GOVERNMENT FINANCING IN THE ASSOCIATED STATES

By

F. A. F'raNCIS

INTRODUCTION

My definition of the term Associated States for purposes of this paper compre-
hends Antigua, Dominica, St. Kitts-Nevis-Angnilla, St. Lucia, Montserrat and St. Vin-
cent. Though several reasons can be cited for including Grenada in the analysis of the
finances of the Associated States (not the least of which is the fact that it is function-
ally related with the other Associated States via institutions such as the East Caribbean
Common Market (ECCM) and the Wesl Indies Shipping Association (WISA) Council)
the fact that Grenada is now a politically independent State was considered to he one
compelling reason why it was diplomatically improper to include i in this siudy.

My approach to the analysis of the government finances of the Assaciated States
deals with the problem under four major rubrics. First, 1 attempt a brief overview of
the public finances of the Associated States. Secondly, 1 discuss the budgetary gap and
approaches to the control of recurrent expendifure. Thirdly, | attempt to examine
what I consider to be the major issues in Lax reform and the potential for accelerating
the growth of revenue. Finally, I discuss certain regional fiscal issues of impertance to

the Associated Siates. h

OVERVIEW
In many ways the Associated Slates represent a modem miracle of survival in
coming through the current period of serious world inflation. Those of us who are

more closely associated with the financial position of the more developed territories,

all of 'which have one or more major exporis which have been favourably affected by

world inflation, cannot really comprehend fully the nature of the {inancial stringency,
and the political and economic pressures which have been caused by the recent world
monetary and financial ‘crises in these smaller states. Moreover, even a closs examing-
tion of the statistical data availzble fails to give a complete picture since they cannot
document cither the real changes in the quality of lhife or the psychological and
political turmoil which has been part and parcel of the everyday experiences of the
govemments and people of the area. Without losing sight of the fundamental goal of
objectivity which is expected to govern all scientific rescarch, 1 shall where convenient
attempt to create an awarcness of these political and other pressures in so far as they
are of relevance to an understanding of the motivations behingd fiscal policy.
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et tAs (;ntl:nos.-t other e_cononfﬁes, the public finances of the Associated States both
emp o de Ltrmme and in their turn are determined by the real level and value of
zonomic activity. The reasons are not far to s :
: $ seek and do not require :
reasoning. Most taxcs are based on the i e
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income determination. Our investigati S
. stigation of the govermment finz i
aeme determination : inances of the Associaied
$ ssarily begin therefore with a | )
mus ' ] ook at the performance o d
economies in the areas of trade and economic activity in recent years Fthese

Assodl'ittelg g;;)timbg' lsy::u:nton’xatic of the present poor state of the finances of the
H es thal they publish little economic statistics, and thz :
tinuous series of GDP estimates avail ‘ e blished by it Ot
able appears to be those publist
of the Economic Commission for Lati i D otSoat T
: in America (ECLA) in Port-of-Spai ini
Reference to those data indicates t i ‘ oot ot o
: hat aggregate Gross Domestic Produce
Fuctor Costs for the six Associated States ‘ 56 mitlon (Y b
b : e States referred to rose from $2535.9 million {(RC) i
e 51 . : S . ion (EC} in
if:to r.c:)= 33929 million in %974. This represented an overall increase of about 5‘31.5 iner
hoi wc()):r.lg tl]:e four—yearlpenod, or an average annual growth of 11.4 per cent (Table 1}
e expected, the increases in GDP for the diffe v
s would be erent states were ve
?;sp;;:it.c, ranging from a low overall increase of 38.7 per cent for the four-year periori
cor a ]gl;;l, to a_h:gh of 88.8 per cent for St. Kitts for the same period. There was also
d'f{;’il era -e variation in the growth of GDP from year to year in addilion to the
‘;0 erences t;,etwccn states. The growth registered from 1970 Lo 1971 by the entire
group was about 10.4 per cent, it fell to just over 8 per cent for the nexi two years

and then increased abruptl
Table 1. ruptly to well over 18 per cent for the year 1974 over 1973

- ;EI::; C:;th t{ne disparities in growth rates among states and the fluctuations over
o ] ! omic performance of the Associated States would have been creditable
ha z-t no_t reflected to the very substantial degree that if, does the effects of price
mﬂ:.mon in the region. In the absence of a proper economic deflator there islljittb
Fho:ce hu‘t to tefer to the retail price index. Since the base year for the retail pri L
1;1;1;5{_ 1vganes from one state to the other, the changes in the index over the peI:ri:t;
o ’?}jhave been c?nv‘erted {nto percentage price changes in order to facilitate

mparability. For the ECCM region as a whole prices increased by an average of 14.4
Eer. ‘cent per annum as compared with the 11.4 per cent for GDP at Current Fact(-)r

(‘)s_L. (’I‘sz]es 5 and 6). This of course suggests a significant fall in real GDP over the
%ti;;c:dt,hsmc:; the rate of increase_-. in_prices was noticeably higher than that of current
: > oiug the Index of Retail Prices is not the appropriate deflator for GDP. To a
arge extent the annual fluctuations in the Index of Retail Prices were also mirrored in
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TABLE 1 ASSOCIATED STATES: GDP. DoMESTIC EXPORTS AND IMPORTS
(1970-1974)
e T
%
Increase
1970 1971 1972__,__1973___1274 ]973
R . 197
GDP at Current Factor Costs My
Antigua 75.1 80.5 842 89.9 1 %.g 'Zz.g?s
Montserrat 119 14.1 15.5 17.3 57.2 33.73
St. Kitts 0.3 35.7 43.0 48.3 . 45.84
ks( Vincent 39.7 427 45.0 49.7 f:’;f, 5.4
St. Lucia 60.7 66.3 73.3 74.3 g 4 so.48
Dén"linica 382 43.2 45.1 519 56. )
e
Total 2559 282.5 106.1 3314 392.9 53.54
‘ﬁ,nl,nct:id:;;::: +10.39 +8.35 +8.27 +18.56
11.39

Average increase per appum =

LECLA Lstimates

the [luctuations in the growth of GDP; 7.2 per cent for prices between 1.970 and ]?7 l.
when GDP rose by 10.4 per cent; 5.2 per cent and 12.5 per cent respectively fc?r prfcez
in 1971-72 and 1972-73 when the corresponding GDP changes were 8.4 per cent ant
8.3 per cent and 29.6 per cent for prices in 1973-74 when GDP grew 135./‘.18.63 Pe}:‘cen 1
Though GDP figures are not available for 1975 it would not be su;pns:ng 'lt t:‘refl
output position deteriorated further in view of the further 16.3 per cent increase in
prices between 1974 and 1975 (Tables 5 and 7).

Two peculiar facts appear L0 emerge from the data in Table 6:. first is t_hal; g&)
Kitts, which was noted carlier as experencing the mos.t specta{.:u]ar increase ?ant )
during the period, also was favoured with the mini_mum increase in thc lndea-c 0 hﬁl ﬂ;s
Prices, about 48 per cent for the whole 5-year period; second is -that‘sﬁt. Lucia w ic .101:
normally considersd to possess one of the stronger and mote diversified ecouon}[es o
the group, and which enjoyed a not insignificant .incrt?ase in .GDP over t‘hg pctr;cjg !
about 60 per cent, witnessed the highest increase in prices which rose by Sou P
cent between 1970 and 1974, and by about 110 per cent by the end of 1975.
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Looking at the record of the Associaited States from the point of view of inter-
national trade, one sees domestic exporis tising from the 1970 level of $55.8 million
to $137.3 million in 1974, an increase of over 146 per cent. The average annual
incresse in value of exports was of the order of 25.4 per cent for the 4-year period
(Table 3). This growth in value, however, was largely dictated by prices, particularly
the prices of bananas, sugar and citrus which increased several-fold during the period,
and In some cases was accompanjed by actual declines in volume exporled. For
example, in Dominicz, though the value of exporls increased over fhe period by an
attractive 76 per cent and the quantity of exports increased for nearly all the minor
export items, the volume of bananas exported fell by some 25 per cent, and this item
alone accounts for over 60 per cent of the total value of exports of that state. 1t is
obvious from Table 3 that the performance of the export sector in both St. Lucia and
Antigua was far from that deseribed for Dominica, while in St. Vincent and Montserrat
the situation was clearly much worse. In fact in the case of Montserral, the value of
exports in 1974 was the same as that in 1970 indicating a decline in real volume since
some price increases must have oceurred over this inflationary period.

TABLE 2 ASSOCIATED STATES: LOCAL CURRENT REVENUE AS A
PERCENTAGE OF GDP {1970-1574)
Percentages
1970 1971 1972 1973 1974
Antigua 26.8 268 27.2 26.5 23.5
Montserrat 25.2 22.7 232 24.9 25.0
St. Kitis 30.7 27.1 23.5 26.3 32.7
§t. Vincent 25.7 27.61 26.9 26.8 33.0
St. Lucia 27.2 29.9 29.7 32.0 27.9
Dominica 27.0 275 2719 25.0 22.5
Total t.ocat Revenus
43 % of GDP 27.1 27.7 27.1 271.5 27.2
Total Expenditure as
% of GDP 28.2 29.3 288 30.4 29.9

. Turning to imports, it nay be somewhat surprising that Table 4 suggests that the
growth in value was moderate by comparison with that for exports, and that in spite
of a dramatic increase of over 32 per cent in the aggregate for the year 1973-74 alone.
The overall increase over the 4-year period was 72 per cent representing an average
annual growth of about 15 per cent for the group as a whole. The available evidence
suggests that this growth in value, even moreso than in the ease of exports, was the
result of increases in the prices of imports, accompanied by both reductions in volume
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TABLE 3 ASSOCIATED STATRS: DOMESTIC EXPORTS (M)

e

%
Increase
1970 1971 1972 1973 1974 1974
1970
Antigua 21.8 322! 34.6" 504 590  170.64
Montserrat 0.3 0.3 0.1 0.1 0.3 0.0
St. Kitts - 1.3 1.6 11.4 14.3 16.0% 107.79
St. Vincent 6.5 5.4 6.0 9.0 11.0% £69.253
St. Lucia 8.1 9.2 13.7 15.0 30.9 281.48
Dominica 114 12.0 13.0 16.2 20.1 76.32
Total 55.8 66.5 788 105.0 137.3 146.06
44, Increase over
preceding year +19.18 +18.50 +33.25 +30.76
Average increase per apnum = 25.42

*Rough estimates used here in the absence of published data

Yratal Fxports - Domestic plus Forelgn

Sourcess 1) UN-FCLA - Econamic Activity — Caribbesn Comununity Countries 1974 and
1975;

2) Caribbean Communily Secretariat, 4 Digest of ﬂgrfe: Statistics of Caribbean
Community Member Siates, 1976.

as well as shifts from higher valued to lower valued commadities. It is interesting to
note that Montserrat and Antigua, the two members of the group which are most
dependent on tourism, were the two economies with the highest increase in the value
of imports. Ii is worth investipating to what exlent {a) the existence of a tourist
industry (invisible exports) enabled them to sustain the value of imports through the
earnings in foreign exchange {from that source; (b) the implied weakness of the agricul-
ture sector prevented a switch to local products in the case of essential food imparts
and therefore made it more difficult to contain the growth of imports; or (c) the
importation of high-priced inputs, such as crude oil in the case of Antigna, was
essential for the maintenance of exports.

Government Revenue, Expenditure and Purchasing Power

While it is of some importance to examine the absolute levels of reverme and
expendifure in any analysis of the public finances of the Associated States, the eco-
nomic and financial crises of recenti years make it imperative to examine these figures
in greater depth if one is to get a more precise idea of the financial position of the
govemments. We noted eatlier that one is forced to the conclusion that real output
declined for the group as a whole since the growth in value of GDP was significantly
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TARIE 4 ASSOCIATED STATES: IMPORTS (§M)

%
Increase
1970 197] 1972 1973 1974 1974
1970
h?.ntigua 72,6 868 91.0 4.5 1438 98.07
ont?crrat 3.8 8.6 2.1 12.1 16.0 81.82
:t. Kl-tts 234 30.5 30.6 36.1 40.0* 70.94
t. Vulr‘:cnt 3035 360 35.2 38.5 50.9 66.89
St. [.l:lc'm 54.6 69.0 G8.7 742 91.1 66.85
Dominica 31.3 33.0 32.9 32.3 38.9 24.28
Total 221.2 2639 270.5 287.7 380.7 72.1
% increase over
preceding year +19.30 +2.50 +6.36 +32.33
Aversge increase per annum = 15.12

*Rough estimates used here in the absenee of published data

Sources: 1) IIJQI:I’-;E.‘CLA - {'.'ccmomic Aetivity — Caribbean Community Countriex 1974 and
3 2) Caribbean Community Sceretariat, 4 Digest of Trade Statistics of
Cartbhean Commuinity Member States, 1976.

less: t.hz.m the rate of increase in retail prices. This means that if Government was 10
ma.mtm,n its real level of purchasing power over goods and services,.an increasing sharfa
of GDF shou]d' have been made available to it. It is apparent, however, that though
total revenue (including grants) for the group grew by over 11 per cer;t er :mmib

(Table 11} this was not sufficient to extract from the hard pressed eco:?omje\‘. anm
?arge{ share of total output for use in the public sector;since G'I)I; grew by an aimossg
Jd‘ent:cal rate. Tal?lc 2 reveals that Local Current Revenue (excluding all grants) was
barely able to maintain its relation to GDP at 27 per cent, and this was in spite of the
fact that this particular period 1970-1974 was omne wh’ich witnessed a iI"mirly conl:

siderable amount of new legislative activity in the field of taxation. Of particular

importance was the introduction and inc
mporta reases of the consumpiion tax in :
territores and the sugar levy in St. Xitts in 1974. ption tax fn afl fhe

. T:’%-Trem certain points of view it is sometimes argued that the measuse of Govern
turlel s comtr?ufmd over resources is more precisely indicated by the level of expendi-
, since this reflects the resources actually purchased by the public sector out of
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current output in so far as it represents expenditure on goods and services. The picture TABLE - 6 A
of the public finances improves somewhat when we examine expenditure data, but ‘ SSOCIATED STATES — PERCENTAGE CHANGE IN INDICES OF
, RrrarL Prices (1970-1975)

certainly not to such an extont as to make one optimistic about the situation. As a
pescentage of GDP total recurreni expenditure increased slightly from 28.8 per cent
for the triennium 1970-1972 to 297 per cent for the trennium 1972-1974 (See Table
2). This was inevitable since while GDP grew by 11.4 per cent per annum, Government _
Expenditure rose at an average rate of 14.7 per cent which was in fact slightly faster i 1971 1972 1973 1974 1975 i‘:l‘;]fjgf
than the 14.4 per cent at which prices grew. : 1970 1971 1972 1973 ]'97;1 % !m‘:e& ;g;; 1975

‘ crease 1970

In the atlempt to get a mose precise idea of the impications of these digparities

in growth rates the indices for 1970 to 1975 in Table 5 were transformed to a ; Antigua 8.6 9.0 13.4 24.8 ‘

common base year 1970 and used as 2 deflator of the Government current revenue 5 Montserrat 16.9 1.9 9.8 18.6 :12254 ii—i 67.5 £6.8
data in Table 13. The result was the constant 1970 dollars estimates of recnrrent ) St. Kitts —-L.7 6.3 10.3 28.4 10.1 10-553 oo N4
expenditure presented in Table 15. These indicate that in the case of Dominica, 2: ;hn-c.:ent 6.5 26 16.3 35.5 142 15.0 ;gg 328
Antigua and St. Vincent the real value of public expenditure actually fell between ' Dﬂmj‘:‘:]; 22 79 134 34.2 17.8 163 78.0 1(19-2
1970 and 1975, wheress in St. Kitts real expenditure rose at an annual rate of over 11 g : 35 120 36.3 18.3 149 652 955

per cent {Table 16). This was not surprising for that state since it not only ex-
perienced, as noted garlier, the Jeast increase in prices, but also enjoyed an attractive
growth of revenue of 14.5 per cent (Table 11) and was able to maintain the highest TABLE 7 Ass i
) . K i - OCIATE T G ara N -
rate of growth ol expenditure of all the states (21.9 per cent shown in Table 14). ATED STATES: INDICES OF RETAIL PRICES (1970-1975)

1970 = 100*
TABLE 5  AssoCIATED STATES — INDEXES OF RiTAIL PrICES* 1970 1971 1972 1973 1974 1975
(1970-1975) .
. Antigna 100.0 108.6
! - . 118.2 134.2
st g |200 116.9 119.1 130.7 1550 1ors
5 - g 100.0 98.3 104.5 1152 148.0 163.8
1970 1971 1972 1973 1974 1975 St. Vingent 1000 106.5 109.3 127.1 1722 1967
: - Lucia ) 108.4 1169 1327 : -
. . 32. 178.0
Dominica 100.0 104.6 108.2 1212 16522 Tons
Antigua (fan. 1969 = 100} 108.0 117.3 127.8 1449 180.9 201.7
Montserrat (Mar, 1974 = 100) 6845 7154 768 843 100.0 125.4 ’ *Calculated from Table 5.
8t Kitts (1964 = 100) 135.3 133.0 141.4 155.9 200.2 221.6 :
St. Vincent (Mar, 1964 = 100) 132.6 141.2 144.9 1685 228.4 260.8 %
St. Lucia (Apr. 1964 = 100) 1329 1440 1554 1763 236.6 278.6 Sources of Revenue and the Potential for Balancing
Dominica (Apr. 1964 = 100) 130.0 1360 1407 1576 2148 254.1 j the Recurrent Budpet
: il h_vf); thoug.h the data in Table 12 covers as short a period as 1971 to 1975, it is
#1ndexos are averages of monthly figures except as indicated belaw: Z le :{b}osi leto L;:'cem a clearly declining trend in revenue based on international frade
! mitant wi i ase i N . . . N
1) For Antigea (1969-73) price ndex is an average of January and July, 1974 Index is an ave- ‘perty- and cnns]uma?' lnc're;.s.e . th“_ share of revenue derived from income and pro-
rage of January, ApsL July and October. P C.O,nsumption anjzl ion ;n tproductmn. Though in fact the major itemn of present tax
. . . . rodu s : " P
a1 Trarvgreet it S v e o S ey o s ane i
a . Indexes base Apr = 2 ex C = a . ‘ : I i uty on certain items origin-
ating within the Caribbean i _— g
Source: UN-ECLA — Economic Activity, Caribbean Comuuniry Countrigs, 1974 ond 1975. ‘ domestic production of 1 C‘omm_umty, this tax is intended alsa to be levied on any
| n of the same items as well in order to avoid discrimination against

regional imports. It is probably true that few if any of the states attempt to collect this
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tax on the relevant domestically produced products consumed locally, both because
the established tax-collection machinery is the Customs Department which is arganised
largely to collect taxes on imports, and because as a matter of policy the Governments
prefer to confer an advantage on local production. The share of total revenue deriving
from consumption and production increased from 14.5 per cent in 1971 to 19.6 per
cent in 1975, but this can be accounted for entirely by the increases in rates of
consumption tax and in the number of imported items covered in the base of the tax.

Though there has been a very marginal increase in the share of total revenue
contributed by taxes on income and property, this arca of direct laxation in general
represents the one in which there exisls the greatest unexplojted potential for in-
creasing revenue, thoughi it is beyond doubt also the revenue source likely to give rise
to greatest political controversy when attempts are made ta increase taxes. In the past
the high-incorne groups and property owners have used their influcnece on Government
policy to protect their interests in the crudest ways imaginable by securing exemptions
from tax on land, winning concessions for special categories of income, and ensuring
the existence of loopholes in the tax system which would facilitate the effective
reduction of nominal rates. There also appears in some states to be such widespread
evasion of income tax that the goverpment itself appears reluctant to tackle the
problem throuph the introduction of administrative reforms and considers it preferable

TARLE 8  ASSOCIATED STATES: COVERNMENT RECURRENT REVENUE
(1970-1975)

(5°000)

1970 1971 1972 1973 1974 1975
Rov, Est  Est.

Va: Local Carrend Revenue

Antigua 20,112 21,626 22,518 23,848 24,392 30,064
Montserrat 3,023 3,200 3,610 4,301 4,961 5,262
St, Kitts 9,289 9,945 10,071 12,678 18,654 21,988
St. Vincent 10,218 11,783 12,137 13,288 19.056' 21,3352
St. Lucia 16,466 19,778 21,806 23,838 27,199 28,756
Dominica 10,288 11,943 12,567 13,0112 12,675 13,788
Total 69,396 78,275 83,109 90,964 106,937 121,193

Source: Country Estimates
! Approved Estimates
2Fig\:mas refer to Fiscal Yeur 1975-76
Iprovislanat

L ! ! i ‘ . R
GOVERNMENT FINANCING IN THE ASSOCIATED STATES

TABLE 9

ASSOCIATED STATES: CURRENT ACCOUNT GRANTS
1970 1971 1972 1973 1974 1975
Antigun3 na. . na na n
- = Ld. -
Montserrat 1,006 1,827 895 1,219 1,338 1 9n 2
St. Kitts 2,151 2414 2,539 2,799 1.924 ' 5:
:;t, Vincent 336 1,320 1,000 1,200 720 2,560%
1. LEJ(—:M 191 215 372 306 238 ’301
Dominica 1,411 1,201 758 120 126 4,000
Total 5,105 6,977 5,564 5,644 4,346 9,314

Source:  Country Estimates
1 Approved Estimates
2pipres refer to Fiseal Year 1975-76
3Grant figures not available for Antigua

to abolish the tax altopether. To quote from the White Paper issued by the Antigua
Labour Party on Tolal Abolition of Income Tax and Projected Compensatory

Revenue:

The Antigua Labour Pasty Is convinced that the weight of income tax obligation is carried

by a ::onszuf:t ?md-core wuge and sala.ryf earners, many of whom can ill afford to carry the

pu:du:. \\_"lult_a .u;.the same time there exists 2 privileged entrepreneurial group which succeed

in cmmic.}parmg itself from the obligation of incomne tax through its tax evasion technigues.

;[1'11:; r:enttli;xqbl;ﬁl;:ur- Pzrt:if_ funsidem it more cc!uilab!c to set everybady free from the

hoome n an iscover other productive means and methods to collect $5.7
It is clear that very few Govemments of the Associated States wonld feel con-
Jf‘ldent enough to campaign on 2 platform including @ proposal for radical tax reform
instead of tax sbolition, nor would any of them wish to risk the possible results of a
eenfrc_mtation with the emancipated proup refemed to.-Yet this political fear of
adopting radical policies which would bring fiscal strength to the precarious‘ﬁnzmces
leaves the Govemments lttle choice butto continue their dependence on British and
other external budgetary aid. It also effectively undermines the confidence with which
[he.y can _contemp[ate the prospect of approaching political independence from the
United Kingdom. In the particular case of Dominica for example the state had to
rfasort to budgetary aid again in 1975 after being financially independent for some
timne. lPerhaps fortunately, however, the political pressures for drastic fiscal and
ﬁpancxal reforms are becoming more obviously and audibly present as the tolerance
hitherto exercised by public servants and other public sector employees has reached its
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TABLE 10 ASSOCIATED STATES: GOVERNMENT RECURRENT REVENUE

(1970-1975)

($°000)

Ve: Total Current Revenue and Grants

974 1975
1 1972 1973 1 |
70 7 Rev. Est Est
30,064
Antigna 20,112 21,626 212,918 23,848 2:.22; ToLs
4,505 5,520 ' »
syrat 4,039 5,027 , ”
;m;{;s::m 11,440 12,359 12,610 15,477 20,578 ii,ggs
] s ’ l =400
St. Vincenl 10,554 13,103 13,137 14,488 ;3,1;‘: o
 Luci ‘ 3 22,178 24,144 , :
St. Lucia 16,657 19,99 : 12008
Dominica 11,699 13,144 13,325 13,131 12,801
30,507
Total 74,471 82,252 88,673 96,608 111,283 l
[o] ¥ N _
Source: Country Estimates
. > - »
TABLE 11 ASSOCIATED STATES: GROWTH IN CURRLN'I{" l_xF.VbN UE
(1970-1975) s
Percentages &~
1971 1972 1973 1974 1975  Average Annual
1970 1971 1972 1973 1974 Growih
233 8.6
i 7.5 6.0 4.1 2.3 23
ﬁr;::%:cirat 24.5 -10.4 225 14.1 1 :; 132
St. Kitts 8.0 2.0 227 330 , 13.4
St. Vincent 24.2 0.3 10.3 36.5 20.8 s
S[- FLucia 20.0 109 89 13.6 3‘9’ 3.5
Dt;ml'.nit:a 12.4 1.4 -1.5 —2.5 . .
13.2 111 :
Total Associated States 14.4 4.0 8.9 15.2 ‘

limits and they refuse to postpone salisfaclion of their demanrils in .s;:verultst;ltiz
H 3 Y v H 1 OS p T '
ike i s¢ of | 3 :s by the public sector which can be p
nlike in the case of imported supplies : . kil ' .
glhi;e efficiency in the public sector is allowed to deteriorate, it is not apparent that

in situati snch as the ent faces
there is considerable room {or manoeuvre in situations such as the Governm
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in St, Lucig. At the same Hme ihe magnitude of resourceg required to enable the
Government to satisfy the new demands must force it to come squarely to grips with
the need to make full use of the fiscal system as a means of resource mobilization.

Income and Property Tax Reforms

Now that the economic and financial erisis of the carly 1970s has evalved into a
political crisis of major proportions in some states, there is evidence that several of the

finances, but which are also dictated by considerations of cquity and justice in the
distribution of burdens and benefits in the community, Lel us Jook briefly at some of
the arezs to which attention is being turmed:

Residentinl Property Tuxation: Except in the case of Montserrat which in recent
years has undertaken drastic revision of its provisions for taxation of both income and
Property, and has now become one of the few states in the Eastern Caribbean with #
significant share of its revenue coming from property, nearly all the other states are
only now in the process of undertaking sweeping re-examination of their taxation of
real estate. Not only are the annual rateable values (ARV) used as 2 basis for taxing
residential and commercial properties hopelessly out of line wilh actual market values,
but the rates of tax of the order of 5 per cent of the same undervalued ARV are also
low by comparison with practice elsewhere, where such taxes are expected to make a
waorthwhile contribution (o revenue.

Land Tweation: The practice here ranges from a specific tax imposed on acreage
without any relation to value in use or productive capacity to the extreme case of
Dominica where nearly all land and particularly agricultural land is exempt from
Laxation. An attempt in the 1975-1976 Budget to Impose a penalty tax on idle land to
force the holders of valuable agricultural tracts (particularly the absentee landlords) ta
develop their land was effectively opposed, and alternative measures attempting to tax
land in gencral have so far failed. T he full implications of the situation can be realized
only when one learns that all agricultural income is also exempt from tax in Dominica,
a4 country receiving budgetary aid from the UK. No serious approach to an im-
pravement of the fiscal and financial situation can afford to ignore these fssyes,

Alowances, Deductions and Lixemptions under the Income T ux: Tt is difficult to
estimate the effect of these in reducing the base of the income tax since in many cases,
particularly where excemptions are involved, no Ieport is made of the exempt income,
and the records do not permit us to discover what the hage would have been had the
éxempt income been included. For instance, someone appears to have convineed all
the Governments that if all interesi eamed on deposits in banks in the Associated
States were exempt from tax, there would be a tremendous influx of eapital from
outside the region leading to a significant alteration in the economic sitwation. All the
policy is tertain to have achieved s some added relief from income tax of those local

persons sufficiently well off to be able to hold large amounts of idle cash in local
banks,




B T
. S R I e s ra e s
D A ‘ !
458 SOCIAL AND ECONOMIC STUDIES

An interesting case discovered in the St. Vincent law is the absence of any upper
limit on the amount of income which conld be deducted in respect of premiums paid
on life insurance as long as this did not exceed a certain proportion of assessed income.
The records revea! that in the year 1974 gight persons in the $50,000 and aver income
category had Insurance deduetions excecding $32,000. Compare this with a limit of
$800 per person in affluent Tdnidad and Tobagoe.

In the case of mortgape interest in respect of an owner-occupied property, the
Associated Stales are consistent wikh practice elsewhere in the Caribbean when no
limit is imposed on the quantum of this payment which can be claimed as a deduction
from income. In a sifuation of serious financial stringency, one may seriously question
whetler the rich ought to be completely free to benefit from a subsidy without limit
to luxury housing, or for that matier be [ree to finance consumption expenditure at
the cost of the revenue by borrowing on their residential property. Still with housing,
the refusal of Si. Vincent to permit deduction of rates and taxes and maintenance of
residential property and at the same time cxcluding Annual Rateable Value from
income for (ax purposes may well be warthy of general consideration since the net
result of this package is usually a reductioa of taxable income. It is obvious that in the
case of lower income groups their ability to benefit from these penerous exemplions,
deductions and allowances is restricted by the limited amount of resources available to
them for saving and acquisition of these assets such as bank deposits, houses and
insurance. Equity therefore snggests that reasonsle limits be imposed on the ability of
the srich (o benefii from these.

Taxation of Non-Residenrs: The income tax provisions in scvernd of the Associa-
ted States distinguishes between non-residents wha are, (a) British subjects who are
given most of the allowances enjoyed by residents as well as the benelit of Lhe rate
schedule which bestows preferred treatment on incomes facing an average rate of tax
less than the prevailing company rate; and (b) non-British subjects who are often taxed
at the company rate and are denied al! allowances. This favonrahle ffeatment of British
subjects understandable, though not defendable, in a pure colonial setting, is hardly
appropriate to the present and prospeclive political status of the Associated States.
Without going inte the arguments in supporst of this view now, there really is no
justification for similar treatment of residents and non-residents under the tax system,
nor ¢an there be any ralionale for unilatersl discrimination among nog-residents on the
basis of their pationality.

Administratively too, since non-residenly are outside the jurisdiction of the
courts or other mechanisms of enforcement, it is considered infeasible to rely on the tax
retum and assessment as a collection device. Here too there is a basis for differentiating
between the tax freatment of residents and non-residents, as the mechanism which is
considered more efficient here is a withholding tax on the gross income at the time of
payment or credit to the account of the non-resident. The responsibilities and Jiabilities

normally attached to the recipient of the income in the case of a resident taxpayer are
now imposed npon the payer of the income under the withholding tax. Naturally since
the tax is imposed upon the gross income a relatively low rate is applied, which, when
costs are taken into account, would approximate the prevailing tax rate on net income.
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TABLE 12  ASSOCIATED STATES — PERCENTAGE COMPOSITION OF GOVERNMENT LOCAL
CURRENT REVENUE (1971-1975)

Total Local Percentage Composition (%)
Current Revenue Tax Revenue
$°000 Income Consumption Inter- ' Total
and and National Tax Non-Tax
$°000 Property Production Trade Other Revenue Revenus
1971 — Antigua 21,626 22.5 15.9 24.5 - 62.9 37.1
Montserzat 3,200 25.8 24.5 26.0 - 76.3 237
St. Kitts 9,945 17,8 15.0 29.9 - 62.6 37.4
St. Vincent 11,783 219 8.9 46.5 1.6 78.9 211
St, Lucia 19,778 24.0 13.9 50,2 0.9 89.1 10.9
Dominica 11,943 213 15.6 45.3 0.8 83.0 17.6
Total: 78,273 22,1 14.5 38.2 0.6 75.5 24.5
1972 — Antigua 22,918 21.7 15,8 24,3 - 61.7 38.3
Montserrat 3,610 29.8 22.7 25.8 - 78.3 21.7
§t, Kiits 10,071 17.6 18.3 324 - 68,3 317
St. Vincent 12,137 23.8 14.1 419 1.8 82.2 17.8
St. Lucia 21,806 240 . 15.5 48.4 0.7 88.6 11.4
Dominica 12,567 22.9 22.9 35.9 0.5 82.2 17.8
Total: 83,109 226 % 178 36.0 0.5 76.4 23.6
1973 — Anfigua 23,848 24.3 © 1B8 28.0 - 71.1 8.9
Montserrat 4,301 24.8 21.2 21.6 - 61,6 2.4
St. Kitts 12,678 18.2 23,1 24.6 - 65.7 34.3
St. Vincent 13,287 21.8 14.8 41,7 1.6 79.9 20.1
St. Lucia 23,838 25.0 16.4 46.8 1.3 B9.5 10.5
Doiminica 13,011 26.2 27.3 30.3 0.7 84.4 15.6
Total: 90,963 23.6 19.5 34.5 0.7 78.2 21.8

TABLE 12 (Contd.)

1974 — Antigna 24,392 25.3 7
Mon't.serrat 4,961 31.0 2§§ f;% - 74.6 25.4
St. B,J_tts 18,654 15.4 14.0 403 - 76.0 24,0
g’t. v incent 19,056 23.2 17.0 40:3 52 ;0,2 298
St. Lucia 27,199 26.4 17.5 395 P o 17.3
ominica 12,675 26.4 26.0 274 0.2 34. 18.7
Total; 106,933 23.8 19.2 346 0.8 78.6 213
1975 - Antigua 30,064 23.3 19.7 26.0 ‘
Montserrat 5,262 16.0 23.7 194 - £9.0 310
St. Kﬁtls 21,988 13.5 10.6 46-7 : 79.1 209
St. Vincent 21,335 22.3 16.7 3570 7y 70.8 29.2
St. Lucia 28,736 29.7 234 ils e 31'2 18.8
Dominica 13,788 2.1 28.3 25.] 40 prigd s
Total; 121,193 23.4 19.6 34.8 20 797 204
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. of goods and servic dble  are :
TABLE 13 ASSOCIATED STATES: GOVFRNMENT CURRENT EXPENDITURE oﬁ’“ﬂn Tn ma lw‘_c‘ _‘,”.herever possible, arc yet not rellective of the true financial
1970-1975 pes . In many cases large amounis remain outstanding on bills able b
970-19/. Gaovernments, and gince there i d sefi 3 paysble by the
s §mMe is no data reflecting acerued commitments, these are in

N s . e s -
o way indicated in the expenditure accounts. Even after all these competing demands

—{—#J—_—ix"
for : ition: CVC 2oare idec i
additional revenue are pl‘OVldﬁLl fﬂl’, there is little doubt that the Governments of

- ————

£°000
the Associate 3 te : .
im(' :c\):':)cnt:d Sgﬂtts would wish to increase their contribution to social welfare by
1970 1971 1972 1973 1974 1975 vuI;/ n;::;g 8 an] expansion of public services if the means are available. But of iheir
- v 1Y D such services tend to place heav ; . :
w H e e « . y commitingnts on future recur
Rev. Hst. Est. budgets, and so the cycele of a deficit-ridden budget commences once again recrent
Antigua 21,004 21,226 22,646 23,764 28,378 36,753
Montiserrat 3,773 4,186 4,385 5,154 7,304 8,539 }
St. Kitts 9,339 13,362 13,579 15,507 18,419 24,151 TABLE 15 As :
. ) ) LB 1! S50C o A TG - e
St. Vincent 12763 14,524 15890 17438 19,776 23,8942 OCIATED STATES: GROWTH IN CURRENT EXPENDITURE
St Lucia 13,968 15,936 18,373 21,501 27,695 31,192
Dominica 11,398 13,254 13,181 17583 15916 18,233
1971 1972 1973 1974 1975  Average Annual
Total 72,245 82,688 58,054 100,947 117,488 142,762 1970 1971 1972 1973 1974 Growit
—_— 1
! Approved Fstimates
2pigure refers to Fiscal yeur 197516 ‘ Antigaz 11 6.7 4.9 19.4 29.5 12.3
*pravisional - :["f“:“”“ 10.9 4.8 17.5 41.7 16.9 18.4
_ t. Kitls 45.2 01 142 1383 31 21.9
Source:  Country Estimates St. Vincent 13.8 6.4 g 134 20.8 .
3 - - - - : 13.4
it. L!:c_u 14.1 15.3 17.0 28.8 126 1.6
" . " aminjca .
TABLE 14 ASSOCIATED STATES: GOVERNMENY CURRENT EXPENDITURE IN , Y —— 163 06 334 95 146 108
, . : ‘otal Associat
ReaL TERMS (1970-1975) 3 ciated States 145 6.5 146 164 215 147
I — T
$°000 ~
1970 1971 1972 1973 1974 1975 TABLE 16  AsSOCIATED STATES: REal GROWEH IN CURRENT EXPENDITURE

21004 19545 19,143 17,708 16942 19,675 1970 DoLLARS (1970-1975)

Antigua

Montserrat 3,773 3,581 3,683 3,943 4711 4,392

St. Kitts 9,339 13,797 12,994 13,461 12,445 14,744

St. Vincent 12,763 13,638 14,538 13,720 11,484 12,148 1971 1972 1

‘St. Lucia 13968 14701 15717 16203 . 15559 14882 : 570 1973 ]g;g 1974 1975 1975 Average

Pominica 11308 12671 12182 14507 9,634 9,536 1973 1974 1970 Armual

Tolal Assaciated States 72,245 77933 78256 19,542 10,776 75,167

. . . . c . + Antigus

make the inference that if these states were to experience an acceleration in their Mz::??:zm g‘J -2.1 --7.5 -4.3 161 —-6.3 -09

revenue growth, this would lead to an climination of the deficit on current account, St Kitte ;7'; ;g 7.1 195 -6.8 16.4 3.5

sinee such an inference would be based on the presumption that expenditure levels are St. Vincent 6.9 PP :g ;;g lg.g 579 113

given and are not significantly influenced by {he mere fact of availability of revenue. ls_)t- Lueiz 5.2 5.9 3.1 _40 —44 d:z —(11:

In fact current levels of deficit, though held at an absolute minirmum through post- _r°mml“"‘ . 11.2 —3.9 19.1 336 32 182 -21
‘otal Assoclated States 7.9 0.4 16 “iro 6‘2 4_0 ..1_0

d deferment of purchases

ponement of wage and salary revisions [or public servants, an
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TABLE 17 ASSOCIATED STATRS: PERCENTAGE GROWTH RATES OF REVENUE, -
~ — 1 - o~
FEXPENDITURE AND OTHER AGGREGATES FOR THE ASSOCIATED STATES T EoNrenyN32I939enw

2o £G M My = p o
1970-1975 @ z‘&?}wmmgawﬁdgﬂgzg
&) - 2 oy
& o -~
5 =
(=) o
1971 1972 1973 1974 1975 Mean Annual A E A3 12mveangqma
> 7 S o~ OV MNWYAG — o
1970 1971 1972 1973 1974 Rats o g = w0 N - <
< i -
=
Appregate Revenue and 2 =
Grants 104 7.8 8.9 15.2 17.3 s ) oy ooy
e NN RGNy o
Agprepate Fx penditure 14.3 6.5 14.6 16.4 21.5 14.7 = E §~‘ SR8 ESEas :,—? IS -
Agpregate GDP 104 5.4 4.3 18.6 2 11.4 L 9 oo ~-MasTRD 80
Aggrepate Domustic ﬁ E‘ = )
Exports 19.2 18.5 333 30.8 n.i 254 PPN o
Aggregate Imports 19.3 2.5 6.4 323 .. 15,1 = S
Mean Percentage Change = c‘?}
in Retail Prices 12 5.2 125 296 16.3 144 8 S &
Z, = A © o
- ] Tanoea )~ ——
s 3 g emyvegee~ gl 1ga2
. . 4 ™~
Expenditure Contrel and the Budgetary Deficit Z é:‘?. £ © <
. T ) s a
When therefore one examines the possibilities for reduction or elimination of the 5 2
current budget deficit in the Associated States an important element of any new fiscal = ’;
and financial discipline must be the control of recurrent expenditure. The typical & g2 = mM N S Mne o
- . . . ‘s . S L R il T T 8 3 —_
public accounting officer congeives of this control as comprising auditing, cost contral = n E = § §~: REI M mDENS E N2
. , . . . ) —~ aszargno —~o
financial management and general atlempis to restrict the annual increments in the = é‘ — Sl = ==
. . e - e
budgets of departments and spending agencies. They completely ifnore the fucl that 8 3
. . ] N Z
many commitmenis fo incur recurrent expenditure derdve from the pature of the =0 E a
capital expenditures undertaken many years previounsly, as well as jlonl certain built-in 5 g %’ =5 w Samm '3 saz =iz~
factors inherent in the nalure of the contracts through wimh ‘the” public service = 0 223 =7 8 i a3 b
-t - o
operales. For example, Governments do not always display an awareness of the fact g g < =
that each decision to build a school or hospital could place on the recurrent budget an 25
annual commitment Lo spend up to 50 per cent of the capital cost for its operation E o
and maintenance, and this is not an expenditure which it is in any way possible to @O
shirk at any time in the future. Secondly, in most countries nearly all public sector . g g =
employees, even where they are covered by periodically negotiated salary agreements, i__l‘ < E o= g -
are employed on an incremental seale which provides for an automatic annual inerease & & § § E '§ §
in compensation. The only forms of expenditure control which can obviate these g gad & ;-; - B
. . ; h - = < = o
increases in recurrent expenditure would involve decisions not to employ or to under- = 2 £ e Hmc 5a &~
take the capital expenditure invalved. Both the employment strategy and the capital e gEeT ;é:-g £s g E
i . . o da e oy ] o
investrnent stratepy of Government therefore must necessarily come under serutiny in “ g ir: £ 52 8 & - 5 g g g‘ o
any attempt to regulate wecurrent spending. <0 g8 ':Q: 2+ § o & o+ §
. ) T EE NN -
In assessing the potential for controf of expenditure, due recognition has also to = ; E ;:i; § ﬁ K t.; § 58 § g g 585
be given to what might broadly be called Lhe politics of Government spending, Parti- - S z BEfS g £5 S<<ESIE
cularly in periods of setous ec i ession, | st be atly impossible BB EEREE R
lyinp of serious economic depression, it must be very neasly impossible for ﬁ ZOOSELNEESSS Y 533
s =

any government which has to face the polls at a later daie to ignore unemployment
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and privation among potential politi.cal supparters wi'l‘hout initialing some ‘speFial o Oy e 00 6 e e
works’ programme which would bring 2 measure of welfare and ensure survival £ geddddedgdidag Sedaa
through hard times, even if the resources are hard 1o come hy. In the classical case of A B Foalava v i 3% 2 2873
Western-type frec-enterprise economics, this was bandled domestically as well as inter- % o~ = -
nationally through the location of defence related projects. 1t is probably {itting that = &
in our situation the orientation is in the direction of creating civil amenities. Whether E ) g
or not we like our form of democracy this most clearly be regarded as one of the costs & § 3 NRDE NG | o o
of maintaining it. % S & 8Egv¢gxe ug:ﬁ-z:cﬁé;g
e
PROSPECTS FOR THE PUBLIC FINANCES z §
= ——
Prospects and Problems of Tax Structure Development £ ;' g
This area of speculation is a very difficult and treacherous roxd for any analyst :B*: Py g OOV oMY Mt T O~ o o
of the economics of the Associated States. I say this for Lwo important reasons, First g > T OITEEER ERgegpu-=geg
because there are likely to be serious problems of flexibility in increasing revenne from = ] u.JE S R R S e e
the major traditional source which is internationa] trade because of the sub-regional : aha
commitment to a Common Exiernal Tariff in the ECCM (Eastern Caribbean Common % _E:
Market), and a further commitment for harmonization of the ECCM Tariff with the % S =
Common External Tariff of the Caribbean Commaon Market. Secondly, because while E_' = 'g NV NOQ wrmm oy
in larger states the growth of industrial and commercial output and of incoms in f_é‘ & < SRORATEYdgne 14g gg
general appears to facilitate the dependence on income tax as a source of revenue, in 5 = A i -
the case of these small states the ease with which personal contact and influence can 5 é
be and has been employed poses serdous quesiions as to whether higher or even = GO N OMIN OGN N — e
- . . . A=) ) LNE O TS GG o o 3 d
existing rates of personal income tax can be successfully collected. In no less than two o5 T SHEZZ28°8 § g ¥ g vhigad
of the Associated States (Dominica and St. Kitts) legislation has been passed which in 2 E g —ed 4T *=
effect transfers dircct control of the administration of the incofne tax from the Comp- =
trolter or Commissioner of InJand Revenue to the Minisier of Finance, an elected 5 g 2
member of the administration. In at least one other stale, Antigua, the personal w 0 %’ = §
income tax was abolished by the end of the year 1976 precisely on the ground that it O 2 g g T o - NmRdToaeaan | oman
was being administered in an inequitable manner and penalised the warking class ] a 2 B = BHNETRTTRIOC weds
to the advantage of the business community. g o
These problems associated with the income tax and the customs tariff suggest a E‘ =
possibly increased role for a wide variety of internal levies, quasi-taxes and service E S 8
charges more or less of a hidden nature and with an impact largely on consumption. [t Q g §
is difficult lo envisage any serious movement towards an incressed reliance on taxes '8 é’
based on productive assets or real estate since such a trend would encounter the same EO .-
obstacles deriving from political influence as would the income fax. This was clearly crj % 2 .§ g’ -§ S w
demonstrated in the hysterical response of landowners to the imposition of a g < E 3 s 8 2 & -§ g .§ 5 S
differentiated tax on used and unused land in Dominicn in 1975, though the o & g g2 Y £53 a EDE =T
mechanics of the device employed in this case was not without ils defects. 0 % 2 8 g E 55 5%' L35ESE 2 3 3 o
Of course the income tax itself as applied in most of the Associated Stalesis not o3 L g o E g §‘ :E; t 23 & é @ g ZE
wilhout very serdous defects and is in much need of wide-ranging reforms. There is no — -E oy E 5 2 g g 2 3 2 2 E A 2 -é 5
doubt that a considerable amount of the resistance and opposition to this tax derives Lj 28 £3 é’ é § E E" £ 8 # § %3 25
from the fact that the failure of the Governments to undertake a restructuring of the ﬂé = FESSASER S
= AN EnZ2883323853823+

rates and allowances to bring them more in line with present levels of income and
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conceplions of acceptable burden has caused this tax to be generally regarded as
iniquitous and confiscalory by even employed persons of moderaie income. Tax
avoidance and evasion have almost become demonstrations of civic-mindedness; and
the investigalor pets the distinet impression that tax-reform is avoided or postponed
not only because it wonld cosl a sizeable reduction in revenue which cannot be
afforded in the present state of cconomic depression, but also because it is not an
urgent matter since at current levels of evasion and avoidance, no one really faces the
nominal rates which appear in the statutes. In short, effective rates of Lax are felt to be
in line with acceplable burdens in these cornmuntties.

An excellent example of the sort of rate siructure which one faces in the Asso-
ciated States is given by the Dominican Rate Schedule set out in Section 25 of its
{ncome Tax Qrdinance, No. 28 of 1966 us follows:

Far every dollar of the first $ 500 e 4c
»oom ™ on the next 500 . 6e
»ov #omonon 500 . §e
»ow woomomo» 500 . 10¢
noo roronom 500 . Y4c
v oo 500 . 18¢c
o »omowoow 500 . 22e
v oo 500 . Zae
»o» oo o SO0 . 30¢
»oom e 500 . 34c
e Bomonoo» 500 - 38c
o »omomoow 1,500 - 42c
o owomoo» 3,000 - 46¢
For every dollar over 10,600 cee e 50c

‘

A rate schedule such as the ahove makes a resteucturing of the rates difficult to
accomplish without Toss of revenue both heeause of the small steps 87-$500 employed
for the first 11 tiers, and because of the relatively rapid pade at which the marginal
rate rises, though it commences at the low rate of 4 per cent, since any rationalization
would suggest reduction in the number of tiers, together with increase in the size of
each tier. One way of avoiding the revenue joss is by increasing 1he minimum marginal
rate at which the schedule begins. This is also desirable from the point of view of
increasing the efficiency of tax administration, since it ¢an be reasonably argued that it
is not worth the time and effort it takes to assess income tax to raise only $4 out of
3100. Minimum marginal rales of income tax of less than 10 per cent can hardly be
defended at the present levels of wages and salardes, and there is really no serious
reason for retaining such low marginal rates on grounds.of equity. For the same reason
it can hardly be argued that splitting churgeable income into slices of $500 with rate
differentials of 2 to 4 per cent belween slices of chargeable income achieves any
preater measure of equity than having slices of $1,000 with rate differentials of 4 to 8
per cent. In facl, there are various possibie rate structures which can be designed with
greater simplicity without sacrifice of equity. What is important is that the particular
rate structure, working in conjunction with the various allowances and deductions,
should achieve a reasonably smwoath increase in the effective rate of tax on total

T 7 L
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Income, taking due account of the differences in circumstances of

i H taxpayers i
various income groups. Payers in the

One possible rationalization of the rate structure given above may be the follow-

ing:
lncome Range Chargeable Marginal Maximum Mean Rate
‘!..r?m.me Rate Tax Due on Chargeable
Limit Applicable Income
3 0- 1,000 § 1,000 8%
S ¥ ) 3 80 3
:[,001- 20060 2,000 12 200 f;
2,001- 3,000 3,000 16 360 12
3,001- 4,000 4.000 24 600 1
4,001- 5,000 5,000 32 929 134
5,001 7,000 7,000 40 1,720 24,
7,001-10,000 10,000 48 3,160 oy
10,001-15.000 §5,000 " 56 5,960 399
15,001-25,000 25,000 60 11,960 3
Over 25,000 80 ' e

The rcstn{ctuﬁng of the schedule suggested above seeks to avoid the [oss af revenue
zu%d therefore retains what is obviously a rapid rate of increase in the marginal tax rate
Given the levels of income prevalent in modern times, a rate of 40 per cent‘on-
chargesble }ncnme between $5,000 and $7,000 is indeed quite high, given that near!

all r‘u:w university graduates with salaries of $600 (EC) per month or above withouli:
}"anuly responsibilities will [1l] into this category. Table 21 shows that based on the
incomes and allowances of six hypathetical eases, and using Lhe assumptions a8 stated
in the- aotes to the model computations, the proposed struciure would prn(lllc*e an
effective tax rate on total income (before allowances and deductions are taken) tl;at is
only .6 of a percentage point higher for 2 person with gross income of $8 706
annually, and less than a half of 1 per cen! higher for a person with gross incom'e of
'$?.0,000 per anaum. In cases 4, 5 and 6, the cffective tax rates on total income are
inereased by 1.92 per cent, 3.1 per cent and 4.46 per cént respectively by the pro-
posed rates over the existing rates. It must be remembered, when looking at these
cases, that persens in the upper income brackets do make extensive use of the possible
opportunities for avoidance and evasion; thus the allowances and deduclions presented
are Prohably minimal in many cases, and the effective tax rate therefore represents a
maximum which they are likely io pa

If one were solely concemed about the introduction of a reasonahle rate strue-
tu_re which takes cognisance of the need to attract and retain middle level professionals
without regard to prospective losses of revenue resulting from an et'J'ectivepreduction in
the rate of income tax the rate schedule would more ¢losely resemble the following:
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% %
35
1000 ... 10 $10 — 15000 ...
; 2 _ 2000 ... 15 15 — 25000 ... 40
3 _ 4000 ... 20 25 — 50000 ... 50
4. 6000 ... 25 50,000+ 60
€ _ 10000 ... 30

One cannot fail to note, however, that while this schedule j.vould increase the rate of
tax on incomes over $50,000 to 60 per cent compared with th(f 50 per cent of the
Dominica schedule given earlier, it actually reduces the rate a'ppllcahle to charg-eabllie
incomes between $3,001 and $25,000. Unfortunately it also {ncr!;*.ases the rate_fl‘p? -
cable to the lowest incomes under $3,000, and this may be offensive to the egalitarian
notions of some purists. .
From the point of view of tax structure development, it may be prefurab}e in
small societies such as the Associated States to remove OF :et_iucc the areas of dis-
cretion of the tax authorities by employing mose simplified versions of the income tax
than those in use in larger societies. Simplification of the 'mechamsm by c-hmma‘tmg
the multiplicity of deductions and aliowances, and rep}ac1ng them b_y a single l'argc
allowance based for instance on the proven number of dependents in the taxpd)‘/er
household, would result in a larger tax base which can then be taxlccl al a lower rate
which can be differentiated into three or foursteps. Anot.her alternative \Evould be to ulse
ihe device of apportioning the gross income without t:lk_mg any deductions arnqng tl'.e
adults and adult equivalents in the household, and applying a grac-iu‘atgd __schedule tot 1&}
income so apportioned. These approaches would lirnit tl.ze administrative pmhle;n o
the income tax to that ol collection and verification of incomé only, and. woul ‘not‘
necessarily do any violence to equily considerations. In the ab.senf:etqfh mnov;hfms
such as these, there is bkely to be increasing disenchantment‘ with this form o ta.x'a-
tion, and a tendency towards increasing dependence on i.ndue:ct taxes on do:Twmc
production and consumption, with all that this implies for :?.qunty of the tax syatt?r‘ns.,
the allocation of resources and the structure of domestic prices of goods and services.

The Potential for Fiscal Harmonization ‘
The Eastern Caribbean Common Market Apreemsnt states as om:_of its major

objectives in Article 2 (2) (i) its aim to promote in Member ‘States harmonious der:l(Tp—

ment of economic activities. In Article 3 — Principles, this f}mdament:ﬂ aim of har-

mmonization is set forth in more specific detail under the following clauses:

(b} subject to Article 22, the establishment of comn?nn_custmns tnriffs and c_on.-;morat

© commercial policies towards countres and territories, not parties t0 this agrec-

ment; o .

(d) the progressive harmonization of investment and devclo'pment po].u.ues inclu m(gl
industrial development, treatment of non-resident business establishments an
developmeni planning;

(¢) the coordinalion of currency and financial policies;
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(f) the progressive harmanization of taxation policies and incentive legislation in
order to promote the equitable distribution of industries among Member States:

{h) acommon policy of agricultural development.

The mandate for harmonization is further reiterated in Anicle 7 - Common Customs
Tariff, Article 13 — Development Policies, Article 14 — Monelary Palicy, Article 15 --
Fiscal Policy, Article 16 — Transport, and Article 17 .- Agriculture.

When one compares the expressions of intent to harmonize as opposed to those
to cooperate contained in the Treaty of the Caribbean Commurity and Coemmon
Market with those of the ECCM Treaty it does appear that the commitment to the
establishment ol a true Comman Market, with roughly similar prices for inputs and
oulpuis, seemed stronger jn the case of the Fastern Caribbean Common Market. The
progress towards greater harmonization of their economic systems has been relatively
slow since the inauguration of the trealy but then this is an area in which progress is
nccessarily cauticus and carefully deliberated, though other factors such as their de-
pendent political status and the lack of adequate technical expertise al and guidance
from the ECCM Secretariat may also have contribuled to the lethargy. There have
been significant areas of advancement, however, which may be noted for the record.

A single trade and industrial representative of the Associated States is located in
Montreal and London, and conducts affairs in the interest of all the States. By com-
parison, while joint missions and cooperation in foreign affairs has received expressions
of interest and its absence has been lamented by the more developed countries of
CARICOM, particularly as 2 resull of the imposition of the new duty on sugar by the
United Slates, one cannot at this time envisage any movement away from independent
diplomatic missions by the MDCs. No doubt one of the factors militating against joint
rnissions and joint representation is the fact that the Iarger countries can ‘afford” the
expenditure while the LI>XCs cannot. Thus small size does have certain things to its credit,

The Associated States have probably also made greater progress than the MDCs
in their efforts to harmonize their policy towards the establishment of industry. Some
35 potential regional industrics have been allocated among the seven states (including
Grenada), and though there have been a few cases of breach of faith by certain states
establishing industries atlocated to other states, steps are being taken to accelerate the
pace of establishment of the allocated industries.

A significant step towards {fiscal hammonization, over and above the general
CARICOM Agreement on the Harmonization of Incentives, was taken in 1976 when
the ECCM States aprecd to negotiate a joint Double Taxation Treaty with Canada. The
major contribution of such a treaty to fiscal harmonization is nol merely that it
produces harmony in the basic treatment of foreign income arising within the
Associated States and also uniformity of treatment of income accruing to residents of
the Associated States from a Canadian source, bul it also exerts considersble pressure
on governments to adopt the same basic policy underlying the treatment of foreign
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Revenuelf
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Payable
$000

Refunds
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Assessed
$:000

Returns Income

$'000

2
146

5.7
12.7

7.6
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income. There is abundant evidence of this arising out of the treaty negotiations, and

the governmermts appear receptive ta recommeadations made {or harmonizaiion of
certain aspects of underlying policy.

Quite independently af the treaty negotiations, however, lhe Governments of
the Associated States have becn underfaking a searching fiscal review though this has
been motivated more hy the need to find additional revenue than by the need to
ensure that their economies possess a fiscal stoucture which would encourage savings,
investment and economic growih. These efforts so far have involved the Common-
wealth Fund for Technical Coaperation, the United Nations Mulii-Sector Regional
Planning Projuct for the Caribbean Cormunity, and the local expertise of the states
concerned. And though a regional approach has not been adopted in the conduct of
these reforms, and each government remains free to accept or reject any of the pro-
posals for reform being recommended, the fact that the fundamentals of the approach
to reformn remain the same from one state to the other imparts a strong harmoniziag
influence Lo the exercise. Special mention might also be made here of the appointment
to the ECCM Secretariat of a Commonwealth Fund for Technical Cooperation expert
in tax law drafting. Tt is inlended to use this expert nat only to provide technical
support in the drafting of the laws associuted with the fiscal reform exercise, but also

to undertake a general review of the income tax laws froma the point of view of legal
draftsmanship, and aiso examining the feasibilily of designing a basic model income
tax law for the BCCM with the individual differences in rates and allowances confined

10 scheduiles Lo the Model Ordinance. Such a Jevel of tax harmonization js certainly a
very realistic prospect within the Associated Stafes.

Of far greater moment for the evolution of the fiseal and financial adminis-
tration of the Associated States are the proposals now being considered for the estab-
lishment of Common Services in this region covering possibly income taxation, the
customs tariff and audit among other arcas of governmental administration. It is
indisputable that the best possible device for ensuring the attainment of the har-
monization objective would he the establishment of a unified service for income tax
and custorms duties under a central administration, bul such a development clendy
represents 2 political challenge such as the Associzted States have never faced before.
It would mean the transfer to a regional sethority and away from direct political
control by the individual administration the two major sources of revenue of the

[ states. In the present circumstances many governments wonld regard this as depriving

them of a substantial control over the means to power, and few will wish to move in
this direclion without considerable deliberation.

Financial and Monetary Policy and Resource Mobilization

Qne final area of importance 1o the Government finances of the Associated
Stites remains to be discussed here. It concerns the evolution of the financial and
monetary policy and the sppropriste institutional framework for better mobilization
of the resources available in these sconomies. 1t has now become commonplace, (and
several states have already moved in this direction) to look for the establishment of an
indigenously owned and managed commercial bank, and to facilitate its control of a




TABLE 21 MopEeL IncoME Tax COMPUTATIONS - DoMINICA

Case 1 Case 2 Case 3 Case 4 Case 5 Case 6
Income: .
Earned Income — Self 2,000.00 5,100.00 13,200.00 20,000.00 35,000.00 50,000.00
— Wife - 1 80000 4,000.00 6,000.00 - -
Annual Rateable Value of Housel - 1,800.00 3,000.00 4,800.00 ,200.00 5,00000 B
TOTAL INCOME 2,000.00 §,700.00 20,200.00 30,800.00 42,200.00 59,000.00 S )
& 3
Deductions: ‘E T 7}
Earned Income AHowance — sell 200.00 £30.00 480.00 480.00 480.00 480.00 5] 3
— wife - 480.00 480.00 480,00 - - 2
Personal allowance — self 800.00 800.00 B00.00 800.00 800,00 800.00 g
— wife 600.00 600.00 600.00 600.00 600.00 600.00 o
— chiidren?  700.00 700.00 700.00 700.00 700,00 700.00 §
— gependent " =
relative  125.00 125.00 125.00 125.00 125.00 12500 4
National Provident Fund? 100.00 180.00 180.00 - - - g
Life Insurance Allowance - - 1,200.00 1,200.00 1,200.00 1,200.00 o
House Mainienance : = 1,500.00 2,500.00 4,000.00 6,000.00 7,500.00 -
House Insurance 5 - . - 15000 250,00 400.00 £00.00 750.00
Mortgage Interest - 1,800.00 3,000.00 4,800.00 7,200.00 9,000.00
Real Estate Retes & Texes” -/ " 90.00 125.00 240,00 360.00 450.00
Water Rates - 36.00 48.00 60,00 60.00 72.00
TOTAL DEDUCTIONS 2,525.00 6,941.00 10,488.00 13,885.00 18,125.00 21,677.00
TOTAL TAXABLE INCOME - 1,759.00 9,712.00 16,915.00 24,075.00 37,323.00

TABLE 21 (Contd.) MopeL INCOME Tax CoMPUTATIONS —DOMINICA

TOTAL TAXES PAID — Present l

Simeture - 7
v i ] B 7
0,09 50 16, 21.50
Struciure - . 1 I 9 3 30
| ‘ | . V B . I 2 53.
%0 T. INCi - - 1.33/’.;’ 14.49% 21 l(i‘.’; 23.93% 28.34%
TAX AS ¢ F TOTAL OME Present - = i
PIDPOSEd - 1.97% 14.26% 23.08‘:5 2?‘63" 32.80 5
B r{d QU

NOTE TO TABLE 21

1, Assumptionis: Annual rateable value of house is 6 per cent of the capital value of the house
2. . » 2 children living at home

3. " a) Pension contribution is s= NPT ninbution for cas pi e a
" me as N.P.F. contribution for cases 1 3 i ncome up {0
> ) 2, 3, and is computed a5 5 per cent of inc
maximum income of $3,600 per annum and thereafter NPF contribution remains constant at $150 per annurm. ‘

b) Cases 4, S5, 6 are 2ll private self-employed persons 2and do not make pension contributions

FALVIS TALVIOOSSY THL NI DNIONVNII LNINNEITAOD

4, " " House mainienance = 5 per cent p.a, of capital value of house,
3. " n Insurance for fire etc, = ¥ per cent of 1 per cent of capital value of house.
6. " Mortgage interest is pal

» . gag paid at the rate of 10 per cent p.a. on the original prinei i

cipal 1 i i i
assumed to 60 per cent of the capital valne of the house, einal princlpal for 20 years. The principel of fhe mortgage &

7. " " Real estate rates and 1axes are $ per cent gf the Annual Rateable value of the house
8, 5 ; 1 .

" »  Water rates as §3 psr month for low income groups; §4 per month for middie income groups; $5 psr month for upper middle

income groups and $6 per month for upper income groups.
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sufficiently large share of the markel for current finance to enable it 1o influence
commercial bank policy towards the financing of agriculture and small business, and
the rate of interest on savings and housing mortgages to name a few areas of concern.
1t is normally expected too that a publicly owned commercial bank would be barker
to statutory bodies and public corporations, thongh this need not always be to its
advantage when they are unable to generate surpluses. Specifically, ane wonld expect
such a bank to be the main if not the sole depository for the funds of National
Provident Fund and Social Security schemes. Care has to be taken in achieving thesc
objectives, however, since any wholesale withdrawal of funds from the foreign branch
banks could cause repercussions which woutld be destabilising to the (inancial market
and to commerce and industry in general.

In the absence of a national ceniral bank certain rudimentary functions can be
performed by a publicly owned commercial bank, such as being general depository for
the Consolidiated Fund, and lender of a limited scale to Government out of the surplus
funds of national insurance. At present in some of the Associated States, these sur-
pluses are being deposited in conunereial banks ot rates of 3 per cent or less only to be
relent to Government at rates as high as & per cent or more. Where the depository
function just referred to is being exercised, such banks can also increase their resources
from the proceeds of deposit requirements imposed on financial institutions and non-
bank financial intermediaries, 2 step which it is now imperative that these Governments
should take.

A further step in the direction of improving the mobilization of resources would
require the amendment of the legislation relating to life insurance and pension {unds
investments. While states sueh as Antigua have legislation regulating the operation of
these instiiutions, there are no local assets requirements impp§ed. In such small
economies with few if any public companies, with shares that are being traded, it
cannot be expected thai such institutions will be happy to invest their funds in
securities issued by Government alone, in a situation where the cfedit of the Govern-
ment itself is questionable. One wounld here look forward to the evolution of a
regional arrangement, perhaps with the Eastern Caribbean Currency Autharity as its
nucleus, which would facilitate the imposition of a regional sssefs ratio upon
investments made by these institutions,

CONCLUSION

In this brief survey 1 have iried to expose most of the major issues affecting the
public finances of the Associated States from 2 point of view of fiscal policy, adminis-
tration and politics. It would be presumptuous of me to conclude that should the
Governments pursue the recommended policies they would be sure to eliminate their
present financial crises. What is beyond doubt is that their fiscal performance would
improve tremendously, and they could then make a stronger case for financial assis-
tance from intra and extra-regional sources.




