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PUBLIC FINANCE IN JAMAICA 1971-76
By

E.S. TAYLOR

INTRODUCTFION

In ihe early development of public finance, the major concern was the mobilisa-
tion of resources for the financing of wars and the fulfiliment of certain accepted
functions of government in the domestic economy. These functions involved basically
the provision of goods and services which are consumed collectively by the society and
which by lheir very nature would not be pravided through private enterprise. Over
time, governments took on to themselves the responsibility of providing other goods
and services, which can be and are supplied by private enlerprise because of the
importance ascribed to such goods and services. Up to this peint, the subject area of
public finance was still confined to the transfer of resources to government and the
optimal use of such resources, the opcrations of government remaining neutral with
regard to the decision-making or economic choice of the rest of the economy.

Today, although the mobilisslion and use of resources remains the main problem
area of public finance, the neutra] role formerly assigned to the govemment sector no
longer obiains. Public finance has become, through the budget, an important policy
mechanism through which the goveroment seeks to manipulate or influence economic
and social developments in accordance with its overall objectives. It is in this broader
conlext, therefore, that the preseni Lopic will be treated.

In the following discussion an atlempt will be made to examine the performance
of public finance, and more specificaily the budget, in Jamaica in the light of resource
mobilisation and use as well a5 apainst the background of government’s economic and
social objectives and the implications of the operations of the government sector for
the rest of the economy.

The economic, social and other objectives of governments, although tending on
the overall to be common, are based on subjective political decisions. Before
atlernpting an analysis along the lines suggested earlier, it is thercfore necessary to
outline the stated objectives of the government concerned.

In the Throne Speech in Parfiament at the Spring Session 1972-73 setting out
the policies which the Govemment of Jamaica intended to pursue, it was stated, fnter
alfg, that: the unemployed in the country should be provided with gainful occupation
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in the quickest possible time; the standard of living and quality of life of the people

should be vastly improved, their skills upgraded and every effort made to reduce the -
social and economic gap within the community; and rapid movements in the cost of
living should be restrained and so ensure that the community enjoys the full fruits of
sconomic gains.

These objectives were Jater restated in the Throne Speech, Spring Session
1975-76 as follows:

the Government will continue to manage the cconomy in such a way as to maintain a high
level of economic activity, restrain the rate of domestc price increases as far as is
practicabls, and provide employment for as great a number of people as possible.

It is clear, therefore, that the prime economic and social objectives of the
Govemment of Jamaica in this period were: the promotion of economic growth and
the improvement of employment opportunities; the maintenance of price stability;
and the redistribution of income in order to achieve a greater degree of equity.
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The Mobilisation of Resources

The mobilisation mechanism needs to be such as to effectively satisfy the
financing requirements of government, while al the same time fosiering government’s
economic and social pelicy. In this respect, the structure or system of resource mobili-
sation is of great importance.

In Jamaica, the main sources of governmenl’s financing have béen taxation and
borrowing, The analysis will, therefore, be based on these sources in respect of the
financial years 1971-72 to 1975-76.

In an assessment of the taxation system, one of the first problems to which we
need to address our minds is the question of the cfficiency of the system a5 a
mechanism for the mobilisation of resources for the government sector. Two
important criterda for efficiency are the responsiveness of Lhe system to changes in
national income and its administrative cost. With a growing population, the demand of
the public for government services tends to increase continuously. In this situation, it
is therefore desirable that tax revenue move at least in line with national income. Daia
for the period 1971 to 1975 show that tax revenue grew at roughly the same rate as
Gross Domestic Product (GDP) at current prices and thus maintained a stable ratio to
GDP. Total tax revenue (excluding the bauxite production levy) represented 17.0 per
cent of GDP in 1971, 17.7 per cent in 1972 and 17.6 per cent in 1975 and averaged

17.3 per cent over the five-year period. This level of stability was not achieved through
the automatic functioning of the taxaiion system, however, but resulted from the
intreduction of new taxes and increases in the rates of existing ones. The taxation
structure was not, therefore, capable of antomatically maintaining a constant or stable
ratio between tax revenue and GDP and its efficiency in this respect is consequently
questionable. Further, the administrative cost of the system or the total expenditure
related to revenue collection tended to increase at a higher rate than the revenue
intake. Using the expenditure allocations to the Income Tax Department and the
Collector General’s Depariment as a bench mark, the administrative cost rose by 166.7
per cent from J§3.7m in financial year 1971-72 to J$9.9m in 1975-76. On the other
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TABLE 1

I‘
Accountant Gensral — Statement of Revenue and Expenditure

Miscellaneous Revenue

Betting end Gaming Lotterizs

Motor Vehicls Licence

Tax D¢ Sejour

Dzbt Charges Reimbursement
Departmenial nd Othe:

Lend and Properiy Tax
Other Licenice

Stamp Dutiex
Transfers from CDF

Consumption Dutjes
Toteal Revenus
Source,

Income Tax
Entesfainment Tax
Post and Telegzaphs

Travel Tax
Loan Regeyments

Retgil Sates Tex

Customs Duties
Non-Tex Revenue

Tax Reventr.
Excise Duties
Recurrent Revenue
Cepital Revenue
Royallies
Lznd Szles
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hand, total tax revenue increased by 113.4 per cent from [$228.8m in 1971-72 to
1$488.2m in 1975-76. The cost of collection therefore increased from 1.6 per cent of
revenue intake in 1971-72 to 2 per cent in 1975-76. This means that cxpenditure in
connection with revenue collection yiclded diminishing marginal reiurns over the
period.

The most significant change in total revenue during the review period was
occasioned by the introduction of the bauxite production levy in fiscal year 1974-75,
Transfers of levy proceeds to the Government’s Consolidated Fund amounted to
J885m in 1974-75 and J$125m in 1975-76, representing 16.4 per cent and 19.3 per
cent respectively of total revenue.

The other discretionary adjustments mentioned carlier were more or less
confined to indircet taxes. (Indircet taxes are here defined as taxes which awe paid by
businesses, but which can easily be passed on to consumers by way of higher prices for
the end product). The resultant price increases reportedly led to reductions in real
demand in some cases, with the consequential adverse effect on production and cm-
ployment. Some positive steps were however taken during the period fo encourage
domestic production and increase demand for labour. In 1975 incentives were pro-
vided by way of accelerated depreciation allowances for factories running two or more
work shifts, tax rcbates for training and employing additional persons, and the
consolidation of group profits and losses for income tax purposes. The provision of
accelerated depreciation was intended to encourage maximum utilization of exisiing
plant and equipment and the introduction of more work shifts as well as fo increase
the cash {low of businesses so as to facilitate investmnent. In the case of tax ebates for
training and employment, it was provided that any factory expanding production and
employing additional workers would be permitted, for the purpose of tax retums, to
add to its wage bill J$10 per week over a one-year period for each additivnal worker
employed as from 1 Scptember 1973 over and above the work force as at 31 July
1975 (exclusive of supervisory and higher grades of employces). In recognition of the
fact that businesses could be reluctant to expand through the launching of new com-
panics where the tax laws prevent them from setting off the loss which the new
companies may incur against the profits of other companies of the group, it was
provided that, where companics are 100 per cent owned by the same group, they may
consolidate profits and losses of the group operations in one income tax retum and
thereby be able to set off the loss of one company against the profits of another in the
same group.

As noted above, the bias towards dependence on indircet taxes had the effect of
pushing up prices. The share of indirect taxes in total fax revenue increased in the
period 1971-72 to 1975-76 while the share of dircct taxes declined correspondin iy
Revenue from income tax as the dominant contponent of direct taxes declined from
47.8 per cent of total tax 1evenue in 1971-72 to 41.8 per centin 1975-76. The share
of customs duties fell from 21.1 per cent in 1971-72 to 17.9 per cent in 1975-76 and
that of excise duties declined from 21.2 per cent in 1971-72 to 17.3 per cent in
1973-74 and 10.9 per cent in 1975-76. These declines were not due to a fall in the rate
of taxation, but rather to restraint in imports due to the imuposition of tight trade
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rcstn’ctfons in 1974 in the case of customs duties and to a general slow-down of
domestic production in the casc of excise dutics. However, the decline in th .
categories of indirect taxes was more than offset by increases in the shares of otIt-:s{3
Faxes such as consumption duties and retail sales tax. The share of consumption dut_icr
increased from 1.1 per centin 1971-72 to 7.1 per cent in 1973-74 and 16.0 per cent in
1975-76. This rapid increase in the contrbution of consumption dutie; was due :1;1
upward adjustments in the tax rates as well as to 2 widening of the tax base. Retail
stles tax “is a4 new iax introduced in 1973-74 and its contribution increased fr.om 1.4
pcr.cent in that year 1o 1.9 per cent in 1974-75 and 2.3 per cent in 1975.76. On tl;e
basis of these data, the conclusion may be drawn that the changes which tolok- lace §
the tax structure in the period 1971-72 to 1975.76 had an inflationary bizs. pres

_ I_)ata are lacking on which to appraise the taxation system with regard to the
1'edlstn'b_utl'on objective. From the fact, however, that the share of indirect taxes had
been Tising at the expense of income tax, for example, it js fair to assume that the
taxation system did not itself produce any improvement in the disparity of real in-
comes among the various income groups. Indirect taxes are invariably regressive and
consequently reduce the real income of the lower income groups to a greater extent
than that of the higher income groups. On the other hand, income tax payments are
Fnased on a progressive formula, whereby the rate of tax payable increases as taxable
mcome rises, thus reducing the disposable income of the higher income groups to a
greater extent in relative terms than that of the lower income groups. The un-
favourable distribution effect of the relatively high level of indirect taxation was
however, moderated to some extent owing to the fact that such {axes as consumpticn,
duty and retail sales tax tended to bear more heavily on luxury jtems. But the use of

tFm Tesources needs to be brought jnto focus bafore any meaningful assessment of the
situation can be made.

GOVERNMENT BORROWING

An il:lcreasing amount of total resource transfers to govermment was in the form
of b_cirrow‘mg. Government bomrowing rose from 17.2 per cent of all resources
mobilised in 1971-72 to 33.6 per cent in 1975.76. Of total borrowing, the foreign
cIc_ment declined from 46.4 per cent in 197172 to 33.7 per cent in 1’975-76. The
reliance on foreign borrowing remained strong over the pesjod, however, as financing
-from this source increased from J$24m in 197172 to J$110.5m in’1975-76 an
ncrease of over 360 per cent during the five-year peried. The increase in for:eign

borrcuwfrmg would have been greater were it not for unfavourable international market
conditions.

. At the end of Dccember 1975, total foreign loans outstanding steod at an
estimated J$385.4m compared with J$T10m at the end of December 1971. This rapid
growth in foreign borrowing was accompanied by a significant shift in the maturity
structure of the loaus as well as by important changes in their institutional distriby-
tion. At December 1975, loans outstanding with matuzity of up to 5 years accounted
for 54.7 per cent of Govemnment’s total external debt and those with maturity of over
5 years and up to 16 years accounted for 40.8 per cent, while the share of loans with
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TABLE 2 CONTRIBUTION OF INDIVIDUAL RevENUE ITEMS TO ToTtal Tax
REVENUE (%)

1971/72 1972173 1973/74  1974/75 197576

i 5 TR st

17.9
Custom Dutics 21.2 22.1 ﬂg ﬁ_’; 1
Excise Duties J_ii 2%1 ‘ 7.1 10:5 o
Consumption Duties . . . _
Income ‘I'.l,ix 4718 44.5 45;‘54 4;3 4‘:3
L.and and Property Tax 0.6 2.7 4.7 p 3
Stamp Duties . 3.4 .3 2_0 - 32
Motor Vehicle Licence 2.4 2.6 1.4 - bt
taif Sales Tax - - . .
g:h‘::fsSd ” 2.4 1.1 1.6 2.0 1.4
100.0 100.0 100.0 100.0 100.0
TABLE 3 GOVERNMENT BORROWING — FISCAL YEARS
J3m
197172 1972/73 1973{74 1974175 1975/76

257.2

B Gomtoes %117) S0 ﬁ'; 1%.52 110.5
Foreign Sources . . 2 g

Total Borrowing 51.7 83.2 97.6 193.7 327.7

Borzowing as 2 pereentage of Totat _ 134

Transters to Government (%) 172 22.6 21.8 27.3

TABLE 4 CosTt orF Tax COLLECTION — Fiscal YEARS JSm

197172 1972/73 197374 1974/75 1975/76

Expenditure of [ncome a4 .
Tax Department* 1.2 1.2 20
Expenditure of Collector ' -
Gzneml’s-Dcpa:tmcnt* 25 30 3.3 53
11 9.9
Total Expenditure 3.7 42 5.3
Expenditure of Income Tax - L4
Dlzrpt.ﬂnuome Tax Revenno (%) 1-1 1.0 13 1.3
Total Expenditure/Total _ 19 20
fux Revenue (36) 1.6 1.6 1.6

*Government's Estimates of Revenue and Expenditure
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maturity over 16 years was only 4.5 per cent. The comparable ratios at December
1971 arc-estimated at 20.3 per cent, 61.1 per cent and 18.6 per cent respectively. The
shortening of the maturity stricture was strongly influenced by changes in the
components of the debt. Over the period, the relative importance of borrowing from
foreign commercial financial institutions rose drastically. Such loans are usually of
short to medium term maturty in contrast to borrowing by way of the issue of
securities (market loans) and through international and governiment institutions. Apart
from being of shorter maturity, the tates of interest and other conditions of credit
from the comunercial institutions are generally less favourable, thus putting great strain
on the budget. Expenditure in respect of interest charges and repayments on foreign
and Jocal debt rose from 7.9 per cent of total government expenditure in 1971 to 13.1
per cent in 1975 and represented 1.8 per cent and 4.4 per cent respectively of GDP,

Foreign comurnercial loans outstanding rose from J$18.4m in Decemnber 1971 to
J5228.1m in December 1975 while market loans remained stable at around 1$64m,
Loans outstanding from intermational institutions sech as the [BRD and [ADB
increased from J$13.9m to J$31.2m and inter-government loans (chiefly from the U.S.
Agency [or International Development and the Canadian Development Agency) rose
from J813.5m to J$31.3m over the same period. The stagniation in market loans was
due to unfavourable conditions in the {raditional markets overseas for Jamaica Govern-
ment securilics.

In a situation of relatively low cconomic activity in the private sector of the
econonty, the govemunent wus able to raise only a modest amount of financing
through borrowing {rom the general public, including private financial institutions
such as commercial banks and insurance companics. As a consequence, reliance on
Ceniral Bank financing rose substantially in the later years. Short-term accommo-
dation by the Bank of Jamaica, which was effected for the first time in 1974-75, rose
from J$25m jn that year to J$105m in 1975-76, in addition to investments in Goven-
ment securities.

This expansionary fiscal policy did not stimulate domestic production, but
placed scvere pressure on the balance of payments instcad. In the case of foreign
borrowing, there exists a foreign exchange counterpart to neutralize the balance-of-
payments effect in the short term, but this element is absent in the case of Central
Bank financing.

The Utilisation of Resources »

We have so far tded to analyse the nature and structure of resource mobilisation
as an instrument through which government’s economic and social objectives may be
aitained, and in this sector the use of the resources transferred to government will be
examined in a similar manner.

Expenditure increased by 223 per cent from J$299.3m in 1971-72 to J$966.9m
in 1975-76.1 The major factor in the increasc was expenditure on the provision of
general services. Expendifure on these services rose from J$61.2m in 1972-73 to
J$258.4m in 1975-76. As a ratio of total expenditure, the ouflay for general services
rose from 15.5 per cent in 1972-73 to 26.4 per cent in 1975-76. The allocation to
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general services in 1976-77 is cstirnated at §$466.6m or 39.3 per cent of total ex-
penditure. The data available indicate that the cost of government’s operations in-
creased continuousty during the period under teview. There was a substantial increase
in administrative cost due to rising prices and increases in the rates of emoluments to
government employees.

The increase in expenditurc on general services was alsp directly related to
government’s objective of reducing unemployment significantly in the quickest
possible time. This was to “he achicved through specifically increasing expenditure on
existing projects with high labour content, and by adding some special employment
proj»:*.c:ts.”.2 In this context, building and construction projects were to play an im-
portant role as “a large direct erployer of Tabour™.

The problem of-unemployment was approached on the basis of disect job
cieation within the govemment sector instead of on the basis of derived dermand for
labout. As such, employment creation was not made an integral part of a programme
for economic growth. The result of the employmertt strategy adopted, together with
other social programmes, was ai increas¢ in consumption demand at the expense of
savings and investment. While expenditure on general scrvices increased from 15.5 per
cent of total expenditure in 1972-73 to 26.4 per cent in 1975-76, the share goingto
economic services declined from 30.1 per cent to 28.4 per cent and is estimated to fall
further to 19.9 per gcent in 1976-77. Allocation to social and community services
declined from 40.2 per cent of total expenditure in 1972-73 to 34.5 per cent in
197576 and is cstimated at 30.4 per cent for 1976-77. This overall decline in the
relative importance of social and comrnunity services, however, conceals the emphasis
which the government placed on such social items as education and housing.
Expenditure on education and training rose from 16.3 per cent of total expenditure in
1972-73 to 18.1 per cent in 1975-76 and that on housing from 2 per cent 10 3.2 per
cent over the same period. These improvements were, however, offset by declines {rom
9.2 per cent to 7.5 per cent in health services, 3.9 per cent to 1.3 per cerit in sacial
security and general welfare and 7.2 per cent to 2.6 per cent in other services. While
the expenditure budget was used to increase cmployment withio the govemment
sector, it was not suceessful in stimmulating activity in the private sector.

The ratio of the relative increase in GDF to the relative increase in total goven-
ment expenditure declined from 0.64 in 1972 to 0.46 in 1975, indicating that
additional expenditure in each succeeding period was accompanied by a relatively
smaller increase in GDP than in the preceding period.

This Jow responsiveness to goverment expenditure was also evident ut the
jndustry level. The ratio of government expenditure to valuc-added in the agricultural
sector of the cconomy, as measured by the sector’s contribution to GDP, was higher in
the three years 1973 to 1975 than in 1971: there was a sharp unsustained rse in 1972,
The ratic of government expenditurc on trade and industry to the GDP contribution
of the manufacturing sector ros¢ pessistently from 5.3 per cent in 1971 to 16.6 per
cent in 1975. These Bgures indicate that expenditure in agriculture and trade and
industry yiclded diminishing marginal returns and therefore did not have, ceteris
paribus, any significant impact on production.
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TABLE 3 SELECTED RATIOS

1971 1972 . 1973 1974 1975

Tax Revenue/GDP (%) 17.0
: : . 11.7 16.6
Excise Dutics/GDP (%) 39 3.8 g 3 ];’: g
Consumption Duties/ GDP (%) 0.2 0.3 0-6 2'{) 2
Income Tax/GDP (%) 8.0 7.7 7-6 7-7 y
Land and Property Tax/GDP (%) 0.1 0.1 0'4 0.5 o7
Stamp Duties/GDP (%) 0.5 0.8 0.8 0-8 g
Customs Dutics/Tmports {c.LL) (%) 10.0 11.8 8'8 5-8 T
Total Expenditure/GDP (%) 232 24.5 25‘2 28-7 3‘;5
A Gbp{ A Total Expendituse ©ob.64 0.85 0.63 0 ;5
A GNP] A Total Expenditure 0.93 0.86 0'63 '
External debt service®/net exports . . o4

of goods and services (%) 2.3

. 1 - 32 3.1 .

Agzicuftural Expendituce/GDP (%) 26.4 36.2 28.4 . 2'71: f 3{::.3
Manuofucturing Expenditure/GDP (%) 5.3 11.0 12.0 13:5 16:r

*On fiscal year basis.

_ -Taken by itself, the expenditure programme can be regarded as having bec
mﬂauon-ar‘y. A large portion of the expenditure, as already noted, was nui rc[ft dtn
the provision of goods and services wiich arc usually demanded E;y the public aﬁd Lg
the expansion of productive capacity. Consequently, a substantial overhang was
created between the monetary demand of the public [ur goods and services angd the
supply _of these {rom domestic sources. The full inflationary impact of govemmcntts
Z:fpendlturc v,ins'n?t, howeyer, reflected in the moverment of the overall price level, as
emand was satisfied to a large extent through imports. Another factor is that th,ere

was a significant level of capital ich he X .
money supply. pital outflows which helped to contain the growth of

In the area of income redistribution, tlrec factors are of i

employment programme and transfers by way of subsidies f::r:r‘i iiz‘t;;;:fgo::::;ts 11‘]12
:Im’plloymen.t programne was confined to the government sector and was direct'ed at
: nma l:)::{:j:euizome group, c'onscq}ue.ntly some measure of redistribution was achieved.
Reodt rms, expenditure In the form of subsidies increased significantly from

3. om in 197273 to 1312.9m int 1975-76, but its share of total expenditure declined
m‘;rjg:iir{ally from 1.5 per cent to 1.4 per cent over the same period. in 197475
subsidies amounted to J$16.4m or 2.1 per cent of total expenditure. Expenditure on
retiring benefits rose from J$7.8m in 1971-72 to J$10.7m in 1975-76, but declined
from 2.1 per cent to 1.1 per cent as a share of totul expenditure. ’
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2 | Summary _

@ :

*cé R 23 % S ; : To this point, we have discussed the mobilisation and nse of resources

= wooom - — separately, with full recognition of the fact that 2 meaningful analysis needs to take

«|, the tolality of government’s operations into consideration. The approach was, how-

E o o @ o M ever, adopted for ease of analysis, and the present section will therefore deal with the

§ E § § a Q = budget as a whole in the form of a summary of previous discussions.

~—

- Data covering the fiscal years 1971-72 to 1975-76 and the calendar years 1971

% to 1975 indicate that the taxation system was not efficient as an instrument of
?‘é £ 3z o9 T oo 2 resource mobilisation for the provision of traditional or normal government services.

E ® 8 = « = The system is considered inefficient both in the sense that it was not capable of
E =z automatically maintaining a stable ratio between taxation revenue and national income
% g3 . x e oo n - 1 and in the sense that the cost of collection tended to increase relatively faster than the
& 5 = § a 3:_‘ 3 = : revenne intake. On the other hand, the cost of government’s administration rose
(2 \ rapidly compared to overall developments in the economy, thus suggesting inefficiency
=] - - = a in the use of the resources at the disposal of the government sector. Because of the
E . ® & PO § | rising cost of revenue collection and the provision of government’s general services, the
% 'E-‘ sconomic and social retums of the resources transferred to the government sector
%J § s oe 29 2 n tended to yield diminishing marginal economic and social retumns.
O “ w o aa T ~ The budget created a high and rapidly rising level of aggregate demand. But this
& did not stimulate investment in the private sector of the economy. Moreover, govern-
% v o e o ment’s expenditure itself was of a highly consumptive nature. Comsequently, the
=) e o = operations of the government sector do not appear to have had any positive effect on
5 g ~ cconomic growth. Jobs were created directly within the government sector, but these
E &" . o were not, in general, linked to investment projects and did not iherefore have any
9 = & a3 5 o 0 impact on the overall level of production. Instead, the expenditure involved helped to
'S 2 &2 = “ increuse the cost of the provision of govemment’s general services. Expenditure on
= education is of a productive nature, but such investments do not yleld retums in the
= . a 2 ¢ % short run. Consequently, expenditure in this area did not begin to show reterns in the
2 o BT T T review period. Increases in the raies of certain taxes could have had an adverse effect
[‘.-;3 "§ on production and employment in the private sector. The complex system of taxation,
[E ) :E ! % ; :w'j E which results in tax being paid on tax in some cases, did not also tend to encourage

= - - o

investments. During the period under review, however, tax concessions were intro-
duced to adjust the situation somewhat. On the overall, there is no cvidence that the
system of taxation and government’s expenditure had the desirable impact on
economic growth and employment generally.

TABLE 6

In the area of prices, government’s operations had a clear inflationary effect.
This resulted from the new tax measures introduced during the period, the nature of
expenditure and the composition of the financing. Increases in tax revenue were
sought mainly through upward adjustments in indirect taxes, with the concomitant
rise in the prices of final goods. The high consumption content of expenditure also had
an upward bias on Lhe price level. OF particular significance here is the high level of
expenditure in the form of compensation to employees in the government sector as a
result of an increase in the number of emplayees and in the level of their emolument.

Memorandum on the Budget 1976-71

Social and Community Services
Source:

General Services
Economic Services
Miscellaneous

Total
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The relatively farge portion of financing through foreign borrowing and Central Bank
resources was an additional inflationary factor. It had the effect of increasing the
spending power of the public without a commensurate increase in the domestic pro-
duction of goods and services. The extensive use of the proceeds of the bauxite
production levy for budgetary purposes was also a strong inflationary factor. The
overall inflationary effect of the budget was, however, offset to a significant extent
through imports and the imposition of price controls on certain basic consumer items.
There were also substantial outflows of capital which helped to reduce monetary
demand.

Some redistribution of real income was effected through the provision of
employment for the lowest income groups. There were adjustments in property faxes
and motor vehicle licenses in this direction also. But, the redistribution achieved
through these measures could have been cancelled out through the regressiveness of
the taxation adjustments on the overall

The overall inflationary jmpact of the budpet had serdous implications for the
balance of payments and the country’s foreign exchange reserves. The net foreign
reserves declined from J$132.2m at the end of 1971 to J$56.7m at the end of 1975.

Assessment

In the foregoing analysis, it was noted that the cost of collecting tax revenue
tended to increase at a higher rate than the revenue intake during the perdod reviewed.
If seemns to be necessary, therefore, for a cost-benefit analysis of the taxation system
to be undertaken, with a view to improving the efficiency of the administration of the
system and consequently minimizing the cost of collection as much as possible.

The narrowness of the effective tax base resulted in a situation in which the

_growth in the transfer of resources to the Government sector via taxation was at a
slower rate than the increase in GDP. This problem could possibly be solved through
the introduction of a comprehensive value-added-tax system in place of the numerous
types of indirect taxes with their overlapping elements. There are three other major
factors in favour of the value-added-tax system — lower administrative cost, respon-
siveness to change in tax rate, and the ease with which complete tax exemption may
be effected. The administrative cost of the value-added system should tend to be lower
owing to the fact that a complexity of taxes would be replaced by one tax. Due to the
broadness of the tax base, the absolute increase in revenue intake resulting from a
minimal increase in the rate of a comprehensive value-added tax should be fairly
substantial. Under the cumrent system of indirect taxation, it is difficult, if not
sometimes impossible, to relieve goods and services of taxation completely, where
desitable, due to the fact that tax is levicd on tax through the various stages of
production. But this problem is absent in a value-added-tax system, and such a system
could therefore be of great advantage in an export promotion programme, for
exarnple. The introduction of such a system, however, entails public education and the
matter would therefore need to be given careful study.
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_ .In view of the relatively high share of government expenditure allocated ¢
provision of general services, it seems desirable for a cost-benefit analysis to b . ?he
out on the provision of these services, with the Intention of minimi ing oost or
maximizing output with the avajlable resources. e cost or

There is ‘n.o evidence that fiscal policy achieved the stated objectives of tf
goyerr%ment during the review period and more efficient ways bf achi i e
objectives need to bhe adopted. Government expenditure needs to he morev(]i]']' g. "
gezu:cd tcfwards the expansion of productive capacity and the production of ?o i!m?tl:{(
_semces in key areas such as agriculture where the necessary incentives fgro S:dn
{nvestment are not considered sufficiently attractive. This would require th P;Vﬂt&
u};o%vement of tl}e govermnment sector in real production, wh.ich‘scl{muld bt:: aj:)e: :
:u ;?;niacs:;nl'?};;m;loﬁﬁsb feii-s;;::ortti.ng ciorplorations cguld be set up to underta.kf_ge

_ . rmative Lo the strate i i i
duction in the private sector through the creation of izn?:nilry::lg ttli:a S:;:iﬂlaig ]E)jm‘
government expenditure of a hasically consumptive nature. Through the con: ; d o
type v.entures suggested, the efficient allocation of resouces would he as-;urudmerrimlh
operations of the government sector would have a direct impact an rea:! rodan t'the
and.consequently on economic growth and the gainful employment of lahoﬁr Heren

'1}14? data analysed so far indicate that government’s operations were in |
measure m'compatible with the price stabilisation and income redistribution obje I'M=g :
The ta_xatwn adjustments, in particular, were inflationary and re rressivé] ‘ 1;, ‘:Is.
expenditure was largely consumption oriented. These eflects were howivcr mi’t.i‘i"’t]-l ;
to Some extent through price controls on basic consumer items a.r;d income, l,tidci;‘l‘iJ e=
which sought to limit wage increases and reduce the disparity existing betwefu inco?:::
groups: ']The lower income groups were also provided with certain basic consumer it
at subsidized prices through outlets of the Agricultural Marketing Corporation. o

_ While not achieving its objectives, government’s financial operalions facilitated
senous- balance-of-payments problems. The high level of demand generated by th
operations of the government sector did not serve to stimulate domestic mdué’tione
bu.t rather to encourage imports, therehy helping ta deplete the foreign I:esewes I!;
.t}us context, it is essential for fiscal policy to take cognizance of the constr i ts
imposed by the level of foreign reserves at any point in time. The limits of ov;::la]]
dz.:mand efcpzmsion in the economy must bear some relation to the level of resarves
Fiscal policy, consequently, nceds to be formulated within the framework of : ‘
overall policy which is consistent with the balance of payr;ents capacity. -

FOOTNOTES

) N
Financial Statements and Revenue Estimates,
2
See Memorandum on the Budget 1973-74, p. 33.



