high. When energy pri-
ces decline, we are left with insufficient fiscal space or 
capacity to borrow and fully compensate for the atten-
dant shortfall in energy-derived fiscal revenues. 

This fiscal overspending during booms and (involun-
tary) austerity during downturns (as currently obtains), 
is called pro-cyclical fiscal policy, and is in effect what 
T&T has experienced, post-independence. This policy 
stance is at the heart of all our socio-economic problems 
in T&T, in my view.

But why is fiscal policy pro-cyclical in T&T?

It may be fair to say that over the years, Trinbagonians 
have grown to expect more buoyant fiscal spending when 
energy prices are high, supporting the not-to-be-un-
derestimated, empirically proven election motive for 

Source: International Monetary Fund, RBC Financial (Caribbean) Limited
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pro-cyclical fiscal policy just mentioned. However unli-
kely, it is also possible that policymakers may be res-
ponding to a genuine desire to achieve growth and 
higher standards of living for the sake of progress, re-
gardless of the likely electoral rewards of so doing. But 
apart from these, a powerful motivator driving high le-
vels of / rapid increases in fiscal spending during ‘boom’ 
years is simple human nature.

Aren’t we all more inclined to spend more in general, when 
we are earning more? Especially on non-essentials? And 
given that decision-making, whether at the household 
or at the national / policy level, is conducted by human 
beings, is it not reasonable to expect similar behaviours, 
and therefore similar outcomes? In other words, they may 
not want to engage in pro-cyclical fiscal spending, but po-
licymakers probably can’t help themselves.

And therein lies the problem. As mentioned earlier, 
pro-cyclical fiscal policy during booms could mean that 
there are insufficient fiscal resources to compensate for 
lower energy-derived fiscal revenues during an ener-
gy-driven downturn. 

Does pro-cyclical fiscal policy have any 
other harmful effects? 

Certainly!  An IMF paper on this topic stated:

1. Pro-cyclical fiscal policy has been found in oil produ-
cing countries to amplify the effect of oil price volatili-
ty on the overall economy - it causes higher wages and 
inflation, and a real appreciation of the exchange rate, 
which undermines competitiveness in the non-oil sec-
tor, which then makes overall economic activity and ex-
ports even weaker when oil prices are low.

2. The pro-cyclicality of fiscal policy in oil-producing 
countries amplifies the effect of oil price volatility and 
reduces long-term growth (see Sturm et al. 2009). 

3. The pro-cyclicality of fiscal policy to changes in oil pri-
ces tends to intensify the effects of fluctuations in ma-
croeconomic performance in oil-producing countries, 
which is also found to be negatively related to income 
levels (see Sturm, Gurtner, and Alegre 2009). 

4. Pro-cyclical fiscal policy crowds out private spending 
and investment, and usually results in a decline in pri-
vate sector output and employment (Cologni and Mane-
ra 2011).

Further, a recent IADB study found that almost 50% of 
GoTT’s increase in fiscal spending between 2003-2008 
was devoted to Transfers and Subsidies alone, and such 
spending has been found to reduce growth in the short 
run, as evidenced by a post-crisis real GDP growth ave-
rage of close to zero. The same study also found that a 
positive oil income shock (growth in energy revenues) 
increases economic output almost immediately, but 
only in the short-term – i.e. it does not lead to sustained 
growth. The main reasons for this as mentioned earlier, 
is that the T&T economy is characterized by low fiscal 
multipliers (where a 1% increase in fiscal spending leads 
to a 0.32% increase in growth) and high fiscal leakage 
(where roughly 80% of fiscal spending ‘leaks’ out in the 
form of imports) as mentioned earlier.

“Spending on Transfers and Subsidies has 
been found to reduce growth in the short run, 
as evidenced by a post-crisis real GDP growth 

average of close to zero.”

Put simply therefore, it would be a mistake to continue 
believing that higher energy prices and pro-cyclical fis-
cal policy have the potential to drive sustainable growth 
in the T&T economy. An energy driven boom which pro-
vides the fiscal space to increase spending will at best 
only boost growth in the short-term, and in the longer 
term, only promotes higher imports and eventually re-
duces growth.

Source: Central Bank of Trinidad and Tobago, RBC Financial (Caribbean) Limited
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Is Trinidad & Tobago doomed to forever 
endure the harmful volatility of the boom 
/ bust cycle brought on by energy price 
movements, and amplified by pro-cyclical 
fiscal policy? Or can something be done to 
break this vicious cycle?

We know that our fiscal policy stance is pro-cyclical, and 
this only amplifies the inherent high volatility associa-
ted with our energy overdependence. We also know that 
human nature and other powerful motivators underpin 
the pro-cyclicality of fiscal policy. 

But a fiscal responsibility framework can break this cy-
cle. Most crucially:

1. Legislated limits can be placed on government spen-
ding, the size of the fiscal deficit and the debt level.

2. National savings can be mandated when fiscal reve-
nues are high / rising, for example, in the Heritage and 
Stabilization Fund (HSF).

The HSF was launched in 2007 with the dual objective of 
smoothing the level of fiscal spending (the stabilization 
motive) and promoting inter-generational equity (the 
heritage motive). The HSF rules state that savings (wi-
thdrawal) is triggered when actual energy revenue ex-
ceeds (falls below) budgeted energy revenue by at least 
10%. The HSF was estimated at USD5.6 billion at the end 
of 2015, and as announced by the Prime Minister in De-
cember 2015, roughly USD3.5 would be earmarked for 
the Heritage component, and are inaccessible for sta-
bilization purposes. The Prime Minister announced that 
over the course of 2016-2017, roughly USD1.5 billion of 
the total HSF will be accessed for stabilization purposes, 
representing a veritable depletion of the Stabilization 
component of the fund over a two year period. 

As this development clearly demonstrates, the exis-
tence of an HSF alone is necessary but insufficient in 
smoothing fiscal spending and promoting a counter-cy-
clical fiscal stance. According to the literature, stabili-
zation funds cannot replace sound fiscal management. 
The effectiveness of Chile’s and Norway’s stabilization 
funds for example, is attributed to a sound fiscal policy 
framework, management rules, and savings and invest-

ment decisions that helped to lessen expenditure vola-
tility (Crain and Devlin 2003). 

For improved effectiveness therefore, the HSF should be 
supported by an appropriate fiscal framework and fiscal 
rules, to ensure that fiscal discipline is maintained.

“For improved effectiveness, the HSF should be 
supported by an appropriate fiscal framework 
and fiscal rules, to ensure that fiscal discipline 

is maintained.”

What are fiscal rules? How do they work?

The conditions under which a government would volun-
tarily impose limits on its ability to spend are difficult to 
conceive and probably relatively uncommon. Unless the 
electorate is swayed more by evidence of sound fiscal 
management than by the private benefits of fiscal (over)
spending, it is unlikely to reward the ruling administra-
tion for the former via reelection, rendering fiscal respon-
sibility a less likely policy outcome for any administration 
seeking another term in office. It is arguable that current-
ly in T&T, the electorate mostly displays a preference for 
policies which yield tangible (even if short-term) perso-
nal benefits, rather than policies which are more likely to 
yield longer-term sustainable benefits for all.

Empirical research shows that countries with fiscal rules, 
benchmarks or fiscal responsibility frameworks have 
less debt than those who do not. The adoption of fis-
cal rules, particularly, but not exclusively by developing 
countries, has increased in recent years. According to 
Schaechter et al. (2012), the number of countries using 
one or more fiscal rules increased from five in 1990 to 76 
in 2012. In the Caribbean, Jamaica and Grenada are the 
only sovereigns with legislated fiscal rules, which were 
adopted under their IMF programmes.

According to the IMF, a fiscal rule is a legislated numeri-
cal limit on budgetary aggregates of expenditure, reve-
nues, or deficits and debt. The four main types of fiscal 
rules are: 
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1. Debt Rules – a numerical limit on the level of public 
debt as a percentage of GDP.

2. Budget Balance Rules – target for the overall budget 
surplus / deficit.

3. Expenditure Rules – limits on total, primary and / or 
current expenditure, and / or on the variables that have 
repeatedly contributed to debt.

4. Revenue Rules - aimed at boosting revenues or decrea-
sing tax burdens by setting revenue ceilings or floors.

The most frequently used rules are the Budget Balance 
Rules and Debt Rules, and drawbacks with individual 
rules have led most countries to adopt a combination 
of rules.

What rules might a fiscal framework
in T&T include?

A very timely and important paper done by Dr. Keyra 
Primus, found that 80% of our energy-derived fiscal re-
venue should be saved in order to avoid the negative 
consequences of pro-cyclical fiscal policy, and to ensure 
a more stable macro-economic environment. 

Beyond this, I think ideally, and to be deemed fully di-
versified from a fiscal and export revenue standpoint, 
we should ultimately not incur ongoing non-energy fis-
cal or balance of payments deficits. This means that the 
economy would not be reliant on the energy sector to 
compensate for shortfalls in the non-energy sector. 

“Ideally, we should ultimately not incur ongoing 
non-energy fiscal or balance of payments

deficits. A paper by Dr. Keyra Primus, found that 
80% of our energy-derived fiscal revenue

should be saved.”

Some other guidelines that I think may be worth consi-
dering:

1. We should never run a primary fiscal deficit. Recurrent 
expenditure (excluding interest payments) should not 
exceed current revenues, and the gross public sector 
debt level should be maintained accordingly – otherwi-
se we would be borrowing to service interest payments 
on existing debt.

2. The size of the overall fiscal deficit relative to GDP 
should be numerically smaller than the real GDP growth 
rate. In this way, the debt to GDP ratio will not increa-
se. Further, the debt-stabilizing size of the fiscal deficit 
should not be exceeded. 

3. Deposits to the HSF should not take place when there 
is an overall fiscal deficit, unless the cost of the debt we 
are raising to finance the deficit is lower than the return 
being earned by the HSF portfolio, otherwise we are bo-
rrowing to save and incurring a negative carry. 

4. Tighter control should be exercised over contingent 
liabilities, as these sometimes end up becoming cen-
tral government obligations. A profitable, creditworthy 
state-owned enterprise shouldn’t need a government 
guarantee to raise debt within reasonable levels, and 
should be divested where possible. Lossmaking sta-
te-owned entities should only benefit from government 
guarantees alongside a robust reorganization program-
me to bring the entity to self-sufficiency.

5. A thorough assessment of the social welfare system 
is desperately needed as there is rampant waste and 
duplication. While some collect undeserved benefits, 
many deserving citizens, such as the mentally ill, elder-
ly and disabled, go without. Once the system has been 
rationalized, we could consider imposing a minimum or 
floor on social welfare spending as a proportion of total 
fiscal revenue, to make sure that those truly in need are 
appropriately supported.

The tradeoff our policymakers weigh now on the scale 
of political will, puts an appropriate front-loaded adjust-
ment and reform programme (with benefits potentially 
kicking in at just the right time in the electoral cycle), 
against a less potentially politically risky, gradual and 
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tentative adjustment process. It seems to me that the 
policymakers have opted for the latter, hence the credit 
rating downgrades which cite an insufficient policy res-
ponse to the energy-driven downturn. 

Overdependence on the energy sector and pro-cyclical 
fiscal policy are two elements of a vicious cycle that we 
have been stuck in for over five decades. In the same 
way that we have grown to expect buoyant fiscal spen-
ding when energy prices are high, we are also used to 
enduring some pain when energy prices are low. There 
is no better time than the present therefore, to imple-
ment the necessary but painful (in the short term) refor-
ms mentioned earlier to break the vicious pro-cyclical, 
energy-dependent cycle. 

“There is no better time than the present to
implement the necessary but painful

(in the short term) reforms to break the vicious 
pro-cyclical, energy-dependent cycle.” 

We all have our part to play by supporting the neces-
sary reforms, and shifting our mindset to acknowledge 
the need for more private sector driven growth going 
forward, as we already know that higher fiscal spending 
does not create sustained growth, or better living stan-
dards in T&T.
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