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FISCAL HARMONISATION IN THE
CARIBBEAN COMMON MARKET

A statement of the current position
concerning indirect taxes X

INTRODUCTION

This statement discusses the poaition within the Caribbean
Common Market in respect of the applicatian of indirect taxea on
goode, It is essentially & presentation of the provisions of the
Common Market Annex to the Treaty of Cheguarames on, and a description
of what bas been done so far in, the area of indirect tax harmopisation
pursuant to the provisions of ithe Treaty. WNo attempt is made at analysia
of the effectiveness ar otherwise af the Treaty provisians or of the
extent to which fiscal policy affecting the production of and trade in

goods at the individual national levels has influsnced the integration

Process,

2. The Common Market Annex to the Treaty of Chaguaramas contains
sasentially two provisions aof curzxent concern on the applicetion of

indirect taxes in the Member States, These provisions are =

/a} Axticle ...

1/ In an addendum to this paper is 2 short statement on the position
concerning direct taxes prepared by the Secretariatts Tax
Administration Adviser.



{a) Article 17 dealing with the application o

revenue duties and internal taxation; and

{b) Azticls 21 on the easahlishment of a

common external tariff,

TNTERMML TAYES

Je Article 17 of the Annex impases upon the Member States the
obligation, in the application of fiscal chargroa, not to treat demestie
cally produced goods more favourably then imports of like or directly
competitive products from the other Mepber States, This Axticls takes
up the poeition fzo9n Artiecie 15 which firet requires the elimination hy
Member States of import duties on goods orxiginating in and imported
feom partner Siates,. Having provided under Artizle 15 for the removal
of taxiffs protsciing the Uomeakic rrarivction of the Member States
from comnetitive exports from within the region, Axticle 17 is intended
to guard agzinst the u=o of internal taxes as a substitute device for y

2

maintaining or restoring the protective character of the import tariff,

4a The Treecy is therefore sezp fo limilt itsalf to the requirew
ment of nonediscrimination agairat imported {(i.e. Common Market) goods
in the eppiication by the Member Stetes of revenuewxaiaing and cther

forms of inmternal taxatic. The tlonbor Stetes are othecowiae free in

1

/their ro0®

that tha Legd Neveleprd lountmies ave a2ilownd
duties en cextoin gorda sriginating in the
eg until the end of fApril, 1983,
¥ 3




+heir cooice of the goods upsn +hich to apply internal taxes and in ihs
determination of the level of such taxes, Ths revenuee~raigisg intsrnal
taxes applied by the Common Market States ars designated varicusly as
consumption taxes, cnnsump%ion duties, purchase taxes, revenue replace-
menf duties, excise taxes and excise equalisation taxes. Thase taxes
are levied on imports whether from other Member States or from third

countries as well as on like domestic production where such production

exists,

5 In Antigua, Barbados, Guyana, Montserrat, St. Kittz-Nevis/
Anguilla, St. Lucia and St. Vincent consumption taxes are applied while
in Dominica, Grenade and Jamaica, the tax is described as consumption
duty, The difference in naomenclature is of no real significance,
Trinided and -Tebago applies a purchase tax.g/ In Belize the tax is
called revenue replacement duty. The products subject to the various
forms of intermal tax which are applied and the rates of tax differ betwesen
the Member States. It should be barne in mind, in noting this situation,
that the Treaty of Chaguaramas contains no explieit undextaking by ths

Member States to harmonise or even to seak to harmonise thedlr internzal

indireect taxes.

6. Some inconsistency has been observed in the application among
the Member States of consumption duties/taxes. While the majority of
States base the charge on lmported goeds on the c.i,f. value plus the
import duty, it bas been noted that a few compute the tax on the c,i.f.
value exclugive of the import duty. 0On the assumption that internal
tax on imported goods properly falls due when the goods have crossed the
Customs barrier (thet is, after they have entered the territory}, then
the taxable value should be the Customs value for duty plus the actual
import duty. Where the c.i.f. value is used, the result, primz facie, is

to gsubject the domestic product {ordinarily chergeable Bt the wholesale

/poin"t) sea

3/ Guyzna levies a purchase tax on only one item, namely, motox cars,
It is computed on the car dealer's ordinarxy retail selling price,



ic. Certain other indirect taxes such as s.amp duty or stamp
tax eand parcels or package tax have been found to exist in some Ttates;
These taxes sre reported to be applied on imported goods whether from
within the Commarn Market or from third countries. Their compatibility

with the Treaty provisions is yet to be determined,

IMPORT DUTIES

11, The provigions of the Annex to the Treaty regarding the
application of internal taxes fall within that part of the Annex which
is concerned with the trade liberalisation regime of the Common Market.
The limited obligations which are assumed by the Member States under
+hig psrt of the Treaty arc much the same as those which governed their
association under C.RIFTA, The Common Market Annex, however, goes on
to prescribe arrangements for the establishment sf a common protective
nalicy for the Common Marxket and here the Treaty layes down specific

provisions far the hazmonisaticn of external taxes,

i, Axticle 31 of the f/ nex prescribes th: arrangements for *he
establishment of a common external tariff in respect of all goods
entering itke Common Market from third countries. In recogniticn of ths
disparate lavels of external tarxiff rotes applisd by the Member Siates
prior to the entry inta force of the Treaty, provision has been made
for the national +tariffs to be prooressively adjusted to the common
level, The first step in this process took plece at the time of ths
signing of the Treaty when the signatory States, Barbados, Guvana,

Jamaicz and Trinidad and Vobago alsc sigmed an agrecment providing

]
8]

fcr the edeoption of common extermal tzriff rates in lieu of the
national rates they were then applying, Most cf the rates established
under this agrecment were to be applied immediztely. For those gcods
where the States needed time to adjust to the common tariffs laid down,

special commocity lists were drawn up setting out the time table and

/the s



the manner of this progressive adjustment. The phasing-in to the
common tariff, described as tha CARICOM Common External Tariff (CET),
wag to be compileted by +he four States by 1981, The following table

shows how the phasing«in wes to be carried out,

Annual rats of Harmonisation pericd
reduction of {(commencing not later
_ Commodity diffarance b?Eween than 1lst August in
Member States Licts netional tariffs sach year)
' * ’ on July 31, 1973
and the Common
Externzl Tariff
Barbados List A 1/3 1974 to 1976
List B '1/5 1674 to 197
List C 1/8 1974 +ta 1981
Guyana List D 1/3 1974 to 1976
Jamaica {ist E 1/3 1974 to 1976
List F 1/4 1973 to 1976
Trinidad
& Tobago List G 1/3 1974 to 1976

13, As it tuzned oui, when the CET~basod netional Tariffs wers
introduced on lat August, 1373 {the agrecement had been signed an
4th July 1973} the Member Statea had gone aignificantly ahead of the
haxmonisation time-table by erplving much more cf the common rates than

they bad originallv thought themszelves zble to do,

14, Developments in the external economic reletions of the
Common Markst States led to a major re-~examination of the rate structurs
of the Toxiff duwring 1375 and the adoption in Jdanuery, 1576 of a single
column achedule of rates in place of the tweoecolumn General and
(Commeonwealth) Preferentizl rete structure on which the CET had, up

to this time, been based. In this new single=column structure, almost



all the agreed rates have been fully applied by Barbados, Gusana,
Jamaicea and Trinidad and Tobago (which had signed the agreemant
establishing the original -two~column CARICOM CET). Barbados has been
allowed to suspend until 1981 the common rates on certain products
including pronducts of the agricultural md fisherlies industries, Trinidad

and Tobaga on one tariff heading and Jamaica on certzin epirituous

beverages,

15, The obligation to harmonise external tariffs was slso
assumad by the Less Developed Countries when they too signed the
Treaty of Chagueramas in 1974. Axticle 31 of the Common Market Annex
to the Treaty on the establishment of the common external tariff provides
for 2 graduzl convergence of the divergent rates now being applied by
the Comman Market States into & common set of retes by 1985, The
Member States of the East Caribbean Common Market (ECCM) had adopted
a Common Customs Tariff late in 1972 prior 'to the establishment of the
CARICCM CET among the four MDCs, The ECCM CET allowed for the applica-
tion by somes of the Stetea of specisl duties pending the agreement an
common duties for the goods concerned or with the understanding of the

phasing=in of comman duties wh:re thege had been already determinad

14, The ECCM Customg Tariff is recognised by the Treaty of
Chaguaramas as represcnting the first stage in the process towards
external tariff harmonisation among the ECCM and the other CARICOM
Stetes, Insofar as Belize and Montserrat are concerned, the Customs

Tariffe in force on lst May, 1974 are similarly recognised,

17. The Treaty sets out how the rete differegnces between thess
several Tariffs are to be harmonised, An annual yeview of the Tariffs
ig to be carriecd out "in the light of the prevailing economic situation
of the Less Developed Countries", Against the background of this
review, the Member Stetes are first to determire the target zates
towards whick the divergent rates will be adjusted and the manner in
which the adjustment will be dane, The Treaty envisages that the
adjustment process would commence on lst Awtgust 1977 and be completed

by lst August, 1981, In the case of Montserrat, the adjustment is to



begin lat=r, let August, 1981 and end lst August, 1983,

18, Thess provisiang in Artigle 3L were laid down in 1973 when
all the Member States werse operating tariffe containing schedules of
Genexal -and Praferential rates, Since then the CARICOM CET has been
converted into & single=column structure of rates and so also hzas the
Balizean taxiff, This conversion has meant a change in the degree of
commonality of retes which previously existed between the CARICOM and
the othex tariffas, It had bassn sctimated that approximately 55% of the
rates in the twoecolumn CARICCH and the ECCM taxdffs wera the same.
A preliminary estimete bassd upon the draft of a single-column ECCM
tariff which was under consideration and the new singla=column CARICCM
CET suggested that this commonality might now be reduced to 4GA. This is
a very rough estimaze. On the othsrz hand, there is now about 90%
commonality between the single-column CARICOM and Belize taxiff, In
the light of the Taxiff charges which have cccurred since 1973, questiaona
have been agked whethex the time«tzble laid down in the Treaty fsor the

harmonisation of externzl toriffs is 8till epplicable.

19, An ipntegral pzrt of the Customs tariff is the schedule undexr
which concesgional tarif{ treatment is granted to soms goods notwithe
atanding the rates prescoibed in the rete scheduls itoelf, The CARICOM
CET, the ECCM Tariff and the Tariif of Belize all contain schedules
axtending duty~exempticn o reducticon to goods which axe imported fox
certain specified purposee, clther industrial, agzicultural,.governmental,
health, educational or cultural purpcseas, Under the CARICGH CET, the
Member States have retainecd jurisdiction over the grant of concessionary
taxiff treatment lo impcrts foxr social, governmental, military, educational,
cultural, hzzlth and dipizmatic purposes., Control cver the rsmeining
areas of the operetion cf the C,\AICOM CET is exercised by the Common Market
Council and any duty shange (alteration or suspension of the CET) requires
the unanimous vote of the Council, While tho CARICOM CET duty exesmpticon
set out in the List of Conditicnal Duty Exsmptions resresent harmonisaticn

at the maximum level {full duty exsmption) among the signatcry Stectes,

/E't ece




at the level af actual spplicsrion in the Member States it has heen
the understanding thet 2ny Stazte may refuse a concession outright or

grant only & partisl recuction in the rate ordinarily payable.

20, The Member States hzve agreed to examine the List with a
view to reducing its noverace (;nd this could include some change in
its actual application), but *-ey are yet to submit asny concrete
proposals a2s a basis for a stuvdy of the new form which the List might

take,

21, There are other areas of the application of the tz=riff which
will require attention in the fuiture as the process of total externzl
tariff barmonisation procceds., One area is the treatment of imports
by travellers, whether visitsrs or returning residents. Agreement
has already been reached znong the four MDCs on the application of =
system of flat-rate duty assessment or amall non-commergial imports,
goods in passengers! baggoge end gift consignements whexe the value of
the dutiahble component is not in excess of 280 units of account. The
next step in thiz 2rea would be to harmonise the duty exemptions grantecd
in recnect af bsggage and hou:sshold effects. Other possible oreas ~f
harmonigation affecting the zari?f include the system of granting duly

refunds and the granting af drawback of duty peid.

2. A key aspect of the application of the common external rates
where the absence of hormonised procedures could frustrzte the objective
of common retes is the nomenclature used for prescribing the tardff
rates and the basis c¢f v=lue used for ecalculating the duty to be paid.
In respect of the teriff itgelf, all the States except Montserrat, use
the internztionally known and applied Brussels {now the Custcms
Cooperation Council)} MNeomenclature, As regards the determination of
the dutlable value af the imporis, the system of Customs vsluation has
been harmonised on the basis aof the Brussels Definition of Value.
Efforts aimed at ensuring common levels of tax administration among the
Member Stotes in the interest of a harmonised application of the

external tax rztes are teing pursued through the Common Market!s Customs



Committen,

EXPORT DUTIES

23, The Treaty prohibite the imposition of export dutiss on goods
which are destined for a consignees in anothsr Membar Stataz, Export
duties on intra ~Common market trade are harmonised at zero rates with
a five yesr moratorium {expixing in 1978) for the elimination of ervooxrt
duties on ceriain produckis folling within eighieen BTN headings ax
sub~headings, Belize has urntil 1981 to eliminate exporit duties on the
products concerned, There is no Treaty provision regarding the harw

monisation of export duties on gooda intended for countries outside of

the Common Market.



- ADDENDUM

yee

A SHURT JTATEFE“T D\ THE PDSITIUN-EUNCERNiNG THE

© HARMONISATIGM OF DIRECT TAXES -

PREPARED 3Y TrE TAX AD'I“ISTQAITDN ADVISER
CARIBEBEAMN COMMUNITY SECRETARI FT :
GEURGFTu}N.,

29th Novenber, 1976

E.




itd . : .

DIRECT T:XES

The provisions of the Treaty dealing with direct taxes
are to ke found in Articlss 40 and 41 of the Annex, Article 40
requires the harmonisation of fiscal incentives to industry and alsc
exprescses the agreement cf Member States to study the possibility of

approximating income tax systems and rates,

2. Article 41 deals with Intra and Extra-resgional Double
Taxation Agreements, and reguires Member States tc negotiate such

agreements on the basis of =z set of mutually agreed principles,

THE HARMONISATION SCHEME

3. In accardance with Article 43, an agreement foxr the harmoni-
sation of fiscsl ipcentives to industry was drawn up and =igned by the
Member Gevernments in 1974, and most of the Member States have amendad

their incentive legislation in accordance with thet agreement.

4. The Agreement requires, inter a@lia, thet tox holidays and
other benefits be grented in zceprdence with the extent of the local
value-added of the product of thke perticul:r enterrrise. It also
atandardises the length of such holidays, with provisions enzbling

the LDOCe to give longer periods,
INCOME ThX

5, Very little has been acconplished to date on the apzroximstiaon
af income tax systems, but rates of tax are very largely compsrable,
Some work is currently being undertsken in the LDCs, however, and

recomnendations have been made to ECCM Govcrnments, wkich, if adopted,



would have the effect of substantially approximating the tax laws,

although it is very unlikely, or perhapa not even desirahle that rates

will be equalised.

DOUBLE TAXARTICH

6, A bilaterzl agrzement for the avaoidance of double taxation
is in force betwecn the L3Cs za a group and the MDCs as a group, and
negotiations sve in progress on two others which are multilatersl, one
among the LDCs as a group, &nd the othex among the MDCs as a group,
The ECCM countrien eand Belize sre also currently in the process of

negotiating a multilotoral agreement with Canada,




