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Ej Dealing with Inflation Dynamics in Trinidad and Tobago*
Key Eomts T———

1. Low inflation is good for an economy...

7. The policy mix to address inflation in Latin America is being
developed.

2. ...but high inflation can be devastating.
8.  Withstill moderate inflation alongside sluggish growth the

3. High inflation in Trinidad and Tobago coincided with CBTT has not yet altered its monetary policy stance...

overheating of the domestic economy... o )

9. ...however, the situation is very dynamic and could change
quickly.

4. ...although a significant component of headline inflation is

generated externally. 10. The global outlook is daunting.

5. In general, monetary policy aims at manipulating credit to

R 11. Ultimately, fiscal and structural actions should complement
address inflation.

monetary measures in addressing domestic inflation.

6. And in the current scenario, central banks across the world
raised interest rates.

*Contributors: Shanta Dhoray-Baig (Statistics Department) and Tanisha Mitchell (Research Department)



‘I: 1. Low inflation is good for an economy...
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Inflation is the sustained increase in the general price level,
and while it can have potentially negative effects for an

economy, mild inflation may provide support for resource : -
allocation. Fosters economic stability

Two reasons low inflation is good:

* Encourages consumers to purchase more now, in Encourages Sehilliigs and investment

anticipation of further price rises. This increases demand in

the short term thereby boosting economic growth. S :
Maintains international
. . . competitiveness
* Reducesrisk of deflation. As deflation occurs consumers
hold back demand expecting further price decreases. As a N
result businesses reduce inventory and production leading -//
to higher unemployment and wage deflation. Prevents boom bust cycles

While mild inflation can beneficial in some countries, there

is concern if inflation is too low:

Minimises the hardships of fixed income _”’/
earners

» For decades, Japan has grappled with low inflation, slow
growth, and deflation. Inflation in Japan is kept low by a
combination of government pricing restrictions, an ageing
population, and negative interest rates. Masterson (2022)
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q 2. ...but high inflation can be devastating.
It is widely accepted that inflation beyond single The term “hyper-inflation” has been coined to describe a scenario whereby prices
digits is highly distortionary. rise to very high double-digit rates (usually in excess of 50 per cent). Hyper-inflation

seriously erodes purchasing power, completely distorts economic signals and

High inflation can have widespread negative effects: leaves the currency virtually worthless.

Chart 1: Countries with Hyper-inflation rates 2022
(Year-on-Year)

* Erodes Purchasing Power: Inflation reduces
Zimbabwe —[EEPERIVZ ZWL:USD = 625.9

the quantity of goods that can be purchased

with a given amount of money. Lebanon R LBP:USD =1,511.7
- - . Syria” LR SYP:USD = 2,511.0
» Discourages Saving: As purchasing power v .
is eroded over time it encourages Venezuela [ENEEINZ VEF:USD =156.0
consumption. SUGEUI  107.30% SDG:USD =573.4
» Places Upward Pressure on Wages: Trade Turkey  ECEENE TRY:USD =18.6

unions tend to insist that wage agreements

. .. Argentina 83.00% ARS:USD = 8.23
contain cost of living clauses as a means of

protecting workers. Surinamé ™ ISR SRD:USD = 28.9
_ ) _ Iran 52.20% IRR.USD = 42,000.0
+ Disproportionately Affects Fixed Income =
Earners: These groups face major hardships Ethiopia O ETB:USD =58.1
also because a significant part of their income 0% 50% 100% 150% 200% 2500 300%

is spent on basic items.
Sources: Bloombergand selected country w ebsites

* 2020 3
** 2021



a 3. High Inflation in Trinidad & Tobago coincided with overheating

'j of the domestic economy...
e Over the past 50 years,' year-on- ’ -
year inflation rates have exhibited Chart 2: Inflation and GDP Growth
some volatility, with some sudden 35.0
and steep peaks followed by Headline Inflation eseesee Food Inflation = = = Core Inflation Real GDP Growth
shallower troughs (Mahabir, et al, 30.0
2016). 250
* Much of this volatility has been 20.0
due to food inflation, although the _ 150
prices of all goods increased S
steadily over time: © 100
()
o

- 1974 1991 2022 5.0
0.0
25¢ $1 $5

Doubles
-5.0
3bdrm $47K $210K $1.25M
house (est2018) -10.0 Growth Recession Recovery Growth Recession
) -15.0
Carnival
e . $350 $1.5K 2l 1967 1972 1977 1982 1987 1992 1997 2002 2007 2012 2017 2022

Source: Central Statistical Office

* In general, over the period,
inflation has tended to follow a
pro-cyclical path, rising in times
of economic boom and falling
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« According to Bobb and Sonnylal (2018), changes in
the exchange rate influence domestic prices due to
changes in the cost of imported intermediate

4. ... although a significant amount of inflation is generated
externally.

goods in the production process.

Chart 3: Inflation and the Nominal Effective Exchange
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+ Additionally, Mahabir and Jagessar (2011), reviewed the
transmission of selected international food prices to
the domestic prices in Trinidad and Tobago which
revealed that changes in the international commodity
prices have an impact on related domestic items with a
3-6 month lag.
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Chart 4: Food Inflation and the FAO Price Index
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Figure 1: Transmission Mechanism of an Increase in the Monetary Policy Rate

1966-
Present

5. In general, monetary policy aims at manipulating credit to address inflation...

Reserve Requirements and '
Discount Rate

Commercial Banks-14%
NFIs-9%
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Interest o wr Slower Growth in - Discount Rate — Repo Rate + 2%
Rate rm Investment -g '
Channel Banks’ Interest Rates = - I(r'j Slower Gr9wth in ©
will Increase S @ Consumption . .
> - - € Financial Support to Non-
o U ~ Bank Financial Institutions
= Q ’ Higher % Higher Interest (] () Amendments to the CBA
g + ST Cost of ~~ Expense ot g - Establishment of DIC in 1986
(S redit Channe Borrowing Lower NetWort o © CBTT provided liquidity support
> e £ Borrowers Y=
<~ .
c © v C
- O EO
UCJ U E 21 r<l-+ ;) -g Selective Credit Controls
o o Ex;hange erese Capital Inflows $ Exports' more <L © Lending to non-residents, sta_te
E o ate | Domestic due to Increased Currency fn’:pi':;‘gea o th 1970- enterprises and statutory bodies
anne Interest Rates Domestic Rates Appreciation P P ; 1994 Rediscount facility to agri sector
o Installment credit guidelines on
' consumer credit
Affects
Price/ Lo Asset Prices l .
Wealth oo (Stock and I Open Market Operations and
Channel Real Estate) Lower Net Worth . 1998- Repo Rate
. System for Primary Dealers est
Source: Central Bank of Trinidad and Tobago Present in 1998

Repo rate implemented in 2002



E'% 6. And in the current scenario, central banks across the world raised interest rates.

v \ = 'm'
Euro area_
GDP Growth:
Inflation:
o~ L Unemployment:‘
UK Monetary Policy:
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Inflation: f .
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q 7. The policy mix to address inflation in Latin America is being develop

nflation in the largest Latin American economies is at its highest since the inception of inflation-targeting regi
credibility of the monetary frameworks.

+ Global factors such as supply-side shocks related to the pandemic and the war in Ukraine explain a significant share of the inflation in
Latin America, specifically through the food and energy prices.

* However, domestic factors have been increasingly contributing to the Sel Cf:ja[t 5 InAfrInatlc_)n RaEtes— .
inflationary process. With the lifting of mobility restrictions and a recovery elected Latin American Economies

in the demand for services and rising nominal wages, inflation has become 12
more broad-based. =2018 m2019 =2020 =2021 = Jan-Oct 2022
10
» The withdrawal of pandemic-related policy stimuli in 2021 and the
adoption of a contractionary monetary stance in 2022 has helped g
contain inflationary pressures. Monetary authorities have signaled B
their commitment to increase policy rates further, if needed, to ensure S
that inflation returns to target. ;6
o
+ With economic activity slowing, monetary authorities in the region 4
may face greater obstacles to sustaining a contractionary monetary
stance, although sustaining current policy rates for some time is likely 5
to be needed to ensure the return of inflation to their targets. I I III
* Amid this high uncertainty about the path of inflation, effective 0

Brazil Chile Colombia Mexico Peru
Source: Bloomberg

communication on the main policy objectives is critical.



a 8. With still moderate inflation alongside sluggish growth the
5 CBTT has not yet altered its monetary policy stance...

* Following the introduction of the Chart 6: Inflation, GDP GrOV\;th: Private Sector Credit

Repo rate in May 2002, the Bank Growth and the Repo Rate
has made decisions to increase, 10.00

decrease or hold steady In
response to the macro financial
environment at the time. 500

* More recently, following the 150
bps reduction of the Repo rate H m

: : 0.00 | =
in March 2020, coupled with [ |
other expansionary monetary
policy measures, the Bank has
held the rate constant to date. -5.00
+ The December 2022 Monetary

per cent

Policy Announcement stated, “In -10.00
balancing all considerations, the

Committee decided to maintain

the repo rate ... At the same -15.00
time, the Bank should be Q1-19 Q3-19 Q1-20 Q3-20 Q1-21 Q3-21 Q1-22 Q3-22
prepared to further employ other

monetary tools in addressing the Sources: Central Statistical Office and Central Bank of Trinidad and Tobago

inflationary situation in a flexible * Latest data for QGDP Growthiis Q2-22.

manner.”

mmm QGDP Growth = |0 flation e Repo Rate == Credit Growth




Ej 9. ...however, the situation is very dynamic and could change quickly.

Full re-opening

of China ¢ [L].? =lincome Social unrest/
“ iﬂEQU?"' protests
Global #-2 B‘HB Of- S, Geopolitical
supply chain re-ordering tensions

High | D2t Russia-
inflationary E’ﬂglfi Ukraine War
conditions

Pandemic

Further monetary ﬁ
tightening in AEs

Climate Digital virus/
extremeS@ % Cyber attacks

10
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10. The global outlook is daunting. e
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obal economic activity is experiencing a broad-based and sharper-than-expected slondown, with inflation hi
than seen in several decades.” International Monetary Fund, World Economic Forecast, October 2022

Chart 7: Global Growth Forecast

2021 2022 2023
k==l Advanced Economies
k== Emerging Market and Developing Economies
=== | atin America and the Caribbean
el \\/ O1|l

per cent

16.00

14.00

12.00

10.00

8.00

6.00

4.00

2.00

0.00

Chart 8: Global Inflation Forecast
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L | in addressing domestic inflation.

Ea 11. Ultimately, fiscal and structural actions should complement monetary m%
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* Monetary policy needsto be
closely coordinated with fiscal
and structural policiesto
maintain a low and stable
inflation rate.

* Promoting flexible markets
through structural policies can
strengthen an economy’s
resilience to shocks that
Impact price stability.

« The Bank continues to monitor
international and domestic
developments and adopt a
coordinated approachto

managing inflation.
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