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TO : L. P. Reade, A.I.D. Director
 

SUBJECT: JAMAICA - REVENUE FOARD ASSISTANCE SUMMARY AND
 
RECOMMENDATION MEMORANDUM
 

1. 	 BORROWER: The GOVERNMENT OF Jamaica (GOJ)
 

2. 	 Implementing Entity: The BOARD OF REVENUE, Ministry of Finance
 

3. 	 LOAN AMOUNT: 3.554 Million (Three Million Five Hundred and
 
Fifty Four Thousand U.S. Dollars)
 

Purpose: To help the GOJ design and introduce a revised
 
Jamaican tax that will GOJ's
system support the economic
 
recovery program, and the structural adjustments through which
 
these program goals are pursued.
 

5. 	 Project Description: To provide technical assistance 
to the
 
Government of Jamaica in its effort to:
 

a) 	 redesign Jamaica's tax structure along lines that fit
 
the Government's objective of achieving stable
 
economic growth through a private sector led, export
 
oriented, development program;
 

b) 	 improve the administration of the tax system; and
 

c) 	 initiate the implementation of the systems and 
to
 
develop the long-term implementation plan designed in
 
(a) and (b) above.
 

6. Total Project 	Cost: t5.012 million.
 

7. Application: 	 The GOJ's application for the loan is 
included in
 
Annex B.
 

8. 	 Statutory Requirements: All statutory criteria have been met.
 
See Annex E.
 

9. 	 Environmental: The Initial Environmental Examination was a
 
negative determination. See Annex D.
 

10. 	Recommendation: That a Loan of 
 3.554 million be authorized to
 
the GOJ on terms c.nd conditions described in the following
 
Project Authorization.
 

(iv)
 



.1 

FROM: 
 Proiect Committees:
 

USAID/Jamaica
 

Dennis Darby, OPPD/PDD, Pro-t Officer 

Robert Friedline,

Samuel OPPD,-
Skogstad, A-ID/ ON,,
 
Jack Hjelt, RHUD
 
Gerardo Berrios,/CONT 
 .
 
Dan Rathbun, OP±D 
 -1 

Mission Executive Committee
 

Frank Morris, Deputy Director -
William Jones, OPPD/PDD l./" 
Charles Warren, CONT 
Talbot Penner, OPED 
Robert Friedline, OPZD 
Samuel Skogstad, AID/FCO-N-,/ /" 

Pea .na1 Tna]. Advisor 

Theodore Carter 
'>->--

DRAFT ER:1'by1 OPPD/PDD; mr 4/29/83
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PROJECT AUTHORIZATION
 

NAME 	OF COUNTRY : JAMAICA
 

NAME 	OF PROJECT 
 : REVENUE BOARD ASSISTANCE
 

NUMBER OF PROJECT: 532-0095
 

NUMBER OF LOAN : 532-V-023
 

1. 	 Pursuant to Section 105 of 
the Foreign Assistance Act of 1961, as
 
amended, I hereby authorize the Board of Revenue Assistance Project

for Jamaica, involving planned obligations of not to exceed Three
 
Million Five Hundred and 
Fifty Four Thousand United States Dollars
 
($3,554,000) in loan funds 
over a three year period from the date
 
of authorization, subject 
 to the availability of funds in
 
accordance with the A.I.D. OYB/allotment process, to help in
 
financing foreign exchange and local currency costs for the Project.
 

2. 	 The Project consists of the provision of technical assistance to
 
the Government of Jamaica and will include assistance to enable (1)

redesign of the tax structure of Jamaica along lines that fit the
 
Borrower's objectives of achieving stable economic growth through 
a
 
private 
 sector led export oriented development program; and
 
improvements in the administration of the tax system and (2)

initial implementation of the redesign and improvements.
 

3. 	 The Project Agreement, which may be negotiated and executed by the
 
officer to whom 
such authority is delegated in accordance with

A.I.D. regulations and Delegations of Authority, shall subject
be 

to the following essential terms and 
covenants and major conditions
 
as AI.D. may deem appropriate.
 

a. Interest Rate and Terms of Repayment
 

The Cooperating Country 
shall repay the Loan to A.I.D. in U.S.
 
dollars within twenty (20) years from 
 the date of first
 
disbursement of the Loan, including a grace of to
period not 

exceed ten (10) years. The Cooperating Country shall pay to
 
A.I.D. in U.S. dollars interest from the date of first
 
disbursement of the Loan at the rate 
of (i) two percent (2%)
 
per 	annum during the first ten (10) years, and (ii) three
 
percent (3%) p2r annum 
thereafter on the outstanding balance of
 
the loan and on any due and unpaid interest accrued thereon.
 

(vi)
 



b. 	Source and Origin of Commodities, Nationality of Services
 

Commodities financed by A.I.D. under the Project shall have
 
their source and origin in countries included in A.I.D.
 
Geographic Code 941 or Jamaica, except as A.I.D. may otherwise
 
agree in writing. Except for ocean shipping; the suppliers of
 
commodities or services shall have countries included in A.I.D.
 
Geographic Code 941 or Jamaica as their place of nati-onality,
 
except as A.I.D. may otherwise agree in writing.
 

Ocean shipping financed by A.I.D. under the Project shall,
 
except as A.I.D. may otherwise agree in writing, be financed
 
only on flag vessels of the Cooperating Country and countries
 
included in A.I.D. Geographic Code 941.
 

c. 	Conditions Precedent to Initial Disbursement
 

Prior to any disbursement or the issuance of any commitment
 
documents under the Project Agreement, the Cooperating Country
 
shall furnish in form and substance satisfactory to A.I.D.:
 

1. 	An opinion of counsel acceptable to A.I.D. that this
 
Agreement has been duly authorized and/or ratified by, and
 
executed on behalf of, the Borrower, and that it
 
constitutes a valid and legally binding obligation of the
 
borrower in accordance with all of its terms;
 

2. 	A statement of the name of the person who is to act as the
 

official authorized representative of the Borrower in
 
connection with the Project Agreement, and of any
 
additional representives, together with a specimen
 
signature of each person specified in such statements;
 

3. 	Evidence that a Senior Revenue Board Tax Official has been
 
appointed as full-time Project Manager by the Revenue
 
Board, to oversee the implementation phase of the project;
 
and
 

4. 	Evidence that the Revenue Board has assigned a permanent
 
employee as a counterpart to each persoii financed by A.I.D.
 
to render technical assistance to the Revenue Board.
 

(vii)
 



3.
 

d. 	 Cond5ition Precedent to Disbursement for Traininq
 

Prior to any disbursement, or to the issuance of any
 
commitment document under the Project Aareement for
 
training, the Borrower shall, except as A.I.l. 
mav
 
otherwise agree in writing, furnish to A.I.D., in form
 
and 	 substance satisfactory to A I.D., a commrehensive 
training plan covering the entire Project activity. 

e. 	Condition Precedent to Disbursement for TrainLna 
Outside Jamaica 

Prior to any cisbursement or the issuance of any commit
ment documents under the Project Anreement for traininn 
outside of Jamaica, the Cooperating Country shall, except
 
as A.I.P. may otherwise aaree in writino, furnish to 
A.I.D., in form and substance satisfactory t- A.I.D., 
evidence that a system of bonding or some other method 
acceptable to A.I.D. has been implemented to ensure that 
participant trainees will return to their posts for 
a
 
period of time not less than twice the length of time
 
spent ir training.
 

f. 	Covenant
 

The Borrower shall covenant that, unless A.I.D. other.,ise 
agrees in writinq, it will: 

1. 	 provide a(leruate hugciet allocations 'or project 
implementation in a timely manner consistent 
with implementation scherdrule develoTer, by the 
Revenue ,oard; and
 

2. 	continue the mandlate to regulate the tax system
 
given to ti.e Pevenue Board under the terms of 
the 	 Revenue Foard Act. 

(viii)
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I. PROJECT SUMMARY DESCRIPTION
 

A. Description of the Project
 

The purpose of the Revenue Board Assistance Project is to provide
 
technical assistance to help the Government of Jamaica (GOT) to: a)

redesign Jamaica's tax structure along lines that fit the GOJ's
 
objective of achieving stable economic growth through a private sector 
led, export oriented, development program; b) improve the 
administration of the tax system; and c) initiate implementation of the
 
activities designed to achieve a) and b) above.
 

Working through newly Revenue Board, this
the created technical
 
assistance project will have two components--tax policy and tax
 
administration--and be conducted 
 in two stages--design and
 
implementation. In the first stage, the emphasis of the policy
 
component will be on formal evaluation of the existing tax system
vis-a-vis the express objectives of the COJ's economic recovery program 
and the design of adjustments to current deficiencies discovered.
 
Preliminary evidence collected during the design phase of this projert
suggests that the existing system has certain characteristics r'at
 
discourage saving, encourage capital flight, subsidize 
 rclati, .ly
 
capital intensive production methods at the expLnse of employmc rt,
 
encourage imports, and discourage work-effort and economically vin -le 
production for the domestic market. While there are other 
characteristics of the system that mitigate some of these effects, it
 
appears, 
on balance, that the tax system is an impediment to achievement
 
of attainable levels of production, export and employment.
 

Studies will be conducted on each of the elements of the tax system, 
with the objective of quantifying the implicationms of each for revenue 
generation and distribution of the tax burden among social groups, and 
determining the and of economic activity.structure level Alternative
 
tax strategies will then be designed, from which an alternative program 
of taxes can be presented to support, rather than hinder, the 
achievement of the growth, equity, and efficiency goals of the GOJ. 

The emphasis of the tax administration component, in its initial stage, 
will be on those elements of tax administratior. that are common to a tax
 
system in general, I.e., independent of the ;tructur- of the system.
These include training (almost excLusively) in such areas as income 
accounting, middle-level management, and taxpayer enrollment. The more 
structure-specific elements of assistance in administration will be 
deferred until the GOJ has selected the policy and structural reforms to 
be adopted.
 

The first stage of the project will end with the preparation of a 
Governmental "White Paper" on taxation. This paper will rely upon the 
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technical analyses prepare; by the technical assistance team, and willinclude draft leglslation 
 reflecting Governmental 
 proposals for
comprehensive tax reform. 

Stage Two of 
the project is the implementation stage. 
 Advisors from
resident the
'echnical 
 assistance 
 team will
counterparts work with their Jamaicanin the Revenue Board to initiate the implementationstructural changes adopted the 
of the 

assistance In organizing 
by GOJ, e.g., preparation of regulations,for the efficient managenent of the system,
preparation of forms, and planning and scheduling the indicatedadjustments. The s'stemstechnical assistince team that will implementproject will consist of a group of 

the 
highly specialized taxationheaded by Professor expertsRoy Bahl of the Maxwell SchoolUniversity. Professor Bahl has 

at Syracuse
ascembled thisinternationally "blue ribbon" team ofrenowned experts, and will manage the team under a

direct A.I.D. contract. 

B. Conclusions of the Feasibility Analyses 

The substance 
of the Revenu- Board Assistance project 
is the provision
of specialized technical 
 assistance 
 to: diagnose
malfunctions Jamaica's tax system; prescribe 
in detail thein 

a carefully designedprogram of remedies, within 
apply the therapy 

a severly constrained period; and helptime
required to make the prescription effective. Thebenefits to be derived from the project cannot be quantified until theseries of analytical sLudies 
contemplated under
out during project are carriedthe "problem diag,,osis" 

the 

Consequently, stage of project Implementation.an a priori cost/benefit analysis is neither feasible norappropriate. For this reason, a "Least Cost " justificationadopted as the analytical basis for the economic analysis of 
has been 

the project.
 
The structure of this argument Is simple. The GOJ is committed torestructuring of aIts tax structurn., basedevidence that the 

on a widc variety of anecdotalpresent structure 
policy. This 

is not in harmony with governmentalevidence was 
world-renowned 

confirmed by a GOJ--invited design teamexperts, including Roy Bahl, 
of 

Charles McClure,
Holland, Richard DanielBird, Oliver Oldman,
this expert t .,m 

and Kenneth Stacey. In addition,con f I rMed that tax policy an(I imp lementa t ionInefficienct,; ,iro hav ing direct and significant negativeJamaica's econom ic effect onrecoverv and development. Beyond this, GOJmade a the haspolitical commitment to significantly adjustabout April the tax system on or1, 1983. Thus, If A.I.D. is to play a significant role,must itempoy experts, sulch as those mentionedeffectively wItlhl n surh 
above, who can functionconstraints. S' ,acuse Universitytogether a t eam has putof uniquely qualified

limited number mluch 
xpe rt s from among the veryof fndivlduals available world-wide.a "Least They representCost" alternative because, realistically,alternative .nothod for there is noachieving the desired goal within the quailtystandards and time limits stipulated. 



It is incidental, but welcome, that Syracuse University was judged to be 
the institution best capable 6f assembling and directing the work of 
this team of experts from a wide variety of educational Institutions. 
This is, in part, due to its past performance on A.I.D. contracts, its 
relatively low over-head, and Professor Bahl's experience with, and
 
knowledge of, the requirements of directing the specific set of expert 
services required to perform the task at hand.
 

The Board of Revenue is the governmental agency through which the 
project will be administered. The high level of capability of the 
Board's Commissioners, combined with the support being expressed for the 
project from the Prime Minister and his staff, outw.,f ghc certain 
organizational and jurisdictional weaknesses that will inflUence the 
project. 

The Board was created in 1981, with centralized authority over all units
 
of the revenue system. This important step has created a structure
 
which, when fully staffed, and when fully operative in a clearly defined
 
domain, should bring a significant gain in efficiency to the Jamaican
 
revenue system. A subsidiary benefit of operating through this agency
 
will be the development and strengthening of an important public sector
 
institution.
 

C. Summary Budget
 

See Table 1 on page 4.
 

D. Resolution of PID Issues
 

1. Tax Administration
 

The principal issue arising during A.I.D./Washilngton review of the 
Project Identlf'cation Document (PID) concerned the Tax Administration 
component of the project. The LAC Bureau felt that the admin t stration 
component was given excessive weight In Implementation Stage One, given 
that the project was intended to create substantial changes in the 
existing tax structure. USAID/J concurred in this view, and the major 
emphasis has been shifted to the tax policy component. Further, it was 
felt that the emphasis in the PID upon co]lecting more revenue from the 
existing structure was inordinately heavy. Since the existini, structure 
was deemed to be an inhibitor of cconomic growth, more rigid enforcement 
of that system seemed to Imply more severely Inhibited growth. This 
issue poses a fundamental dil 1emma. A.I.D. has supported the IMF and 
IBRD view that immedtate act ion Is required to redtce the magnI tude of 
the COJ's 'du,,et defici t, for the sake of stablIz.it ion objectives. 
Yet, as noted above, more disciplined adininistrat ion of the existfi op tax 
system could adversely affect growth. The resolution of this Issue, as 
reflected in this Project Paper (IT), Is to concer:rate stage one tax 
administration as!l,;itance on training In fundamental and general tax 
admdnist rat o: d 1t 1I1nos, rather than on stich appl IcatIon; as 
enforcemen t a rn c( IIc t1on. 

http:stablIz.it


TAIL.E I.
 

SU.MARY BUDGET: BY ACTIVITY
 

Project Management 


Income Taxes 


Indirect Taxes 


Industrial Policy 


Wealth and Housing Taxation 


Bauxite and Alumina 


Special Projects 


Resident Advisor 


Income Tax AdvIror 


Customs Advisor 


Kingston Office 


Counterpart Costs 


Training 


TOTAL 


(liSt 000)
 

SYRACUSE 


790,478 


261,968 


259,508 


87,087 


325,927 


37,608 


296,998 


456,657 


447,843 


317,476 


222,014 


-


50,000 


3,553,564 


GOJ TOTAL 

26,095 816,573 

40,414 302,382 

36,949 296,457 

20,900 107,987 

54,576 380,503 

3,932 41,540 

194,816 491,815 

81,050 537,707 

82,615 530,458 

58,869 376,345 

469,016 691,030 

88,764 88,764 

3000 350$000 

1,457,996 5,011,560 



2. Customs
 

At the PID review, the view wa'% expressed that customs is such 
a
 
complicated area assistance customs
that in 
 administration should be
deferred pending a comprehensive review of customs and related areas.
 
USAID/J has pointed out that an extremely important and topical element 
of the current emphasis on the project has evolved around 
a GOJ request
 
for assistance in the area of customs administration. It is widely

recognized that customs administration is made more difficult because 
of
 
efforts to avoid restrictions occasioned by the perennial disequilibrium
in the market for foreign exchange. However, whether the thought
law is 

to be imperfect or not, it is, nevertheless, the law of a sovereign,
democratic state. Consequently, it is as in
USAID/J's view, reflected 

this PP, that some form of technical assistance in the customs area Isessential to retain the enthusiasm of the GOJ for the project as a 
whole. As with the other elements of administration, however, the
 customs administration assistance proposed in the 
Project Paper is at an
 
appreciably lower level than was propoced the PID,in and will focus on 
the preparation of a plan for longer term implementation.
 

3. Tax Policy
 

A.I.D./W suggested that USAID/J consider removing the tax administration 
component entirely in to more of the hu'dgetorder allocate project's to
the policy component. As indicated in PID issue 1. above, the relaive
 
magnitude of the components have been adjusted in favor of tax policy.

USAID/J does not consider it necessary, however, to abandon
 
administrative assistance entirely. 
 The opportunity for the project

have a profound, positive influence on the GOJ's lagging structural

to
 

adjustment process is considered high, argued in the
as FY 1985 CDSS for
 
Jamaica and in this PP. However, it is also important to note that

policy and administration are so intimately related that this
 
oppo:tunity would likely be lost 
If administration were totally removed.
 

4. Technical Assistance
 

The Development Assistance Executive Committee expressed con-ern that a 
three or four man team, each with specIa IIzed expertise, would not be 
able to function as an Integrated mnit. The operatlonal proposal put
forward by Syracuse, through Profess )r Bahl , describ es In thedetail 
process through which the Individual uxperts can and will function aas 
true team. It was also ";pgestedthat alternatives to the U.S. Internal 
Revenue Service (PRS) be explored In order Lo gain grunter expertise in
the tax policy area. Alternative nodes have been explored. The Senior 
Adv!sor on Admi istr' ion feels that the IRS .s the source that it most
likely the ofto have combination expertise required. Nevertheless, the 
reduction In magnitude of the admini stration component, and chan;es in 
timing and emphasis, made during PP design, may not be acceptable Lo the 
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IRS because that eLiment of the PID was primarlLy a 
views. In this event, alternative, identified 
administration technical assistance will be employed. 

reflection 
sources 

of 
of 

IRS 
tax 

E. PROJECT COMMITTEE 

USAID/Jamaica 

Dennis Darby,OPPD/ PDD Project Officer 
Robert Friedline, OPPD 
Sam Skogstad, AID/Econ 
Geraldo Berrios, CONT 
Jack Hjelt, RlUI) 
Dan Rathbun, OPED 
Wes Hawley, CO 

Consultants 

Dr. Roy Bahl, Professor of Economics and Director, 
Metropolitan Studles Program, Syracuse University 

Dr. Oliver Oldman, Professor of Law and Director, 
International Tax Program, Harvard University 

Dr. Daniel Holland, Professor of Finance, Sloan School 
of Management, Massachusetts Institute of Technology 

Dr. Charles McClure, The Hoover Institute, 

University 

Stanford 

Mr. Kenneth Stacey, Retired Customs Official, British 
Customs Service 

AID/Washington 

Paul O'Farrel, ?PC 
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II. DETAILED PROJECT DESCRIPTION
 

A. Background
 

1. Economic and Political Environment
 

After a period of steady growth in the 1960s and early 1970s, the
 
Jamaican economy fell into a sustained decline. Between 1973 and 1980,
 
real per capita GDP declined 20 percent, the unemployment rate reached
 
27 percent, foreign exchange reserves were exhausted, and perennial 
budget deficits, coupled with Inflationary finance, left the economy in 
a state of near financial collapse.
 

A substantia2 contributing factor to these depressed economic conditions
 

was the GOJ development policy, which greatly expanded the role of the 
public sector in the economy and protected domestic industry in order to 
promote import substitution. The strategy of growth through import 
substitution, with a concentration on the manufacturing sector in so 
small a nation, was destined to fail. The combination of increased 
governmental regulation of the economy and protectionist policies
 
penalized exporters and private sector initiative, and led to an
 
increasingly inefficient allocation of domestic resources. In the
 
agricultural sector, government policies provided disincentives for
 
exports and, in fact, incentives for imports, which further shortened 
the supply of foreign excb.inge for building productive capacity.
 

The opposition Jamaica Labor Party won an overwhelming parliamentary 
majority in the 1980 elections and a mandate to deregulate the economy, 
stimulate private sector initiative, and switch to an export promotion

growth strategy. The new Seaga Government embarked upon a three-year 
economic recovery program, the cornerstones of which were disciplined 
fiscal managemeil , 1wioI [zatLion of foreign ass[stance, and major 
adjustments in the structure of the economy. The structural adjustments 
were to he achieved by significantly Increasing reliance on private 
market mechanisms, relative to government regulation and centralized 
planning, and replacing the heavily protectionist import-substitution 
development strategy with a strategy of promoting export-oriented, 
market-efficient, domestic production.
 

In 1931, the economic recovery program made impressive progress. 
Foreign exchange resources flowed into Jamaica through foreign 
assistance, commerc Il lend inlg, and private transfers. Arre irs on 
commercial external debt service payments were eliminated, and the 
overall budget deficit theclI nd from 14 percent of GI) to 12 percent. 
Domestic monetary e':ansiom was redued to levels con,;i;tnt with the 
goals of reco,,rv rram. st rue mped I nents pr iv itotlhe icr' Some ural I to 
markets, e.g., price controls, were eased. 



In 1982, however, tle world market for bauxite and alumina, Jamaica's 
principal foreign exchange earners, contracted far beyond expectations.Export earnings and government revenue associated with bauxite and
 
alumina fell far short of the projected levels upon which the recoveryprogram was based. The goveinment was confronted with a serious fiscal
 
problem, as the exacerbated foreign exchange shortage and severe revenueshortfalls reduced resources available to fund government activities In 
support of the economic recovery program at projected levels. Becauseof the Importance of these activities theto economic recovery, and the 
intransigence of expenditures wagesrecurrent (primarily and salaries),there was little prcpect for curtailing public expenditures. On the 
revenue side, there was little that could be done in a short period.Administrative Improvements undertaken 1981 hadin already increased 
collections, leaving little room for further extensive gains from that source. Moreover, The government held the view that the tax system was 
in need of major adjustments to make It compatible with the efficiencyand equity goals of the economic program generally. That consideration, 
and the pro-cyclical Implicat ions of Increasestax at a time when exogenous expend itures de pressed,we re p reci uded significant
discretionary actlon; Increase revenue.to tax Inevitably, therefore,
the budget deficit filled to realize the further reduction that had been 
programmed for 1982. 

One consequence of the unexpected shortfall of resources 1982 wasin 
that it Illuminated the Importance of comprehensive tax reform to the success of the structural adjustment program and, Indeed, the entire
economic recovery program. It became clear that the conflict between
the need for revnue and the need to correct the disincentive effects

the existing tax system wa:; not susceptible 

of
 
to a satisfactory iesolution 

until the structure and administration of the tax system as a whole had 
been subjected to a comprehensive review and reform. 

Prime Minister Seaga is committed to implementing such reform and IVn;
elevated this to a position of Lop priority on his policy" agenda.
Through the Board of Revenue, A.I.1). has been asked to provide technical
assistance and h,,pport to: (a) undertake the comprehensive review of 
existing tax policy and administration; (b) develop, in conjunction with
the Government Jamaica, proposedof a tax system design; (c) provide
training for itq administration; and (d) assist in the implementation ofthe system that emerges from the process. The Board of Revenue 
Assistance Projrt repqnopnds to that requeKt. 

2. The (overnmont Sctor 

The central gvrnmnt Prndgptary position has been weak since themid-19 7 0 s. A c rrent accont. deficit has existed for many years.
Although there Is some debate about how to measure thP size of the 
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overall budget deficit, it is near 
15 percent of GDP and approximately

80 percent is financed by donor assistance. A program of expenditure

reductions and/or tax increases is necessary to fill, at least, 
 the
 
current 
account gap. Barring a substantial acceleration of economic
 
growth that similarly boosts revenues, discretionary fiscal adjustments

by the GOJ will almost certainly be called for.
 

The level of taxation In Jamaica is high for a country of its Income 
level, at nearly 29 percent of GDP in 1981/82. Even if one ignores all
bauxite taxation on grounds that it does not impose any domestic burden 
(certainly an unrealistic assumption), the tax burden is 15 percent.
 

The composition of the tax structure has changed mnc (edly during the 
past decade, but the changes have occurred on an ad h., basis more than
by design. The most recent exampie of this ad hoc 	 api oach is found in 
the 	Prime Minister's May 5, 1983, budget message. In order 
to close a
 
financing gap of 
 USt60 million in the FY83-84 budget, the following
 
measures were adopted:
 

1) 	an increase in the tax on cigartettes of J461
 
per package;
 

2) 	a new transfer tax on overtime sales;
 

3) 
a new tax profits of life insurance companies; and
 

4) 	a 1% education tax on payrolls.
 

The 	imposition of a substantial production levy in 
1974 made the bauxite
 
tax a major component of the tax structure. With the declining fortunes
 
of the bauxite sector, this relative importance has fallen. Otherwise,
 
the drift has 
been toward an incredse in income taxation, In large part

because of a combination of high rates, a high rate of Inflation, and
 
indexing of neither rates nor brackets. 
 The property tax has declined
in 	 relative importance, as there was a long delay In revising the 
valuation roll and rates have not been Increased. Indirect taxes 
customs, excise, sales, and consumption duties -- have not Increaised In 
relative Importance, In part because many of the taxes were levied on a 
specific, rather than an id valorem basis. 

3. Statement of tie Problem 

Jamaica has critical flsI ,la problems. On the one hand, the government
is 	 being presSI'd to rai se taxes in order to 	 reduce a large and

icontinuin bud,,,et On other itdeficit. the hand, acknowledges ;a need to
reduce the t a:: hurden in ord,,r to .;timulito production and emiploymont in 
the prt .... e sector. This dilemma Is a result of the piecemeal approach 
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to tax structure reform during the past two decades. In fact, the 

and slow economic growth,' high and low rates of inflation, and,. more
 
recently, through a change In economic policy from import substitution
 
in a highly regulated economy toward export expansion in a more
 
market-oriented economy. Srant attention has been paid to the
 
restructuring that was necessary to fit changing economic policy anid
 
conditions.
 

The consequences of this drift are more far-reaching than the budgetary 
deficits which have emerged, or. the poitical problems of raising tax 
.rates in a depressed economy. In particLular, tlie tax system does not 
support the COJ's development policy of basin1 ng economic *growth oil 
private sector initiative and -xport promotion. Taxrpractices ihave 
distorted relative prices to the point of providing a serious constraint 
to economic growth. With respect to the latter, it seems clear that the 
tax system has lowered the price of capital relative to labor, and the 
price of imports relative to exports, even though the unemployment rate 
is currently around 27 percent and the shortage of foreign exchange is 
perhaps the major obstacle to growth. On the management level, the
 
quality of tax administration has deteriorated to a point where an
 
unacceptably small proportion of the tax base is being assessed.
 
Furthermore, inequities in the system provide strong incentives for tax
 
evasion and avoidance, eg., those employees who are covered under
 
withholding attempting to avoid the high marginal personal income tax 
rates by seeking loopholes, while those outside withholding underdeclare
 
their income.
 

The time has come to carry out a comprehensive reform of the Jamaican 
tax structure. The tax system needs to be adjusted to promote market
 
oriented development, to reduce its Inequitable burden, and to improve
 
its coverage of the real economic base of the country.
 

B. Goal of the Project
 

The goal of this project is to promote recovery ard sustained broadbased 
growth in the Jamaican economy. This project contributes to the goal by 
specifically addressing the key macro-economic problem of fiscal 
reform. It is recognized that this goal statement may be quite broad in 
comparfson with goal statements of moat A.lD. projects. However, as 
noted in the CDSS and in other policy analyses of the Jnmaican economy, 
the inability of the tax structure to finance current expenditures and 
debt sorvice, or sipport current dovelopment policy, Fshnres direct 
responsifhlity for the prosont poor perrcirmance of thc economy. Ti - ,
COJ 'u program .of strttcturol djustment -- the principal focus of major 
donor assistance -- will not acieve' its full potontial unless this kuy 
tax reform component of the program Is instituted concommitant with 
iadjus tmonts in tho market or, roforgnuI exchang removal of pri't 
controls, nnd the government's divestmont program. Hence, the project's 
goalH muL be stated as, and muosueed agdiIU4L, broad acroecoomic
 
changes,
 

.'. . .. .. . . . . ... . . . . . . . . ...... .. . 

,
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In striving to achieve this goal, an improvement in the fairness and 
efficiency of the tax system can also be realized. It should be noted 
that either or both of these objectives could, in most LDCs, be the 
principal justification for Lhi Lype ot project. Hoihever, in the case 
of Jamaica, improvements in equity or tax administration are not the 
sole motivations. A key motivation is to reform the policy and 
administration of the tax structure so that it measureably supports, not
 
hinders, development policies and structural adjustments designed to
 
change the course of the Jamaican economy and establish it as a model of
 
broad based growth and stability based on active, free, and competitive
 
markets.
 

C. Purpose of the Project
 

The purpose of this project is to design and introduce a Jamaican tax
 
system that supports the Government's economic recovery program, as well
 
as the structural adjustments through which this program is pursued. 
This requires that four criteria be met by tax reform.
 

1. The tax system needs to be restructured so that it will make a 
maximum contribution to the development of the economy. There are many 
areas where the present system needs reform. It is commonly asserted 
that taxes are so high that they discourage work effort; that they
provide disincentives for saving and investment; that they discourage
 
repatriation of funds held abroad by Jamaicans, and discourage

investment In the ccoromy by foreigners; and that they subsidize imports
 
at the expense of Lxparts. In combination, the present environment of 
exchange market diseq:tlibrlum, quan tIatIve import restrictions, 
tariffs and tariff exemptions, and Industrial incentives make production 
for the limited local market much more attractive than production for 
export, especially beyond the CARICOM market. Finally, the tax system
induces a variety of distortions in relative prices that have 
unfavorable effects on the allocation of resources. The government's
 
goal of increased reliance on free market forces as determinants of
 
production and consumption decisions requires a restructuring of the tax
 
system to reduce these distortions.
 

2. There is a need for fiscal stabilization. The tax system must 
raise an amount of revenue adequate to cover expenditure requirements. 
It is not the responsibility or mandate of this project to identify the 
proper level of public expenditure in Jamalca; that Is a decision which 
belongs to the GOJ. However, the revenue yield and elasticity
Impl cat ions of alt e rna t Ive tax structure change s must be identified, 
and their implications understood. Only in this way can the 
implic-itions for non-tax financing requirements be anticipated, and 
their implications for monetary and credit policy be incorporated Into 
development planning. 
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3. A comprevhve vtwtax reform Hh""Id prnvide a fair and equitable tax 
structure. The rules of taxation should he 	 clearLy stated and

understandable by the 
taxpayer, and the administration of the tax should
 
treat all taxpayers impartially. Uder every tax, all those who are
 
equally circumstanced with respect to the base of that 
tax should pay

the same amount 
of tax. The present income tax, for example, under

which the self-employed easily thr payment of toxes,
can avoid income 

violates 
the 	maxim of horizontal equity. Considering the reformed tax
 
structure as a whole, its burden should be distributed in a pattern

consistent with the GOJ's long-term concern the
with distribution of
 
income a-! wealth.
 

4. Any tax system should be administrable in an efficient and fair 
manner. This goal should be pursued for both the current and revised 
tax 	structures. 
 Since, like many developing countries, Jamaica is short 
of skilled administrative manpower, training will be a key component to
the achievement of this oblect ve, especially In the short run.
 
Additionally, however, 
the design of the revised tax structure must 
recognize the goal of adminis rah lity within tihe context of a 
developing 
 country, with its human resource constraints, limited 
computerization possibllitvs 
 and lack of resources. While these 
criteria lay out the primary purpose of comprehensive tax reform,
clearly there can he conflicts among them. For eyample, certain aspects
of comprehensive re-Drm aimed at stimulating economic growth by removing
distortions and tax may result Inheavy burdens sacrifices of tax yield 
and vertical equity. 

')ther 
reforms reinforce one another; for exampl2, simplifying the ta
 
system to improve its admntstration may lead to an increase In
 
revenue. Con;equently, a key :quIrement of 
 the project In meeting Its 
purpose is to art iLculate the nreas of conflict and identify the
 
Implications of proposed solutions so the cai anthat (OJ make informed
judgement on tihe economic and socil consequences of Its public finance 
choices. 

D. Project Activities and Outputs
 

The reform of the Jamaican tax system will require Intensive study of
each major component of the system (see below), and an Integration of 
the Individual findings and recom:nendations so as to produce proposals
for comprehen,;ivo Lax reform. in addition, the project will assist tire 
GOJ In the implementation of the tax reform program it adopts. 

1. 	Analysi ; of Income taxation.
 

2. 	Analys i of tax Incent Iyes. 

3. 	Analysl of foreign trade and donestic Indirect
 
taxation.
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4. 	Analysis of wealth taxation.
 

5. 	Analysis of the taxation of bauxite and alumina.
 

6. 	Other special studies on:
 
a. 	the distributioi, of tax burdens,
 
b. 	the elagticity of the tax system,
 
C. 	 impacts on low income families, 
d. 	computerization and tax administration.
 

7. Alternative proposals for comprehens ive tax reform, 
integrating the findings and recommendations of the 
analyses carried out under Tasks I through 6. 

8. A reorganization of the structure and procedures 
of tax administration, including the preparation
 
of a long term implementation plan.
 

9. 	Training of a core group of managers and
 

administrators.
 

A summary follows of the analytical approach, key issues, and possible
 
directions of recommendations of the analyses to be carried out to
 
achieve outputs 1 through 9. A more comprehensive treatment of these
 
outputs is contained in Annex A. It should be emphasized at the outset
 
that the objective here is comprehensive tax reform. Though these tasks
 
have been separated, the planned analyses will be carefully integrated
 
(see Management Plan).
 

Output 1: Income TaxatIon
 

The major income tax concerns In Jamaica have to do with company and
 
personal Income tax structure and adminfstrati-n.
 

a. Personal Income Tax
 

Background
 

Receipts from personal income tax (Ieclined in real terms from
 
t126 million in fiscal year 1978 to t1iO million in fiscal 1981 (both
 
years' revenues are in 1977 dollars), despite a brisk rate of Inflation 
during the period. This performance points up Ahe malaise of the 
personal Income tax. Taxpayers have found legal and, more likely, 
illegal ways of protecting themselves from "bracket creep". Htowever, 
the success of taxpayers In avoldin; Income tax is uneven. Persons of 
equal circumstance with resqpect to ,conomic Income are pay!n. widely 
varying amounts of Income tax. In particular, the income tax has really
beon a levy on tihe n'llI oiyod ; the .;el f-cip loved have been the 
benefIclarIes of un:;ilut orv lt'iv,l,,ct. 
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Plan of Study
 

This task will attack the problem of the income tax by developing two 
alternative "models" for 
 GOJ consideration, each a version a
of

broad-based 
 tax. Each will be evaluated with respect to the
 
distribution of the 
tax burden, economic effects, and administrability.

Partlcu'arly important in evaluating these two models is the relation 
between the personall Income tix and the corporate Income tax. 

Alternative one would replace the present taxincome with an 
expenditure tax. 
 Like the income tax, the expenditure tax
could be progressive. Moreover, in determining the tax base, 
it would involve much the same kind of reporting as under the 
income tax.
 

The difference between an income tax and an expenditure tax lies solely
in its treatment of savings. Under the income tax, savings 
are included
in the tax base; under the expenditure tax, they are excluded. 
Therefore, to go from the present so-called Income tax to an expenditure

tax would not be so drastic a step In terms of its administration. 
However, compared to an income tax, the expenditure tax would have the
advantages of simplicity, admnI Ist rabllLty and allocational efficiency.
It would be inferior to the Income tax, however, on distributional 
grounds. There Is a tradeoff, therefore, between these two sets of
 
considerations. And, will an
it be objective of tile study to develop a sense of what Is Involved In this tradeoff in the specific context in 
Jamaica.
 

The alternative to the present tax in Jamaica 
is a pure income 
tax model. This would involve developing a tax base that more 
accurately measures real economic income.
 

The two models would be compared to the present tax with respect to 
resource allocation, distribution of tie tax burden, and

administrability. No matter what the choice -- an expenditure tax, a 
porei Income tax, or an improvei version of the present personal incometax, :pci' Iala t I yen IVo'1 =11;lUoth' O vI e t ' f-'iiij(ii Yl'd Wilt) are "lard Lo 
tax"
 

To explore both alternative models and develop the evidence relevant tochoos lng,, among, tie t Iree a I terndLt I ve' reprvsevted by t he.se two and the 
current tax, a sapln Ie derived fron tax returns will have to be
developed. 
 It will tlen be possible to compare the distribution of the 
tax burden for the two alterlatives and present income visthe tax a vis 
a number of as;mmt ions abnlt the revenue requl red from tie tax. For 
each allterniat iv, a, w ll i; for the present pcmsonml Income tax, tile
analysis will evalum to the approp riate relation btween that tax and the
COMI 1Iy t ax. i,ith r,.m ,t to hri ,,ni), tim self -emplo e d inlto the tax 
qy,stmeu, the 'sos reportnniyi woulld the vxperience In other countries with 
the "hard to tax" 
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b. Taxation of Companies
 

Background
 

Resident companies are taxed on their worldwide income, and non-resident
 
companies are taxed on income originating in Jamaica. Tax rates are
 
35 percent on agricultural companies and 45 percent on tion-agricultural 
companies. Intercorporate dividends are taxed at 37.5 percent.
Business expenses Incurred in earning income are generally deductible. 
Members of groups of affiliated companies are treated as separate 
entities for tax purposes. Inventories are valued at the lower of cost 
or market value. For the purpose of calculating cost, first-in
 
first-out (FIFO) is acceptable, and annual depreciation allowances are
 
generally based on a declining balance method applied to the historical
 
cost of assets.
 

Plan of Study
 

The taxation of company income can be appraised under either of two
 
models: taxation of income, or taxation of consumption. Moreover,
 
under the income tax model the goal crn be integration of the company
 
and personal taxes, or a clossical. (separate) system. The choice
 
between these objoctives has potentially Important implications in terms 
of distributional equity; neutrality of resource allocation; effects 
on
 
saving, investment, and development; and the simplicity of tax
 
administration and compliance.
 

Under the present system, the treatment of capital consumption 
allowances raises a number of related concerns that deserve further 
investigation. First, some of the depreciation allowances may be less 
generous than required to approximate loss of economic value. Moreover, 
to the extent that depreciation allowed for tax purposes differs 
significantly from economic depreciation, Investment choices may be 
distorted.
 

Second, failure to allow tax-free recovery of investment introduces an
 
element of distortion with regard to the choice between long and
 
short-lived assets.
 

The Jamaican Income Tax Act contains a number of standard provisions
 
intended to prevent understatement of income and underpay.ment of tax 
through various kinds of maniplulation. However, only three percent of 
company returns were aud[ted In 19,80-R1. (ivemi what alppears to be a low 
level of admilistrat Iye conevmh I ily, une must Investigate tihe extent to 
which these statutory s:al',-tu;mrd; roalliv work a,; intendd. 

The interaction between Uersona l and compony taxes deseives attention at 
several level.. The mo,:t obvloi,; of ti,'o:o is the prv,:se.nt pruvlqi l l- for 

http:prv,:se.nt
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partial relief from double 
taxation of This
dividends. provision

intended to encourage equity finance 

is
 
and increase the flow of savings
available for that purpose. However, since early 1982 all 
interest on


bank ieposits of individuals 
has been legally exempt from taxation.
Consequently, the salutory effect of the 
partial dividend exemption is

than offset by the total exemption on interest
more 

income. In addition
to the obvious st Im"I us for legitimate saving via banks and other
savings institution;, which by Itself :hould encourage the use of debtrelative to equity f Ipnce, this exemptlon opens the door massive taxto 

avoidance via tax arbitrage. An epreneur, might
ent iwho otherwiseconsider using his capital to
ouwa finance his investment, can reduce his
 
tax liability by depositing funds in a bank 
account, using the account
 
as collateral, -nd borrowing from the bank.
 

The lack of a capital gains tax is commonly seen as a problem, primarily

in the taxation of Individuals. fact, also
In it has important

ramifications in the area 
of company taxation and its relation to 
the
 
taxation of individuals.
 

The analysis will also examine 
the present system of partial dividend
 
relief, In comparison with 1.)a classical system, complete
Ii) relieffrom double taxation 
of dividends, and ill) complete integration. An
 
integration of 
company and individual taxes, while attractive in many
respects, could not be proposed lightly. 
 Thus, one aspect of the
 
research must be a thorough Investigation of the administrative
simplification It would allow, the reduction in 
economic distortions it
would entail, and the difference in tax burden it would bring about. A
 
particularly Important question is whether the 
administrative advantages
could 
be realized without sacrifice of a gradited rate structure. Any
such analysis wonId, of cour,e, need to 
 consider carefully the
Implications of the large role played by multinational firms ond firms
 
subject to tax holidays.
 

Output 2: Taxation and Investment Incentives 

Backg round 

Public policy in Jamaica Is used deliberately in a myriad of waysInfluvnce private I vestment decisions. 
to 

In addition to providing

incentives to Influonce the of
level Investment, Jamaican 
 policy

addresses 
 tim kind; of economIc activity undertaken, the choice oflocations, ai,! th, markets 
for which production is undertaken. 

lxittion Is a major element of tie setpolicy directed to these

chotI-,.s. la: in'e.nt Ives are provided through Intrne tax holidays,
sperl l I v Yt,'nt A;Iio''.iincs , prferontlal depreClttion rules, customsePeipt ouLc, x'ot Ions ce rta Inmp and 
 of dividends laid by qualifying 
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.companies. In addition to tax incentives, selected domestic 
economic
 
activities are shielded from foreign competition by quantitative

restrictions and customs duties on imports of rival goods. Finally,
 
some activities, particularly non-traditional exports, benefit from
 
exemptions from certain administrative regulations governing access to
 
foreign exchange and import permits.
 

The examples of investment incentives set forth above represent
 
deliberate efforts by the Government of Jamaica to influence the level
 
of investment. Other elements of public policy, directed toward 
other
 
objectives, 
appear to have effects that weaken the influence of the 
incentives. Foreign exchange market disequilibrium, for example, 
constitutes a disincentive to investment in economically viable import
substitution, as do price controls on goods now primarily 
or largely
 
imported. Moreover, policies that exempt capital goods from customs
 
duties may encourage selection of relatively capital intensive
 
production technologies and, therefore, cost the economy some additional
 
employment generation.
 

In general, a tax incentive should satisfy the following economic and
 
administrative criteria:
 

1. 	It should induce increases in production and employment in the
 
intended directions;
 

2. 	Its principal indirect effects, such as effects on the method
 
of production, as well as on the level, should be understood
 
and evaluated;
 

3. 	It should be administratively simple and easily monitored, to
 
minimize the chances of incentives being passed through from
 
eligible to ineligible activities; and
 

4. 	It should be sufficiently modest so that It does not permit
 
survival of activities that cannot become economically viable
 
in the absence of subsidies.
 

Many of the Incentives available .n Jamaica fail to satisfy one or more
 
of the foregoing criLeria. This project will assess existing incentives 
against these criteria.
 

Plan of Study 

Stud ies wl he conductd to determ Ine the effect veness and 
ad ministrative manigeah Ilit j of tie system of Incent Ives now In place. 
In -iditf Ion, tho I ii Ioil; Of l)IcILS not iirect 1 tir ,,oet, o n the 
preferred ictlvIlth will he evaluated In order to determine the overall 
Incent i,,, or d ,i;nc ;v-1v, effect of ;u hl Ic" o] icy. In pitrtcuIir, a 
coriprehensive revl,w of the foreign trade and payments regime will he 
unde rt:ikn. 
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hquestIonsa 
 res tr o rward ---- nce
-evid-e


that the Juamaican economy has responded to various' incentives, in termsof overall growth or structural changes? 
 Have tax Incentives been a net
cost to 
the GOJ in terms of revenue sacrifice? What have been the
distributional, impacts 
of incentive policies? What would be the
implications 
of removing incentives? In answering 
 these questions,
alternative proposals will advanced
be 
 from which a modified incentive
 
system design 
can selected. The 
system selected will dictate the
legislative, regulatory, 
 and training requirements for

implementation and operation of 

the
 
the system.
 

Output 3: 
 Foreign Trade and Domestic Indirect Taxes
 

Background
 

The system of indirect taxation 
in Jamaica has four major components:

customs, excise duty, consumption duty, and retail sales tax. recent
In
years, consumption duties 
(mainly levied on 
liquor, cigarettes and oil)
have grown to account for more than half 
of the revenues 
from indirect
taxes. The Retail Sales Tax 
Is levied on a small number of luxury-type

commodities (automobiles, air conditioners, 
 stereos, TVs, etc.,) at
 
varying rates.
 

There are 
three general problems with the current 
structure.
 

.. The base of indirect taxation is 
too narrow.
 

The system has a built-in cascade effect 
that may distort
 
resource allocation.
 

-- Administration is weak, leading to widespread evasion and the
 
accumulation of arrears.
 

Plan of Study
 

This study will take 
three forms. 
 First, there will be a careful study
of the suitability of a general sales 
tax in a country liko Jamaica in
general, and 
In Jimnica specifically, with

to particular attentionmngiven

form taxthe level and suchi might take. In addition, howuver, itwill be particularly Important to study the excise commodities whichproduce the major part of tho revenue under the present System, andwhich in all likelihood wlllcontinuie to dois, therefore, important there 
so for some years to come.It that be special studios of the

traditional sumptuary taxes 
on alcohol and tobacco, as 
well as those on
petroleum products and 
motor vehicles. 
 The first two of those products
are, perhmps, more importoiln for Lhelr distrihuLiv l Plimiatlons tHumnfor their resource aI.location iinp tications, but tle 
 hIrd group noods to
ha exaiminod closely In torms of ofricioncy. :ind resourco ailloc~ationeffects, In 111 likelihood, it will be appropriate to retnln partiLcularforni of special taxes on those group~s of products, even If a general.sales tax Is put Into effect. 

...........
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With respect to a general sales tax, a question that requires particular
 
examination is the possible broadening of the base 
to include services.
 
It is not clear, for example, that service taxes of the sort discussed
 
in some of the existing reports on this matter can be easily tied into a
 
manufacturer's level tax. The administrative aspects of maintaining
 
separate excise and customs systems together with a general sales tax, 
the differing kinds of skill requi red to administer these types of 
taxes, and the possibility of admnin;-sv, itive improvement over the next
few years are all matters that will have to be considered very closely 
in designing an appropriate indirect tax structure for a country such as 
Jamaica.
 

In addition to these general reports, there will be particular studies 
of:
 

--	 taxes on automobiles and petroleum products; 

--	 taxes on the traditional sumptuary excise on alcoholic 
beverages and tobacco; 

--	 the coordination between excise taxes and more general sales 
taxes; 

--	 the resource allocation effects on the foreign trade and 
indirect tax systems as a whole, both as they now exist and
with respect to the various alternatives that might be
 

considered; and
 

--	 the administrative aspects of all existing taxes and possible 
tax changes, both be( use en difference between uxclse and 
sales tax administration met nned aoove, and because of the 
extent to which administrative possibilities will limit what 
can be done, particularly in the general sales tax area. 

Output 4: Wealth Taxes, fTousi ng Taxation and Related Problems 

The principal forms of weal th taxation In Jamaica are property taxes, 
property transfer taxes, and motor vehicle taxes. There is no Income 
tax on capital gal n. 

a. 	 The Property Tax 

Bac k!, round 

Property tax, in principle, should he one of the major sources of 
revenue In Jamalica. iowever, Lhis tax has never been an important 
source of revenue--either Larl fer, when was levfed on value,It 	 vaital 
o r sI nce it l .s been levied oa uimlproved Ilnd Va 1tUe. A major reason 
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for the poor revenue response of property tax lies in the constancy of
 
the assessed values since 1974. With assessments unchanged and nominal

rates constant, the tax has remained unproductive for government and 
become a continu.lly smaller burden for taxpayers. Property tax
receipts fell from a modest 5 percent of total tax revenue to an 
insignificant 2.5 percent over the ten year period between 1974 and 1983. 

A new valuation exerclse is underway and scheduled for completion in 
1983. It will be adopted for property tax bills due April 1984. Ten years between valuat ions is too long. The departures between market and 
assessed values; that develop over time lead to stroaq Inequities amongtaxpayers, and destroy the credibility of the tax. With the new 
valuation, these disparities will have been resolvee. The property taxcould become a more powerful revenue source. This I. a very appropriate 
time, therefore, to reconsider its role In the revenue structure.
 

Plan of Study
 

A major argument for converting the property tax from capital value (the
value of land and the improvements thereon) to unimproved land value was 
that the latter would force idle lands into productive use. Additional 
grounds for favoring a tax on unimproved land lie in its relative 
Simplicity and lower costs of administration. The Commissioner of 
Valuation has estimated, very roughly, that it requires at least three 
times the resourceslhe presently has (with an even higher multiple
applied to such skilled and scarce categoriL- of personnel as
professionally quaiifed property valuers) to undertake a valuation on 
the ca.pi tal value base of Jamaica's 540,000 parcels. This is an
important consideraclon, but it Is not definitive. If there would be
 
substantial benefits In other res;pects from switching to tile capital

value base, the additional cost of Joing so could be a good investment. 

There is concern, however, that a tax on unmimproved value may result in 
a pattern of burden distribution that does not appropriately reflect"ability to pay". Among the most important issues to be studied here is 
how the two bases would affect the burden distribution. We intend to 
treat this question through empirical analysis, i.e., by drawing a
 
sample of parcels.
 

A number of other Issues will be considered: tile possibililty of a
classified property tax, the impact of alternatives to the flat rate 
structure, the wisdom of allowing supplementary Parish rates, and 
property tax exempt ion policy. 

Whatever base in chosen, and whatever rate schedule is decided on, the 
property tax wi ll remain a mengre revenue source unless major
administrative diffic lties are remedied. These difficulties lie in the
areis of p-t(o-dtr .P sss:ments, collet lo n of arr,,irs, and val"At inn of 
special types of pr operty, such as housing under rental restriction 
llws. As!i()(!i ILed WI ti thi; tudy will he a caretul analys[s o1 the 
transfer tax aind hw those taxes interact with the housing sector. 
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This research is expected 
to generate the information, administrative
 
procedures, and technical 
competence that enable GOi
will the 
 to
more revenue from the property tax, design property 

get
and transfer taxes 

more suitable for meeting and
its economic social objectives, and keep
these taxes on 
a more current basis. This will make them more 
reliable,
 
as well as productive revenue measures, causing
without distorting

effects on 
the pattern of housing investment.
 

b. Transfer Tax
 

All real and personal property tax transfers are subject Lo taxation, 
although many are not effectively taxed. The transfer tax, 
to some
degree, seems to substitute for a capital gains tax. It is 5 percent of
the gross amount of the transfer, but not to exceed the capital gains onthe transferral property. 
 We propose to study the operation of the
present transfer tax, Its economic potential, and alternative "models"
for taxing wealth. While Jamaica is not unique in failing to tax thisbase, there is no reason in principle why more shouldrevenue not come
from wealth. This is particularly the case for Jamaica, since a tax on

wealth or wealth transfers could catch those who avoid income tax.
 

c. Taxes and Housing
 

This aspect of 
the study will explore the numerous ways in which the
 
Jamaican tax system interfaces with the housing sector. The three
preiiaier examples of this interface are the housing finance trust, the

fringe benefit provision of the income 
tax that allows exclusion of
employer provided houSing taxablefrom income, and the property transfer 
tax. In addition 
to these, there are other housing related issues that

will be explored. For example, 
how should rent-controlled properties be

valued for purposes of the 
new rent control law?
 

The study will address two questions. First, how much tax revenue islost because of the;e various sulbsidies to the housing sector? Second,
what are the effects of the sublsidies on the housing sector? For
example, one might explore whether the various 
 subsidies result in
Jamaicans consuming hilher quantities of housing than households indeveloping countries of similar incomes. Additionally, one might
examine the distribution of the subsidy to see if all income classes 
benefit eq',illy, or whether one 
class is benefitting more than another.
 

The output of the study will be at least two documents. The first wouldbe an examination of the current system.tax Each major interface ofthe tax sYstem would he Identified, described and analyzed to determine
tit, revenue J)ss and the effect on t hel housing sector. The second 

I)UL d ofo pu WoU h, 1 sC t r'ecom:rindit I on ;asL to Ihow tlie tax il igIt hechange'd Lo h Lu r imeLLt the go;i 1! t heof cvc rnimioit. 
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Output 5: Taxation of Bauxite and Alumina
 

Backg round
 

The bauxite-alumina industry in Jamaica is subject to two different tax 
regimes: the production levy and the company Income tax. The
 
production levy is an ad valorem tax on the mining of bauxite. Since 
all bauxite is transferred between affiliated firms, no markeet prices 
are established. The valuation of output is, therefore, based on a
 
reference price for aluminum metal.
 

The primary objective of tax policy in mining, especially in developing 
countries acting as hosts to foreign-based multi-nationals, is generally 
taken to be the extraction of a sizeable fraction of economic rents
 
(that part of profit that exceeds profits attainable on alternative 
investments). If taxes do not strike only rents, they will adversely 
affect production and may adversely affect the choice of mining 
techniques. 

It does not appear that the production levy was carefully designed to 
capture economic rents, rather than impinging on oatput. It makes no 
allowance for costs, and its rate falls as the reference price -- and, 

presumably, rents -- rises. 

Plan of Study
 

The primary purpose of the study will be to determine how Jamaica should 
tax the bauxite-alumina industry, considering a) the need for revenue, 
b) the desire to avoid discuuraging local production, and c) prospects 
for the industry, including the continued development of alternative 
supplies of bauxite and mnoveents in energy prices. 

Output 6: Special Srudies 

A number of special Issues arise which are essential to the formulation 
of a comprehensive reform, but do not neatly fall into the categories 
above. These include tax incidence, the elasticity of the tax system, 
and the social Impacts of tle tax system. 

The Incidence of Jamaican Taxes 

Who pays Jamaican taxes and will pay them under a reformed tax system? 
Th I qIm;t Ion 1I e"; at tie center of ovalu at In;, alternative ta;: 
propoosals. The objeclive of thil! analysis Is clear: to establish the 
distrilbution of Lurdens across Income classes under the present system, 
itI to ;I.nilt:e the change In progre;sI vi ty/regressI vi ty under 
alternative change'S In structure and/or admInist rat ion. At tie 
su,.,;estlon of the Board of ReVenue, we will also attempt to make 
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estimates of the di tribution of expenditure benefits. Comparing these
 
with the distribution of tax burdens will produce an idea of the income
 
redistribution which occurs through the tax/expenditure process.
 

Elasticity Analysis
 

Both the World Bank and the International Monetary Fund have called for
 
reforms to improve buoyancy of the Jamaican tax system. While it is not
 
clear that an increase in the effective rate of taxation is in the best
 
interest of the country, it is clear that some estimates need to be made
 
of the change in tax buoyancy resulting from alternative tax structure
 
reforms.
 

We propose to estimate the income elasticity of Jamaican taxes, on a tax
 
by tax basis, using standard methods of analysis. The partitioning
 
approach will be taken, i.e., rate and base elasticities will be
 
separately estimated and used in developing a forecasting model. At the
 
heart of this work will be estimation of the extent to which
 
administrative improvements, broadening the tax base, changing the rate
 
structure, etc., can work to make the tax system more or less responsive
 
to real and nominal income growth. In addition to the policy planning
 
Value of this exercise, the results nmy also assist the government In
 
improving its own forecatsting exercises. 

Impacts on Low-Income Families
 

Central government tax policies can have important effects on low inc.me
 
taxpayers. These effects, however, are often hidden because the burdens
 
are borne in the form of employment reductions in the informal sector,
 
or in the price of consumer necessities. Currently, we know little
 
about how far "down" the socioeconomic scale the effects of central
 
government tax policies are felt. This research will provide
 
information on that important topic.
 

The purpose of this research is to Identify the effects of alternative 
tax reforms on low-income taxpayers. The research roquires estimation 
of the current tax burden on these payers and projections of how they
would fare under varfcuss reform pro ", I i i - 'oie will be 
establishing "repre sentatiVe taxpayer fainlies" (rural and urban) and 
estimating their tax burden on a basis of knowledge ;ihout the sources of 
family Income and the di trIbution of the fainllv hudget. 

Although estlimates of these effect.i may he imade froin secondary data, 
consumer expenditure surveys, etc., these sources wl] not be is 
informative as specific household data. Therefore, we propose to carry 
out a set of in-depth case studies on one hundred low-Income Jamaican 
families. T h e following stratification might be considered. Of the 
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total case-study families, fifty 
will be urban families (twenty five
 
will have unemployed households heads, and 
 twenty five will have

household heads employed In low-wage labor) and fifty will be rural 
families (twenty five will have household heads engaged in agricultural

labor and twenty five will have household heads engaged in petty

trade). The urban families will he selected 
from an area in Kingston;
 
the rural parish Is still under con:ideration.
 

The research will have clear practical value in terms of development
planning. It will show the kinds of Impacts tax policy changes have on 
poor families. Findings In this regard will have relevance to questions
concerning the effects of development on women, since poor households 
are preponderantly hodred by women. Chl;ges which general development
theory might Predict In times of economic scarcity, such as increased 
fertility and decreased family Investment In childcare, will also be 
.1 lumi nated. 

Output 7: Comprehensive Tax Reform Proposals 

This output Is the synt hes s of the analyses and recommendations of the 
Individual studies conducted to produce Outputs 1 through 6. In 
particular, this product Is specifically designed to integrate theproposed changes In each tax Instrument so that the comprehensive tax 
structure Is internally consistent and supportive of development policy.
 

The output will be used to develop a "hite Paper i:;sued by the
 
government and describing the 
full reform of the tax structure. The 
output will Include a compendium of analyses to support the White Paper,
the package of draft legislition needed to codify the reform, and the
organizational structure, procedures and schedule for implementation of 
the reform.
 

To a;sre preparation of an Integrated proposal to the government, we 
have taken 
a number of steps. First, the team leaders, Professors Bahl,
 
Bird, 
 Hlol land, cLure and Oldman, will met on I periodic basis
throughott t life lfe of the 'roject. Second, a meeting of the senior 
staff in January of 1984 will have as its purpose the integration of the 
1981 work, plnning tie 1934 work prog rim, and preparat ion of 
suht int ive proposal s for submis s i on th (OJ. '1to propo,;u 1s will
form an aenda from which the GO will draw In prepurtie, the major
Incom, tax reforms it is committed to presunt to Parliament in April of 
1984. >o;t Important, however, wi ll be two meetLingr held toward the end 
of t h, pr, joct. Th,, first, in .Janua ry 192,, will bc desi gned to prepare 
an Intiq, ra ed ,;e,!of recommendations to serve as Inpu f to the White 
P;tpr. Thle ;eo.1, ill late I85, will be to begin preparation of the 
FInl Report oI the Project. 
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Outputs 8 'nd 9: Reorganization of the Structure and Procedures of
 
Tax Administration and Training
 

The effectiveness of any tax system in achieving its purposes depends
 
upon the effectiveness with which it is administered. Administrative
 
effecLiveness, in turn, is dependent upon the design. Tax policy, which
 
supplies the design, and t.,x administration are, therefore, Inextricably
 
interdependent oa o&nt level. Nevertheless, there are certain principles 
of effective tax administration that are common to tax systems in 
general. All tax systems, for example, require that taxpayers be
 
enrolled, that taxpayer liability be established, and that taxes be 
collected.
 

The tax administration and training outputs of this project have two 
parts, one of which can be embarked upon simultaneously with the policy
 
studies, and one that must await selection by the government of the
 
revised structure it wishes to implement. The first component is
 
heavily weighted toward middle management executive training and initial
 
training for revenue agents. The objective of this first component is
 
to improve the capability of the Board of Revenue to enroll taxpayers,
 
establish liability, collect taxes due, and prepare a long term
 
implementation plan for administering the 
newly selected tax structure.
 

Areas of administrative improvements :hat are required, regardless of
 
the tax system that evolves, abound. Tax account ng, for example, is a
 
highly specialized area of accounting, and there is a serious shortage

of personnel with the appropriate training. Such expertise is essential
 
to establishing liability under any form of income, consumption, or
 
expenditure tax, and will be provided under the Project.
 

Another example relates to the effective use of computer equipment to be
 
acquired by the Board of Revenue through a grant from the European

Economic Community. Jamaica's specific software planning has only
 
begun. It is essential that a software firm be identified early so that
 
a consultant can visit JamaicA and determine what will be required to
 
develop such a package. The planning should be undertaken 
simultaneously with the development of a tax structure. The selection 
of an appropriate packa,,e will depend upon how the dntn1 proces!lng 
function will he organ!ized ',eographi cnl ly, I.e., witth regional centers 
or a centralized center. 'hi, determinatlion is essentially independent
of changes that should or mi ght evolve in tax policy and -;trUcture. The 
present project will :ssi st in developing the relationship with a 
software firm and providing, training for Jamaican counterparts who will 
eventually manne the system.
 

Another needed area of tax administration Improvement Is the design and 
Implementation of a statistical data base system. At present, 
stati;tical Information coll ected bv the Income Tax Department and 
published in its annual report Is of limited value as a management tool, 
or for other analyses ot tax system performance. 
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Another Issue to be addressed Is the organization of the various tax
 
functions. The sever;al collecting have
revenue functions recently been
consolidated under Revenueth, Board. However, the consolidation is too 
recent to have resolved several Issues with respect to the organization

of functions tnder the Revenue Board umbrella. One such issue is the 
locus of the tax policy analysis office and the economist who will head
it. This will depend on the functions that are determined to fall 
within the scope of the office. The appropriate role of this office and
the functions it can perform to best facilitate the continuous
 
monitoring, ovaluation, and administration of the tax system must be

defined. 
 Once again, this issue is independent of the structure of the
 
system that evolves.
 

The second component of these outputs is the 
specific organizational,
 
management and procedural changes be
which must undertaken to implement

the reforms successfully. Little specific definition can be given to
 
the characteristics this at timeof output this without prejudging the
analyses of the present structure. However, the achievement of this 
component can be verified in the evaluation of the project, as seen 
through the long term implementation plan which will be a project output. 

E. Inputs
 

1. Technical Assistance
 

The Project requires three kinds of expertise. First, the formulation 
of a comoprehonsJve tax reform package requi res experts in tax policy
with a long history of work on such problems In less developed

countries. The senior staff proposed for this proiect fit those 
requirement 5 admirably. Moreover, all have had experience with public
finroncee analysis In Jamalca: Bahl with the World Bank, Bird with the 
IMF, Holland with USAID, and McLure with the Ministry of Finance of the
 
GOJ. Finally, they represent an appropriate mLvtdre of expertise on
 
income, indirect, foreign trade and wealth taxes.
 

The second type of expertise Is In the area of legal services; final. 
imp ementit ion of any Lax reform package will require drafting of
 
legislatton, codes and procedures. Professor Oldinan will thislead 

team. Ills experience 
 In this area, and in LDCs, makes him highly 
qualified for this task. 

The third type of experience necessary for final implementation is an 
exprt i se In taix id:f onI s;trat in. For this orroject, three types of 
experlence and knowl,,r are nevessary. First, there mds to be aResident Tax Pr)lIcky Advisor who has a general ,ppreclation of which 
improvements in alministration arc necessary 
to fit any legal adjustment
In the tax ,tructure. WuhIle all of the senior ;taff on this project
hi v, cx t oti Ivi, 'xp, r I,-c e I n t hi s irea, and In Inp I le ,nt i ng tax

adm in! strat ion reform, a ful I time re; dent adv I or most he I n place to 
assist In managi ng and coordinating the changes In each Second,area. 
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individual income 

because of the importance of the company and tax,
 

Income tax advisor who is skilled
 
there is specific need for a resident 


tax assessment and the application of
 
in procedures for improving income 


Further, he must be
 
automatic data processing E-kills in that area. 


training GOJ officers in these areas. The project intends to
 
capable of 


or Appropriate personnel have
 
seek such assistance from IRS, elsewhere. 


advisor
for a resident customs 

been identified. Third, there is need 


iii caii adinistratLivelY 
who has experience in day-to-day piocidures 


improving customs assessment and
 
advise the Jamaican government on 


have experience In training and
 
collection. The customs advisor should 

and a more organized in-service
be capable of carrying out on-the-job 

the customs and excise department. Steps have been
 
training program in 

taken to identify such an advisor, through the U.S. Customs Service and
 

Service. In this connection, we have undertaken a
 
the British Customs 


excise administration needs and 

preliminary study of cv, toms and have
 

identified the specific expertise required.
 

The skills and level of effort of the technical assistance is as follows:
 

Level of Effort
 
Skills and Other Remarks
(Person Months)
Position 


Senior Public Finance Economist
18 PM
Project 

with extensive experience in
 

Coordinator 

LDC systems.
analysis of tax 


Also, solid experience in
 

project management, including
 

recruiting and directiug other
 

senior advisors, assistant
 
staff. In
researchers and 


addition to overall management
 

of the technical assistance,
 

the Project Coordinator will
 

carry out specific elements of
 

the analysis and integrate the
 

component studies to obtain the
 
reform
comprehensive tax 


The Project
package. 

reside In
Coordinator will 

Syracuse, but make at least 
toquarterly vlslts Jnimaica. 

The level of effort represents 

half time for '36 montlhs. 
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Level of Effort 
Position (Person Months) Skills and Other Remarks 

Senior Policy 
Analyst (Income 
Tax) 

8 PM Senior Public Finance Economist, 
with specific expertise in 
income tax policy and 
administration and their effect 
on Indi vidual and corporate 
resource allocation decisions. 
The principal responsibility of 
this analyst will be to lead 
the analysis and preparation of 
Output 1. The entire income 
tax 
will 

analysis 
devote 

team 
18 

(5 persons) 
PM to the 

project. The analyst will 
provide 8 PM of effort. 

Senior Policy 
Analyst (Wealth 
Tax) 

6 PM Senior Public Finance Economist, 
with particular expertise in 
property taxes, inheritance tax 
and other wealth taxes. 
Principally responsible for the 
analysis and preparation of 
Output 4. The senior analyst 
will provide 8 PM of effort and 
other anailysts on this team 
will provide "0 PM. 

Senior Policy 
Analyst (Indirect 
Tax) 

7 PM Senior Public Finance Economist, 
with particular expertise in 
the policy and administration 
of sales and consumption 
taxes. Analyst will have 
principal respons Ibil I ty to 
provide Output 3. le wil.1 
provide 7 PM of effort and will 
lead a team of 4 a,,alysts who 
will provide an additional 12.5 
P. 

Legal and Tax 5 PM Senior Legal and Tax Adminis-
Administration tration Advi sor, with 

experience 
legi slat ion 

In 
and 

d raft Ing 
necessary 

regulat ion,. This team will 
assist tht GTJ In drafting new 
leg IsI faton .is miht be 
requi red 1Y t ax reform. 
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Level of Effort
 

Skills and Other Remarks
Position 	 (Person Months) 


Project Manager -- 36 PM Senior Tax Administration 
Resident Advisor Expert, with broad experience 

in tax policy and
 

administration. Advisor will
 
represent the technical
 

assistance in Jamaica and
 
provide day-to-day assistance 

to the GOJ on the 
reorganiz-tion of the reformed 

tax system.
 

Resident Income 36 PM Income Tax Administration
 
Tax Advisor Expert. Advisor will have
 

(Examinations) special expertise in area of
 
examinations. He will be
 
involved in training and in
 
advising in organization and
 
administrative control.
 

Resident Customs 24 PM 	 Senior Customs Administration
 

Advisor 	 Expert, with specific
 
experience in commodity
 
valuation manifest control,
 

port audit, and collection
 
procedures, and training.
 

2. Training
 

An essential ingredient in realizing the objective of the project is the 

training of Jamaican personnel in the policies, administration, and 

day-to-day operation of the reformed tax structure. To help insure 

administrative feasibility, a special effort has been made to integrate 
the analysis of the tax structure and the formulation of the reform 

package with tax administration. In each case, the senior polIcy 

analysts have been selected partly on the basis of their experience with 

tax administration in LDCs.
 

A reform which requires sophisticated and detailed idminstrative 

procedures would require extensive training of Jamaican peri;onnel before 

its benefits could be realized. While this approach could conceivably 

have long-run benefits, It would certainly delay the benefits of tax 

reform and could ;erlou;Iy h.lmper the overaml I dUvelopmnt effort of the 

GOJ. Consequent IY, the pol icy reform packa ge wi 11 concent rate on 

improved tax 1i,;trr ,nt,; which can he effectively mmiiyeI by existing" 

staff ';kills ;upplomonrti, primarily, by In-rountrv training -- both 

on-the-job and more fonnal ized In-service courses conducted by the 
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resident advisors and 
core trained staff from the GOJ, with support from
 
the senior policy analysts. In this way, implementation of the reform
 
can proceed without delays endemic in extended absenteeism of personnel
 
sent for long-term training. However, despite the effort to balance the
 
reform with administration, there will 
 be a need to provide some
 
participant training to the various levels of personnel who will manage
and operate the system. Re'asIless of which reform package is announced 
by the GOJ, there will he a requirement to improve the capacity of the 
tax administration stiff. A portion of this training can start at the 
outset of this proiict.
 

On-the-job training and the organization of in-service training will be 
carried out by the two resident adyisors, who will allocate 
approximately 50 percent of their time this task, includingto informal 
training through counterpart participation in work tasks. They will be 
assisted, particularly in In-service training, by tie senior policy 
analysts, who wil1 conduct workshops and seminars at various times 
during the life of the project. 

The resident advisors will assist the Board of Revenue strengthen its 
training division so that regular in-service classes are held for 
management, administration, and operations personnel of the departments 
which are responsible for the various taxes. 

While the final curriculum will be developed during the initial stages 
of the project, training will. most likely include the following areas:
 

a. Participant Training
 

An IRS team visited Jamaica in 1982 in conjuncLion with preparation of 
the PID for this project. The structure of the project has been amended 
since that time. Nevertheless, the participant training program
developed by the IRS team remains relevant in scope, although its
 
magnitude has been reduced. This program Is as follows. 

Persons Training Cost 
3 Senior Executive Trainti, $ 4,500 
3 Division Main;in.(r's Intax Training 10,500 
5 Specl, l Ied t, a;:emeut TraInlinj, 9,000 
I Harvard Inte rniat iona I Tax Program 18,000 
1 Two mouths. in City ssessor's Office 

in U.S. CIt' 3,600
 
1 rwo months in Rural Assessor's Office 

in U.S. City 3)600
 

TOTAL t49,200 
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b. In-Service Training
 

In-service courses will be offered to 
staff on a recurrent basis, be
 
presented 
as short topical sessions (10 to 20 hours), and be scheduled
 
to coincide with the introduction of reform, procedure or new
a new 

form. Initially, the residrnt advisors 
would be heavily involved in
conducting these In-service courses. However, during the life of the
 
project instructional responsibility will shift 
to Jamaican personnel of
 
the Board of Revenue.
 

c. Government staff Training Institute 

Training needs in accounting and auditing, which require longer courses, 
will be carried out by the two government staff training institutes 
which now provide these courses. The resident advisors will review the 
relevant course content and recommend modifications appropriate to the 
tax reform program. 

3. Commodities
 

The project will procure a micro computer system so that data and 
reports can 
be entered in Jamaica and processed and edited both in

Jamaica and Syracuse. This will permit floppy 
disks to be exchanged
 
using the similar facilities located at both 
places. In addition, a
third micro computer unit will 
be lodged with the USAID/J Economic
 
Officer, who will be providing technical backstopping for the project.
While the immediate use of this system will be carry out theto analysis
related to outputs I through 7, the equipment will b- used subsequently
by the Board of Revenue in its continuing research and analysis
 
activities.
 

The project will also procure one sedan and one station wagon to provide 
logistics support for the project.
 

4. Cost of Inputs
 

The 
 overall cost of the project is US$5,Oli,560, financed by 
 a

3,553,564 U.S. loan contribution and the local currency equivalent of 

UStl,457,996 provided by the GOJ. The U.S. contribution will be used
primarily for costs which cannot be financed by local currency. The 
Jamaican contribution will cover local costs, such as housing and per
diem for all expatriate project staff while in Jamaica, salaries and 
other costs of al.1 locally hired Jamairan staff, in-country logtstics 
costs, and international travel on Air Jamaica. 

Detailed budget estlm,itos ire provided In Part III D of this project 
paper. A summary of cos;ts by object class is provided on the following
p1,:o * A srU;IMA ry bud,.et bv act ivity Is contained in Part I.C, pa;;e 4. 
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Summary Budget by Object 
(in U.S. -) 

Item U.S. GOJ Total 
Personnel 

Travel/Conferences 
Equipment 
Allowances* 
Supplies 
Training 
Office Costs 
Publications 
Indirect Costs 
Contingency 

$1,576,811 

134,936 
42,600 

419,664 
64,974 
50,000 
3,320 

29,024 
986,897 
245,338 

284,831 

204,846 
79,831 

196,732 
10,112 

300,000 
221,629 
-
-

160,015 

1,861,642 

339,782 
122,431 
615,396 
75,086 

350,000 
224,949 
20,024 

986,897 
405,353 

Total 03,553,564 tl,457,996 $5,011,560 

Includes allowances for furniture, appliances, etc., 
for
 
resident personnel support.
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III. PROJECT FEASIBILITY ANALYSES
 

--AEcnomicAnaysis 


The Board of Revenue Project is designed to identify the parameters and 

introduce one of the key macroeconomic structural adjustments required 

to redirect the economy of Jamaica toward a market 3ased, 
As part of the project design effort, a variety
export-oriented system. 


of economic analyses have been carried out to understand the policies 
and practices of the current tax structure, which may be contrary to the
 

development goals of the country. These project design analyses,
 

provided as Annex A, present a qualitative, a priori basis for
 

proceeding with the project's implementation. In summary, the analyses
 
policies and
indicated that a substantial divergence exists between the 


practices of the current structure and that needed to support the GOJ's
 

development goals. The more noteworthy problems of the current tax 
structure are that tax policies discourage increased work effort, favor
 

capital over labor, protect inefficient domestic industries, discourage
 

investment in production for export, and fail to encompass the real
 

economic base of the country. Tax assessment and collection practices
 
foster avoidance and serious inequities in payment. The reader is
 

directed to Annex A for a more comprehensive discussion of these and
 

related issues.
 

The quantification of the economic and financial losses inherent in the
 

present system and the benefits to be realized from a comprehensive tax 

reform are two of the principal activities of the Project. While
 

preliminary evidence indicates that hundreds of millions of dollars are 

not now collected, no attempt was made to estimate the potential revenue
 

which could be realized from a comprehensive tax reform. This decision 

was taken in recognition of the speculative and, perhaps, misleading
 

conclusions which would be associated with an integral rate of return or
 

benefit/cost analysis based on preliminnry estimates of benefits gained
 

during project design.
 

Given its nature, the usual forms of economic analysis of projects are 

clearly unsuitable. Therefore, the project must be considered from the 

point of view of cost effectiveness, i.e., the least cost solution to 

the tax reform problem. In this regard, there is no serious alternative 

to the technical assistance approach chosen for the project. On the 

basis of the analyses conducted during the project design stage, there 

is no option to lever a tax reform exclusively through KSF or PL 480 

resource transfers. Further, there are too many outstandtn teochinicn1 

issues related to the nature of the required reforn to expect the GOJ to 

proceed without the expertise provided by this project. Thus, a
 

technical assistance npproach is essential and, as dc:silgnod, at the 

level of effort contained in this Project Paper. 
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Therefore, the only remaining issue is whether this 
technical assistance
 
is obtained at least 
cost. In this regard, the technical assistance
team has been carefully selected on the 
basis of unique skills, which 
could not be obtained through normal competitive procurement.
Consequently the 
costs of the project reflect the choice of 
contracting

for this team 
through Syracuse University, or obtaining their services
through another corporate or institutional means. 
 Given the established 
relationships between 
the 

these Individuals and Syracuse University underLocal Revenue Administration Project, and the relatively lower
 
overhead rate of Syracuse University compared to average overheads ofconsulting firms, the project as designed is considered the least cost 
approach. 

Historical Perspective on Sole Source Procurement 

In the process of preparing the Project Identification Document, the
USAID Mission In Jamaica and the Revenue Board reached the conclusion
that this project should be both designed and implemented by the most
qualified tax experts available. The problem to be addressed by theProject was one of identifying flaws in the tax system, designing a set
of changes In the system to remedy the flaws, and assisting in thetimely and orderly implementation of the newly designed system. The
project design process was essentially a process of developing aresearch program and an implementation plan for all of these tasks. It 
was important, therefore, that the details of the research andimplementat ion proposal be prepared by the people who were to carry it
 
out. This Is the standard, accepted approach to 
 a scholarly enterprise
of this sort. 

Based oan this conclusion, the Mission believed that the
A. I.D. /Washington collaborative agreement with Syracuse University (the

Local Revenue Assistance Project) 
 would be Ln appropriate vehicle

through which to contract for a single 
 team to design and inplement theproject. The General Counsel's office ruled, however, that this 
agreement could mot he used. 
 Therefore, the Mission 
 sought, and
received, a "Sole Sotirce Procurement Waiver", permitting a separate
contract with Syrcne to assemble a uniqiely qualified set of experts
to assist 
in the desi ,n and implementation of the project.
 

B. Administrative ,leaqibilItt: Or,;anization of the Jamaican 

Since 1981, to,, revenut, system of Jamaica has been organized under the
overall supervinion of a Revenue Board. 
 It is charged with .... "dirrr t iin am! ,ont rol of the three revenue Departments". The three 
refe renced Dtjp.r! 'ant at : 

1, Col Ie tor-;,nurA I Dpartment 
2. 1ncome T'x Ie; ,.i r tent
 
I3. Land V.aluAt in" i di 
 ice (ot the Ministry of Finance). 



These departments are responsible for administration of both the
 
that,
assessment and collection functions of the various taxes together,
 

constitute the Jamaican tax system. The taxes administered by each are
 

as follows:
 

Collector General Department
 

Tax Collection
Tax Assessment 


Customs Duties 	 Land Taxes
 
Income tax outside of Kingston-
Excise Taxes 


St. Andrew
 

Consumption Taxes
 
Retail Sales Tax
 

Motor Vehicle Licenses
 

Income Tax Department
 

Personal Income Tax Personal and Companies
 

Companies' Profit Tax Income Tax inside Kingston-

St. Andrew
 

Stamp Tax
 

Land Valuation Office, Ministry of Finance
 

Land and Property Tax 	 None
 

There has been discussion of establishing separate departments for
 

customs and for stamp taxes. These changes are expected to occur in the
 

near future, so that the number of independent departments under the
 
rather than three as at present.
Revenue Board umbrella will be five, 


The reorganization that placed overall responsibility for revenue In the 

Board of Revenue was an important step. It identified a single agency 

as the key source of staff input Into the development and frami-ntg of tax 

policy. 1hile tax policy formulation rests ultimately with the Minister 

of Finance and Planning (a portfolio ilow held by Prime Minister Seaga), 

the reor*,anizatLon Is compatible with the conception of taxation as an 
and cont rol.integrated sy-tem that requl res 	 central i.ed guidance 

a high level body that receives ItsAp-roprintely, the Revenue Board is 

guidance from a three man Policy Committee made lp of the Minister of 

State for Finance, the Financial Secretary, and the Director of Revenue 

Services.
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The Revenue Board, itself, is overseen by a four person Board of
 
Commissioners, which is. chaired by the Director of Revenue Services)
 
Canute Miller. Mr. Miller functions as Chief Executive Officer. The
 
other three Revenue Commssioners Mr Tulocc:Rid...,. -.-Dudeey ... .. 
and Mr. Brent-Hiarris, head the three offices under which Revenue Board 
functions are organized. These are Management Services (Mr. Smith),

Resource Management (Mr. Tulloch-Reid), and Revenue Services
 

(Mr. Brent-Harris).
 

The Revenue Board is clearly the appropriate government agency through
 
which to implement the project, including both the policy and the
 
administration components. Only this Board is concerned with 
taxation
 
as a system, and has the broad authority and mission to address policy
 
and administrative issues of each particular tax in the context of the
 
system as a whole. The Board, for example, has management
 
responsibility for areas of tax administration that are pertinent to all
 
of the operating departments. These include legal services, training,
 
and management information services.
 

The Revenue Board is a relatively new entity, and there clearly are
 
problems that must be resolved before it becomes fully and efficiently
 
functional in the important role it has been assigned. Jurisdictional
 
issues are not fully resolved, for the Board is charged with oversight
 
of the operating Departments, but is prohibited from becoming involved
 
in their day-to-day operations or personnel selection. Moreover, the
 
Board has encountered difficulty in recruiting qualified personnel 
to
 
fill some of its 43 positions. One reason for this is that personnel
 
trained in specialized areas, such as tax accounting and tax auditing,
 
are in exceptionally short supply.
 

In spite of the problems that remain, the Board is deemed to be fully 
capable of playing the role it must play in this Project to make the 
Project a success. The Chairman, Mr. Miller, and the board members are 
capable and dedicated officials. The principal consultants and the 
Board of Commissioners established an excellent relationship during the 
project design phase, and all are ready and enthusiastic about getting 
on with the Project. There is a keen interest on the part of the 
government, from the Prime Minister and the Commissioners to the 
supporting staff of the Board, in making the project a success, clear 
through to the implementation of an efficient and improved tax system. 

The organization of the Project provides specific counterparts for each
 
member of the consulting team, to assure the effective implementation of
 
the Project. The Project Coordinator, Professor Bahl, has overall
 
responsibility for the work of the team. Accordingly, his counterpart
 
will be Mr, Canute Hiller, Chairman of the Board of Revenue
 
Commissioners. The Project Manager/Senior Resident Advisor, who is
 
responsible to Profv, or Ii.ihl, will have responu1bLI ity for- the
 
day-to-day work or tho othor two residenit advisors, and such other
 
short-term conw ultanln, arn from time to time will he working In Jamaicai.
 
Accordingly, his counterpart will alo he Mr. Miller.
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The Resident Income Tax Advisor will be working inthe Co llector General 

and Income Tax Departments. His counterparts, therefore, will be the 
heads of these departments. Likewise, the Resident Customs Advisor will 

have the head of the Customns Department as his counterpart. The work of 

c othe-Resaent--Adnsor--l-g:: temde s i gn 	 of-and slanned.-unvProf aesr-dmanehi0 and the Senior Customs Advisor, respectively.'
 

The permanent consulting team consists 	 of six university-based Senior 
Advisors, a Senior Customs Advisor, and three Resident Advisors. The 

Project Coordinator, Professor Bahl, has overall responsibility for the 

substantive content and organization of the team's work, and all team 

members report, ultimately, to him.
 

In addition to the Permanent Consulting Team, the project will include a 

number of short-term consultants who will assist in the preparation of 

studies, and in the implementation of changes adopted under the guidance 

of the Senior Advisors in the functional areas. Counterparts to assist 
in these studies and implementation tasks will be assigned by the 

-relevant Department Heads, as appropriate, from among staff personnel.
 
The designation of such counterparts will be a Condition Precedent in
 

the Loan Agreement.
 

The Senior Advisors and their Revenue Board Counterparts will be as
 

follows:
 

Functional Area Senior Advisor 	 Revenue Board Counterpart
 

Income Tax Dr. McClure 	 Head,
 
Income Tax Department
 

Property Tax Dr. Holland 	 Head,
 
Land Valuation Department
 

Sales & Excise Tax Dr. Bahl 	 Chairman,
 
Board of Revenue
 

Trade & Incentives Dr. Cnossen 	 ChaLrman,
 
Board of Revenue
 

Tax Administration Dr. Oldman 	 Chairman,
 
Board of Revenue
 

. , ' i *,,, ',.o')r Dr. Bird Chairman, 



38
 

C. Social Soundness Analysis
 

1. Socio-Cultural Feasibility
 

One of the principal components of this Project 
is a major study of the
 
system of taxation in Jamaica to improve 
tax administration, expand the revenue base and remove disincentives to production. There are no
 
inherent socio-cultural constraints to +his component of the Project.
While there exist certain obstacles to implementation of major changes 
in tax structure, the Project design has incorporated components to 
address these. 

The significant soclo-cultural features were in
which considered the 
Project design are income distribution patterns, the extent of 
self-employment, household expenditure patterns and attitudes to 
taxat ion. 

Income Distribution 

Income Distribution data suggest that the median income for 1981 was in 
the fange of t50 per week. Given that the mean income is less than t30 
per week, this 
would suggest that the income distribution in Jamaica is
 
highly dispersed. 

Self-EmpIcovyient 

41. of the employed labor force is self-employed and is therefore liable 
to tax based on self-assessment. Considerable evasion of taxes occurs
in this group, which leaves the PAYE tax payers (wage and salary
earners) hearing the brunt of Income tax burdens. 

Household Expendtture 

No household expendi ture survey has been conducted since 1972; 
consequently, the data base for assessing the impact of tax reforms on
 
various; Irups i,; not avallable.
 

2. Mn t I 1e Occtpations 

Micro level stu~thie( of selected communitles indicate that low income 
fami Ii es; uli Ii;,. ,a ntil'lh,+.r of ;t ratLe, Ies for survival. Although low
 
I ncome, ,rti, 
 r,; ma. o t e fo rma 1 y (,mployed, they have access to 
C;Jrninwl-; which are nut now liablo for tax. 

In reco:,'Ii, tlou of ,; ;lh;ocioloical patterns, the Project includes a 
con 11,l1 t ; ,idrv income and 1:<pend i ture patterns of a sample of 
hou-,ehold; from vanron; lower income groups. The sample will be evenly
divided ainou. urban and ruiral humseholds, ain hetween households headed 
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by low-income wage workers and by "unemployed" individuals. Thus, 	the
 
the
findings of this study will provide information on which to predict 


It will also
impact of possible tax reforms on low income groups. 


provide new data on the econonic conditions of women, as a large
 

proportion of "unemployed" household heads are women.
 

3. Attitudes of Taxation
 

Pressur, Groups
 

Resistance to taxation is expected in any society. In Jamaica, a number 

of pressure groups are organized to lobby for changes in the tax
 

include the Private Sector Organization of
system. These groups 

of labor, the

Jamaica, which represents companies and large employers 

Small Business Association, the National Development Foundation, t ih
 

more recently, Life Insurance Companies. These
Trade Unions and 

interest groups have submitted various proposals to the government which
 

-f the proposed study. Since the
 
can be reviewed during the cours( 

views of these groups represent .he majority of persons currently
 

by tax policy, their involvement in the Project will prove

affected 

useful. Furthermore, these groups a'e effective in moulding opinions
 

and, as such, can be effectively
and encouraging compliance; 

incorporated in tax policy planning..
 

4. PAYE Taxpayers
 

Fifty PAYE taxpayers from 10 large companies representing financial, 

manufacturing, and public sector organizations were interviewed to 

establish the extent to which taxpayers would support or resist 

reforms. The findings from these interviews have been summarized and 

presented to support our conclusions that changes in the tax structure 

and improvements in tax administration are desirable at this time.
 

5. Perception Of The Level Of axation
 

Sixty percent of those interviewed indicated that they perceived that 

the levol of taxation In Jamaica was high by comparison to other 

countries. The remaining W', did not have enough informationdeveloping 
to make a comparison. Of this group of 50 PAYE tax payers, 10% felt 

going to taxes was reasonable, while 90%that the proportion ot income 

felt that income which goes to meet tax liabilities was too high.
 

Support for reduction In tax rates was high (90'7), even if it meant 

reduction in public expenditure. 

Similarly, 90" of respondents felt that the quality of public services 

in relation to taxes was poor; only 207 reported willingness to pay more 

taxes in order to Improve tY', quality of public servICtLs. 
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Over half of those interviewed recommended drastic charges in the tax
 
The changes recommended included:
structure. 


-	 lower rates on overtime pay
 
- institution of an education tax
 
- reduction of duty on motor vehicles
 
- reduction of taxes on investment income.
 

6. Equity
 

The majority of respondents viewed the present tax structure as
 
views regarding the
inequitable. While there Is variability in 


distribution of the burdens, re.;pondents feel that PAYE employees bear
 

the hardest burden.
 

40% cited the working class as hardest hit.
 

40% cited the middle income salaried employees as hardest hit
 

60% viewed executives and big businessmen as
 

bearing the lowest tax burden.
 

Although all respondents felt that urban incomes were most adversely 

affected by tax policies, only 40% recommended high tax for rural 
dwellers. Despite the perception that high income earners were 

benefitting more from the present tax policy, only 30% of respondents 
supported expenditure taxes on luxury items. 

7. Tax 	 Administration 

Eighty percent of the respondents viewed the administrative system as 

poor. Complaints against the system ranged from excessive documentation 
In processing to perceived corruption. Ofrequirements, and lon delays 

those Interviewd, 70 viewed the process of filing as complicated. 

Only 107 were unaware of tax credits available to them; however, as many 

as 417 reporte'd that they did not make use of all the credits. Twenty 
waspercent of the respondents felt that the tax system adequately 

equipped to deal with evasion, while 707 see the system as not at all 

well equippi'd f- Il- l with evasion. The majority of the respondents 

felt that over 50" of the tax liability Is subject to evasion. 

conc are 	 taxpayers:Our general ulo;ns that among PAYE 

(a) 	 there Is a percept ion that the tax structure
 

exhibits Inequltles among ln.ome groups;
 

(b) 	 there is support for reforms; 
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(c) 	 there is a perception that tax evasion is
 

extensive; and
 

(d) 	 there is a lack cf creditability In the tax
 

administration system.
 

Tax evasion has become institutionalized, primarily in response to high 

tax rates. Compensation practices tend to emphasize the payment of
 

emoluments as allowances in order to be competitive in securing scarce
 

skills. For example, it is customary to give increases as allowances,
 
Overtime work is given on a contract
rather than to increase basic pay. 


basis, so as to eliminate tax liability. A review of management level
 

salaries indicates that allowances exceed basic salary as a percentage
 

of total compensation.
 

Tax avoidance by self-employed persons is well documented by the
 

have been Identified for evaluation,
authorities. Several mechanisms 

for example the use of shelter companies by salesmen, understatement of
 

owners, etc. Tax authorities recognize
income 	by professional practice 

that a large number of unregistered companies exist in the services
 

sector, which do not fall into the tax system. This project will
 

examine the self-employed group in order to determine the extent to
 

which it is feasible to levy taxes and attempt to collect from
 

self-employed persons.
 

A review of the increased revenues generated from the recent 'Back Tax
 

Axe' campaign -- a public education campaign directed at self-employed 

that where information is clearly disseminated andpersons, indicates 


enforcement exists, compliance increases. We recommend that any program
 

of tax 	 reforms be accompanied by public education and activities which 

highlight the capability of the tax authorities to enforce the law.
 

8. Government Commitment
 

agencics is seen by the Government ofThe restructurinrg of the tax 
Jamaica as a pre-requl Site for tax reform, and this is in progress 

(Minist ry Pape r/4) . The, purpose of rest ricturingI s to rat Ionalize to i 

agencies, and Increase efficiency and specialization. The establishment 

of the Reveime l(o,i rd In 1.981 demonst rates the commitment of the 

government to Improve it,; tax administrat oil capability. 

D. Fl nanc ial \nal, vs s 

The total f InaTc la 1 I nve. tment In Lilis p rojec t will amount to 

t5,Oll,560. M1 this totul, A.1.I) will inId t3,557,564, or .ipproxim.Itely 

71,, while , ho v.1r.1'n1 )t 11nci w I I rnt r t c t;1 ,457,996,4 or.	 .I 

approxtimately 29'" . It hi!; bo,,n d,,tormInod that A.I.1). will supply lOO,". 

of the project ', f rtr iin ex h ',',- re(i Ir,ImTits , m1d thaL t the (, . will 
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supply all the local currency costs. 
 The total A.I.D. contribution will

consist of loan financing. A.I.D.'s funds will be uic, primarily,
Pay for the cost of technical consultants. 

to 
This component accounts for
 

84% of A.I.D.'s contribution. 
 The GOJ will assume the local support

costs, i.e. personnel, locally procured 
 commodities, in-country
 
training, etc. 

The following is a brief 
explanation of 
the A.I.D. funded components.
 

1. Technical Assistance 
 t2,966,000
2. Training 
 350,000
 

3. Equipment 
 90,000
 
4. Contingency 
 148,000
 

Standard A.I.D. disbursement procedures will be followed. Payment will
be effected by direct billing 
to the Co, 'roller's Office USAID/Jamaica.

It is anticipated that recurcent costs will not pose a problem for theGOJ. This 
project is an institutional strengthening activity a
with 
very high technical assistance component, which end thewill upon
completion of the project. 
 Secondly, expenditures for equipment,
new 
 an
 
item which wouli generate recurrent maintenance costs, miniscule.Expenditures 

are 
for new equipment is budgeted at $115,500. This wo'ild
 

result in a recurrent maintenance cost of between five and six thousand
dollars per year. Finally, the project will emphasize the training of
existing employees, as opposed to the hiring of new ones. Consequently,

wiLn the project ends and the training programs terminate, there will be 
no persoihnel-related recurrent costs to deal with. 

Table 2
 

Summary Cost Estimate and Financial Plan
 
(US$O00's)
 

Yr. I 
 Yr. 2 Yr. 3 Total
 

1. Technical Asslstance 1,295 
 836 835 2,966
 
2. Commoditie; 
 90  - 90
 
3. Training 
 50 150 150 350
 
4. Cont I n,,encV(t a. only) 65 42 41 148
 

TOTAL 1,500 1,028 
 1,026 3,554
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IV. IMPLEMENTATION PLAN 

1. The Government of Jamaica
 

responsible for managing the implementation of
 
The Revenue Board will be 	 Revenue Board,of the
the Chairman
Canute Miller,this project. Mr. 	

will be the Jamaican 
the GOJ's Project Director, and


will serve as 	 for the
Project Coordinator 

to Professor Bahl, the 


counterpart for the Revenue
 
contractor, Syracuse University. Mr. Miller, acting 

to serve as
official 

Board, will appoint an appropriate senior tax 


to each of the senior advisors of the Technical Assistance
 
counterpart 


by way of explicit counterpart

will assure,
Team. Thus, the 

reporting channels, the cooperation of all relevant
Board 

assignments and 


entities of the tax system.
 

and review all reports produced by the
 
will receive
The Board 


action to implement all recommendations
 
and will initiate
consultants 


accepted by the Government.
 

progress on the
 
At quarterly intervals, the Board will 	advise A.I.D. of 


Project and will notify USAID/J 
and the Technical Assistance Team 

of any
 

influence the Project's effective and
 
will
actions which
events or 
 in the project
also participate
The Board will
timely implementation. 


evaluations scheduled in the Evaluation 
Plan.
 

2. 	 Syracuse University
 

technical assistance contractor;
the prime
Syracuse University will be 	
and will report
staff;
required advisors, analysts and 
will provide the 	 for
responsible 


to the Board of Revenue. The Syracuse team will be 	
the
reports as specified in 


the analyses and providing the 

carrying out 	 resident
Syracuse will also manage the 

Outputs and Implementation Plan. 


customs and income tax advisors.
 

as Project
serve 

Roy Bahl of Syracuse University will 


Professor 

Coordinator of the technical assistance 

team retained for this project.
 

University, the team of
 
While the contracting agency is Syracuse 	

were selected
 over the world. They

drawn from all
advisors will be 	

and their experience in
 
their highly specialized expertise


because of 	 areas of tax
 
working with developing countries, or in special 


administration and policy.
 

their ability
demonstrated 

the University and ProCessor Bahl have 


Both 	 high quality, timely
deliver
with A.I.D. and to 

to manage contracts 	 renowtiod


the team are internationally
of
Thu other members
results. 

They are members of an unusually small 

group
 
oaprts in their fields. 
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of scholars who have distinguished themselves, both by their
 
contributions to their academic disciplines and by their ability to
 
apply their knowledge and expertise to the resolution of real-world
 
problems.
 

The members of the team are:
 

Project Coordinator and Senior Tax Policy Advisor:
 
Dr. Roy Bahl, Professor of Economics and Director,
 
Metropolitan Studies Program, Syracuse University.
 
(Tax Incidence and Burden)
 

Senior Tax Policy Advisor: Dr. Richard Bird,
 
Professor of Economics, University of Toronto
 
(Indirect Taxation)
 

Senior Tax Policy Advisor: Dr. Sjibren Cnossen,
 
Professor of Economics, Erasmus University, Rotterdam
 
(Sales and Excise Taxes and Tax Administration)
 

Senior Tax Policy Advisor: Dr. Daniel M. Holland,
 
Professor of Finance, Sloan School of Management,
 
Massachusetts Institute of Technology, and Editor,
 
National Tax Journal (Wealth and Property Taxation,
 
Tax Administration)
 

Senior Tax Policy Advisor: Dr. Charles McClure,
 
The Hoover Institute, Stanford University (Income
 
Taxes)
 

Senior Tax Administration Advisor:
 
Dr. Oliver Oldman, Professor of Law and Director,
 
International Tax Program, Ilarvard University (Tax
 
Administration)
 

Senior Customs Advisor: Mr. Ken Stacey, Retired
 
Customs Official, British Customs Service.
 

Each Senior Advisor, in his particular area of concentration, will have
 
primary responsibility for the design and conduct of studies, the
 
preparation ot alternative reform proposals, and related implementation 
plans, inclIdLi nv, recommendations on the type, content and level of 
trafnlng required by GOJ personnel. 

These advisors; will make periodic trips to Jamaica to consult with their 
Revenue Board C(701iU.'rp:irts, to collect data, and to monitor progress ill 
their respective areas of responsibility. 
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In addition to the foregoing non-resident advisors, the Technical 
Assistance Team include resident -- Seniorwill three advisors a 

Resident Advisor who will serve as Project Manager for the day.-to-daV,.
 
operations of the Technica. Assistance Team, a Resident Income Tax
 
Administration Advisor, and a Resident 
Customs Advisor. The Senior
 
Resident Advisor's counterpart will be Mr. Miller. However, as a member
 
of the Technical Assistance Team, he reports to the contractor through
 
the Project Coordinator, Professor Bahl.
 

The Senior Resident Advisor will have several functions. Most
 
important, 
he will serve as the liaison between Syracuse University and
 
the Revenue Board. This will involve transmitting the interim reports
 
to the Board, discussing the results of these papers, and transmittimn,
 
the Board's comments back to the Project Coordinator and authors.
 
Second, the Senior Resident Advisor will serve as a consultant to the
 
Board on tax policy matters, and will communicate the current interests
 
of the Board to the Project Coordinator and staff. Third, the Senior
 
Resident Advisor will supervise, as necessary, the work of the Resident
 
Income Tax and Customs Advisors. Fourth, the Senior Resident Advisor
 
will act as the Administrative Officer 
for the Project in Jamaica, and
 
will see to all arrangements for visiting team members.
 

The Income Tax Advisor, with skills in collection and data processing,
 
will have as his counterparts the Collector General and the Commissioner
 
of Income Tax. His major functions will be to assist in the upgrading
 
of procedures and organization of these departments; in the
 
establishment of procedures, and in
manuals position descriptions; the
 
development of a taxpayer master file system; in the effective 
and
 
efficient processing, examination, and securing of delinquent income tax
 
returns; and in the establishment of a strong field office audit concept
 
in the major office and sub-offices throughout the country. The Advisor
 
will also work with the Senior Resident Advisor and other Project

members in order to assess longer term implementation needs. In
 
addition, the Advisor will assist 
the GOJ and the Project in considering

the implications of the EEC computerization assistance for the
 
comprehensive tax reform package. Finally, the Advisor will take the
 
lead in coordinating the training programs provided in the Project
 
budget with the GOJ. Where possible and appropriate, the Advisor will
 
also provide on-the-job and classroom training.
 

The first three months of the technical assistance of the Tax
 
Administration AdI;or be to are
will devoted measures which 

prerequisite to training and implementation. Those Include;
 
identification of legal modifications, preparation 
of now regulations,
 
assessment of staff requirements, and preparation of job descriptions.
 
Much of this work will not hu finished durLng; th. preliminnry period,
 
but will be continuod during the subsequent 21 months of implementation
 
and training.
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The Resident Customs Advisor will have as his counterpart the Director
 
of the Customs Department. He will concentrate on improvement of the
 

* administration of customs system, including document evaluation,
 

representations, inspection records, and documentation. The Resident
 
Customs Advisor will also be responsible for specifying training
 

* requirements and planning methods for delivery of required training. He
 
will be ultimately responsible to the Senior Resident Advisor for
 
day-to-day operations.
 

3. USAID/Jamaic-i
 

USAID/Jamaica will contract with Syracuse University on behalf of the
 
Revenue Board. USAID/Jamaica will maintain a continuous monitoring of
 
the Project and periodically meet with the Board and the Syracuse team
 
to measure progress. USAID/Jamaica will also insure that the scheduled
 
evaluations noted in the Evaluation Plan are carried out.
 

4. Internal Revenue Service (IRS) and U.S. Customs Service (USCS)
 

Should the IRS and/or the USCS agree to provide the Resident Income Tax
 
and/or Customs Advisors, their services will be provided through a PASA
 
with A.I.D. However, any such Resident Advisors obtained by PASA will
 
report directly to the Senior Resident Advisor of the Syracuse
 
University Team.
 

5. Reports
 

Several forms of written output will emerge from this project. During
 
1983 and 1984, a series of interim reports related to outputs 1 through
 
6 will be produced. Bound worktng papers of 25-50 pages will be
 
issued. Ample copies will be passed to the Board and USAID/J to enable
 
a review by relevant personnel. The purpose of these Reports is to give
 
the GOJ as much early information as possible about the direction of the
 
Project, and to give the Project a way of soliciting early reaction from
 
the GOJ.
 

A major interim report will be produced in early 1984. This report will
 
include key findings of the Income tax element of the study, along with
 
recommendations for improvement of the income tax along lines consistent
 
withi the Government's economic recovery program. It will serve as an
 
input into the Prime Minister's proposed major tax reform of March 1984.
 

The tax design phase of the Project will be completed by June 1985. At
 
this point, a Final Report in two volumes will be produced. Volume I
 
will Oil ., o,,i,,'1Hisve ruviuw of the entire tax system, along with 
proposed alternative qyqtum designs that are consistent with the 
economic recovery program. Volume, IT will he supporting Staff Papers 



which form the basis of the proposals of Volume I. Following submission
 
of the Final Report, a White Paper 
on tax reform will be produced, not
 
as a project document, but by the GOJ with the assistance of the Project
 
staff.
 

--A-third report -will-contain revised tax laws for s-ubmissio -to' Jamaica's 
Parliament, which 
will be drafted with assistance from the Project

staff. Finally, implementation of any revised system will lead 
to the
 
writing of numerous regulative circulars, training manuals Aii| 
 rot-ms.
 

C. Implementation Schedule
 

Timing of the Work
 

Work on 
the Project will begin as soon as the contracting process
 
permits. June 1, 1983, is a preferred starting date. The Senior Staff,

Professors Bahl, Bird, Holland, McClure and Oldman have agreed to 
the
 
terms of reference 
listed here. A Resident Tax Advisor has been

tentatively identified, 
 and most principal researchers have been
 
contacted. Syracuse University's contracts 
office has agreed to move as
 
quickly as possible to comply with any requests made by USAID/J.
 

The first goal of the Project is to establish a general direction for
 
comprehensive tax reform for presentation to 
the GOJ in January of
 
1984. To this end, 
the various studies will begin in the fall of 1983,

and continue in 1984. The Resident Advisor '11 begin liaison with the
 
BOR upon his arrival in Jamaica, and will serve in that 
role for three
 
years. The Resident Income Tax and Customs Advisors will also begin
 
their work in the fall of 1983, and continue for two and three years
 
respectively.
 

The second major goal of 
the Project is to complete a comprehensive tax
 
reform program by 
June 1985, and to assist the GOJ in drafting a White
 
Paper on tax reform. Finally, an implementation phase will begin after
 
the Government 
adopts a tax package. This implementation phase will
 
include drafting of the legislation, as well as administrative and
 
training assistance.
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PROJECT IMPLEMENTATION SCHEDULE
 

MAJOR ACTION 


1. 	 Project Authorization signed 


2. 	 PIO/T for proposed contractor sent
 
to AID/W 


3. 	 Obligation 


4. 	 Conditions Precedent met 


5. 	 Resident Tax Policy, Income Tax and
 
Customs Advisors arrive 


6. 	 Short-term T.A. arrives 


7. 	 Field Research by T.A. team begins 
-

- comprehensive training plan completed
 

by Resident Income Tax Advisor
 

8. 	 Participant Training of staff in GOJ
 
tax departments begins 


9. 	 In-service training of Revenue Board
 
employees begins 


I.0. 	 Pr,-cntatlon of a program of income tax 
,!forin suggest tons to the Government of 
Jamaica 

- presentation of income tax reform 

propoLils to Parliament
 

11. 	 Presentation of comprehensive tax reform 
proposals to tiie Government of Jamaica, 
and providing them :ith assistance in 
preparing the "WhILe Paper" on taxation 

12. 	 Interim Evaluation of project 


13. 	 The presentation of tax reform proposals 
to Parliament 

14. 	 Resident Cut;toms Advisir departs 

MONTH 

0 

RESPONSIBLE 

ORGANIZATION, 

INDIVIDUAL 

USAID/GOJ 

I 

1 

3 

USAID/J 

USAID/J 

GOJ 

I 

i 

2 

Contractor 

Contractor 

Consultants 

4 USAID/J 

8 Consultants 

8 Consultants/ 

AID 

20 

20 

Consultants/ 
AID 

USAID/J 

22 

25 

GOJ 

Contractor/ 

AID 
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RESPONSIBLE
 
ORGANIZATION/
 

AJOR ACT[CN MONTH INDIVIDUAL
 

15. 	 The implementation of specific tax reform
 

proposals accepted by the GOJ, and Revenue
 

Board personnel training oriented to those Consultants/
 

specific tax reforms 25 AID
 

16. 	 Final evaluation of project 32 USAID/J
 

17. 	 Income tax and Tax Policy Advisors depart 37 Contractor/
 
USAID/J
 

18. 	 In-service training of Revenue Board
 

employees ends 37
 



Chart 2
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PROJECT DEVELOPMENT SCHEDULE (1983) 

MAY 1983
 

EC review Mission Loan Agreement Obligation
 
sapproval (5/11) prepared (5/18)
 

PROJECT TIMETABLE (1983-1986)
 

JUNE I 'OCTOBER JANUARY I JANUARY
 
1983 h 1983 1984 1985
 

Tax policy and lBRD/AID loan Presentation of Presentation of
 
Income tax general program
discussions comprehensive
 
Advisors arrive. in re tax of tax reform reform
tax 

Field research 'suggestions to
 

- sars. P0 tinyt suggestions to
6/) ggiI ( government. GOJ. Assist 
-Begin in-service GOJ with 
" training of "White Paper" 
Revenue Board preparation.

I employees. I_ 

Customs advisor 

Larrives.
 

MARCH JUNE - - JANUARY
 
1985 I 1985 I 1986
 

Presentation of Customs advisorl I Project Implementation and
 
tax reform departs. I I personnel training oriented
 
suggestions to .
 to specific tax reforms,
 
Parl iament. 
 j initiated. 

I JUNE 
1986
 

Income tax and tax 
I policy advisors depart. 

In-service trLaining of 
Revenue Board c::p loyes 
end. 
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E. Procurement Plan
 

1. Commodity Procurement
 

A.I.D. financed commodities will be procured in accordance with the
 

direct contracting procedures and requirements set forth in detail
 
in Part 7.3 of A.I.D. Handbook 14.*
 

The total value of the commodities being purchased under the project 
amounts to 90,000 and will be broken down into separate procurement 

packages with tile result that the landed cost of all equipment and 

materials purchased under a single contract will be less thar 
t25,000. This situation allows the obtaining of the commodities 
from the various sources without the necessity of soliciting formal 

proposals from various firms. 

The Project Officer, in accordance with the A.I.D. Procurement
 

Regulations, will prepare for the review and approval of the
 

Contract Officer a certification that the procurement meets the
 

above criteria.
 

B. Procurement of Technical Assistance Services
 

Except 	for the possibility of a PASA arrangement for tochnical
 

assistance for the project, technical assistance personnel will be
 

procured under an A.I.D. Direct Contract with Syracuse University.
 

The preliminary identification of candidates for certain positions
 

has been performed by A.T.D., and their job descriptions are
 

containel in Annex 11. The services to be provided include:
 

(a) 	 Project CoordInator: 18 person months
 

(b) 	 Senior Legal and Tax Administration Advisor:
 

5 percon month,;
 

(c) 	 Senior Policy Advi;or (Income Tax): 8 person months
 

(d) 	 Senior 'olicy Advi;or (Indfrect Taxes): 6 person months 

(e) 	 Seninr P1olicy Advisor (Wealth and Property Taxes):
 
6 person montih;
 

(f) 	 Senior lcv Advl,,or%o, (Custom,;): 3 person months 

(g) 	 Resident Advior/Project M;nager: 3, per.;,sn months 

*For st ifiu,tt - o tFho i ;o fn All) di rect contr.ict In,, procedure,;, 

see Annex C. 
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(h) Resident Tax Administration Advisor: 36 person months
 

(i) Resident Customs Advisor: 24 person months
 

The technical services of the above individuals to begin on or 
about June 1, 1983, will be obtained by means of an A.I.D. direct 
contract with Syracuse University. A waiver of comnpetition
permitting the procurement of services solely from this 
institution has been approved by the AA/LAC. Tile Project
Coordinator will be based in Syra:u' ., N Y)rk, and will make at 
least quarterly visits to Jamaica In the performance of his 
duties. Each Senior Advisor, in performing the duties under his 
particular area of concentration, will make periodic trips to
Jamaica to consult with his/her Revenue Board counterpart(s), to 
collect data, and to monitor progress in his/her respective areaof respon-,hilit'.. In the rase of the Re!sident Advisors, they 
will be based in Jamaica, beginning on or about June 1, 1983, for 
the periods of time stated above. 

A.I.D., as required, will process payments to cover the costs of 
any technical assistance contracts awarded. 



V. EVALUATION AND MONITORING PLANS
 

A. Evaluation Plan
 

The project will-be .evaluated on--two levels, One level-of- evaluation
 
will be a review of: a) the quality of the outputs; b) their timeliness
 

in terms of the implementation schedule and c) an assessmeut of their 

reception by the GOJ. This level of evaluation will be conducted as a 

Joint effort of USAID/Jamaica and the GOJ, .and will include the members 
of the Board of Revenue, a senior representative of the Ministry of
 
Finance, and a senior representative from USAID/Jamaica. This type of
 

evaluation will be conducted at each point in the project's schedule in
 

which major outputs are presented to the government by the consultants.
 

In addition to the review of the project, these evaluations will be key
 
opportunities to reaffirm the sequence of steps which must follow the
 

evaluation to install the tax reform. In evaluating the quality of the
 

outputs, the project will utilize independent consultants, as necessary,
 

who will report directly to the evaluation group. The schedule for
 

these evaluations is as follows:
 

Date 	 Task
 

September 1984 	 Evaluation of the reports related to Outputs
 

1 through 5
 

January 1985 	 Evaluation of final consolidated report related
 
to Output 6
 

July 1985 	 Evaluation of timing and impact of GOJ's White
 
Paper and draft of legislation and regulation
 

January 1986 	 Evaluation of progress in implementing reform -

reorganization of administration and training 

For Outputs 1 through 6, quality will be assessed in terms of the
 
breadth of coverage of each study, the accuracy of the undertaking of 

the legal and structural set-up of the existing tax instruments, the 
appropriateness of data used in the analysis, the methodology, and, 

finally, the creditability of the recommendations as reform proposals 
which support the new development policies of the government. 

Timeliness will be considered first in terms of meeting the project's 
implementation schedule. However, timeliness will also be considered in 

light of other actions of the government on structural reform, and 
related political and economic events which enhance or detract from the 

value of the output in contributing to the project's purpose. These 

evaluations will, also review the readership of the oLtptttq among those 

who are involved or influential in tax reform to determine the degree of 



understanding of the issues and' recommendations conveyed, and the kind
 
of reactions elicited. Such evaluations will also assess immediate and
 
planned actions which result from the outputs, in terms of their
 
contribution to tax reform.
 

-The-evaluation of--the GOJ's-White Paper,- to be-- conductedin July 1985,
 
is primarily to review progress with the government on implementing the
 
reforms and strengthening administration. Again, some opportunity will
 
exist to redirect the remaining project resources.
 

A second level of evaluation will assess the extent that the project
 
achieved its purpose and goal. This evaluation must be conducted
 
primarily by USAID/Jamaica, with participation by senior
 
A.I.D./Washington personnel, and will occur at 
the end of the Project.
 

One important determination will be whether the reform package accepted
 
by the government went far enough toward the kind of reform needed to
 
support the development objectives of the government. This
 
determination will follow from the earlier evaluation, but must be more
 
fully assessed at this end of project evaluation. In light of the
 
considerable analyses to be generated by the 
Project, this assessment
 
will be mainly judgemental by the evaluation participants, and should
 
solicit the view of 
the other key donors who support structural reform,
 
as well as knowledgeable elements of'the Jamaican society.
 

A second determination will be to assess the contribution the reform is
 
making to achieve the Project goal, and the related activities and
 
events which it. for this final will
effect Material assessment be
 
primarily 
World Bank, IMP and USAID/J analyses of current economic
 
trends and their determinants.
 

B. Project Monitoring Plan
 

Monitoring will be performed by 
 a Mission Project Committee, whose
 
members will have the following resl nsibilities.
 

I. The primary administrative monitoring task will reside with the
 
Project Officer. The Project Officer will maintain liaison with the
 
Revente Board, coordinate necessary Mission Project backstopping, and
 
prepare and present quarterly progress reports to the USAID Mission.
 

2. Liaison with the consulting experts and with the Revenue Board 
on
 
matters relating to scheduling, conduct and content of economic analyses
 
will be the prlmnry reponsiblity of the Senior Economic Advisor.
 

3. The USAID Controller will review all disbursement requests for
 
conformity with A,.1.1). rogtilatlons, and will ensure that adequate
financial control methods arc followed by the Revenue Board. 
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Quarterly progress reports, annual evaluations and audits, financial and
 
other reports will be required of the Revenue Board. Specific
 
instructions as to the substance of these reports and other
 

implementation actions will be issued by Implementation Letters.
 



VI. CONDITIONS, COVENANTS AND NEGOTIATION STATUS
 

A. 	 Conditions Precedent
 

1. 	 Conditions Precedent to Initial Disbursement
 

Initial disbursement will be made following receipt of:
 

a. 	 Evidence that senior tax official(s) have been designated by 
the Chai r,,nan of the Revenue Board as official Project 
manager and offictal counterparts to each person financed by 
A.I.D. to render technical assistance the Revenue Board. 

b. 	 A statement of the name of the person who is to act as the 
official authorized representative of tie Borrower in 
connection with the Project Agreement and of any additional 
representatives, together with a specimen signature of each 
person specified In such statement. 

An opinion of Counsel acceptable to A.I.D. that the Project 
Agreement has been duly authorized and/or ratified by, and 
executed on behl~ f of the Borrower, and that it constitutes 
a valid and legally binding obligation of the Borrower in
 
accordance with all of Its terms.
 

2. 	 Conditions Precedent to Dishursement of Tratning Funds
 

a. 	 Funds for trafnliini; cannot be spent until A.I.D. approves a 
comprehensive training plan and schedule covering the entire 
Project .ict lvty, for all -ontemplated personnel training 
under the PlroJect. 

b. 	 Disbursm#nnts for training overse.,s will not be funded prior
 
to receipt of evidence from the Borrower that a system of 
bond!nsc , or some other method, Is In effect to ensure that 
part lcIpj,1it tralfiCes will return to their posts for a period 
of tIme not le,;s than twice the length of time spent in 
t ra I n I ig. 

B. 	 Covenant !; 

1. 	 The Borrt.!,r ,ihil 1 covena nt that, unless otherwise 
at, reed to In 
wrIt I h) It pr,,vIde bud cllc for.\I .). , will tidequate it ;l I t I ns 
l'r( , ,oI- i:'nl I "', ,I toi) In ,a t imely ma,inner Cnn';Ist ent with the 
lmpl 141.nt at I ;h'lI o,; ,tVlCI, p1 !,' th1 RevnI Boaird. 

2, 'iheo Il(orr,;wr ,hil I I ,vint t hilt I t wil 1 u(')t j i , tO0 ' miand te to 
r ,,ilat, t li t,t .c..i o i -,n t ) tho- Rrvw n - Bv,I r,i I i, r Ihe t rr,; of 
I1' eite,71 H , ,ir i Act. 
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C. Negotiation Status
 

This 	project has had substantial inputs, in the form of pre-Project
 

to employees of the Revenue
activities, of training assistance given 


Board. There are no serious constraints to Project implementation, and
 

the Chairman of the Revenue Board and the Project Officer are in 

agreement with regard to the requirements of the conditions precedent 

and covenants. 



Annex A 

T'UrCNICAL ANALYSIS OF THE TAX SYSIrFh 

Analysis of the Jamaican ta,: system and a program foi reform will 
Vequire intensive study of eanh major component of the system. The 
project has been designed to include such individual studies, and to 
integrate findings and recorn.endations so as to produce a proposal for 
comprehensive tax reform. For purposes of organization of the project, 
the work has been divided into the following parts: Income cat:ation. 
incentives and subsidies, domestic indirect taxation, wealth taxation 
and housing, the taxation of bauxite and. alumina, and special topics. 
In addition the Project has a tax administration/training component: the 
preparation of a comprehensive tax reform package; and an implementation 
phase. 

While the discussion below is heavily focused on the issues
 
surrounding each tax, an integrated approach will be taken (see
 
Kanagemcnt Plan Discussion below). Likewise, there will be a final
 
report on comprehensive tax reform, but also an intensive set of papers
 
addressing specific topics.
 

Income Taxation
 

The major income tax concerns in Jamai,:a have to do with company
 
and personal inccire ta : structure and administration. These taxes will
 
be considered together with a series of studies under the supervision of
 
Professor Charles McLure.
 

Personal Income Tax
 

Background. Jamaica experienced a brisk inflation over the five year 
period 1977-1981. Takling 1977 as 100, the Consumers Price Index in I9nl 
was 250. Over this same period only modest adjustments were =ado In the 
rate brackeps and allowable tax credits of the income tax. Both were
 
adjusted somewhat, but not substantially, in nominal terms, and even
 
less so in real terms. The tax structure was strongly progressive as
 
illustrated in Table 1.
 

In the face of all this, however, receipts from personal inccme ta: 
declined In real terms from S126 million in fiscal year 197A to $iO 
million in fiscal 1981 (Both years' revenues are in 1977 dollars.) See 
Table 2. 

This perfor.ance points up the nl1aie of the personal incore :a. 
Apparently tAx.-'-urs (and those who houId le taxpayers. but ircn'L hivo 
found I#-vnl %nrd, rora lihlv, "Inforrnl" wayn of prntecting thlt, 
from bracket c,'oap. liut riven that the most imporrant -!rh,.,-, 1' 
Avoidanu are "inf,rrcl" and fall in r "ernip" area boeti.otna ,1 f,,', 
il1eraM or are Llb,.il but ntr viorouuly pliced ,iiruch, one W11 

-
Ot1tDl houneven, ns a :onrltcQlwrCvo Lti liote to'.to L ' t L011t.1: . n'1 

i( , 



TA iLE ]
 
YFFECTIVE 
 AND MARGINAI RPATES OF PERSONAl., INCOMETAX AT SEIECTED STATUTORY INCOME LEVEI,S

IN .IAMAICA. 981 

Statutory lncone a 
 Effective

(in Jamaica) Maiglnal

Rate 
 Rate
 

6,00( 
30,O

8,000 30.0%
 
3] .'.0,000 40 0,

33.0


12,000 45,0
 
35.0


15,000 5010
 
.38.5 57.5
20,000 
 43.3 
 5.5
30,000 

48.0


50,000 57.5
 
1]3.8 
 57,5
)00,000 
 54.7 
 575
 

aAfter all 
allowances and exemptions.

taken of No account
credits in computing tax 
liabilities.
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NOMJNAL ANI) REAL TAX RECEIPTS; GCVERN'EN'I O1 JAMAICA,
 
FISCAL YEAR, 1978-82"
 

(dollar amounts in mll1ions)
 

Tax Revenue 1978 19/9 1980 1981 1982
 

Tots (1187.9) (546.2) (47S.7) (397.3) (460.5) 
/87,9 737./4 836.) 880.9 1149.9 

Taxes on Income and (190.7) (195.5) (169.1) (285.9) (210.])
 
Profits 
 390.7 263.9 329.6 412.2 524.7
 

a. Company 	 (64.3) (79.6) ( 91.0) ( 89.4) (100.3)
 
64.3 107.5 158.6 198.2 250.4
 

b. 	Personal (3.26.4) (1.15.9) ( 98.1) ( 96.5) (109.8)
 
1.26,4 1,56.4 171.0 211'.0 274.3
 

Taxes on Production and (240.2) (293.5) (236.3) (178.9) (200.1)
 
Consumption 240.2 396.2 411.8 396.7 
 499.6
 

Taxes on 	Property (24.6) ( 17.4) ( 13.3) ( 10.5) ( 11.5) 
24.6 23.5 23.2 23.3 28.8
 

Taxes on International (32.4) ( 39.9) ( 41.0) ( 22.0) ( 38.8) 
Trade and Transactions 32.4 53.9 71.5 48.7 96.8
 

ADDENDTI 	 1977 1978 1979 1980 1981
 

CPI - Jan. i975-100 b 1.30.2 375.6 226.7 288.4 324.8
 

Number in parenthesis are in terms of 1977 dollars.
 

bThe present year ends on March 31st. Hence, 1977 is the appropriatc
 

deflator 	for fiscal 2978, etc.
 

SOURCE: 	 IMF, 2.malca: Recent Economic Development, December 13, 1982, Tables
 
21 and 23.
 



been adversely affected. Persons equally circumstanced wlth respect to
 
economic income are probably paying widely different income tax.
 

jhis has always been the case for the two broad classes of income 
taxpayers--employees and self-employed--from whom the tax has been 
co)lected differently. Frplovees are subject to withholding on their 
compensation under the Pay As You Earn system (P.A.Y.F.), while the 
self-.employcd are on a self-assessment basis. 

Those subiect to P.A.Y.E. are, in the main, reached by the income
 
tax, The self-.employed, however, are 
not, so when income tax revenues
 
go up due to bracket creep or purposeful legislation, it Is those under
 
P.A.Y.E. who pay the income. They account for over 90 percent of total
 
personal income tar liability, a figure well above the fraction that
 
earnings of the employed constitute of total earnings of employed and
 
self-employed."
 

Over the years, then, the income tax has really been a levy on the
 
employed; the self-employed have been the beneficiaries of unsalutary
 
neglect.
 

In 	principle the income tax is designed to get at personal income
 
from all sources which is taxed at progressive rates after various
 
exemptions, srd the total tax liability is then adjusted by various 
tax
 
credits (listed below in Table 3) that adjust for particular
 
circumstances of individual taxpayers.
 

Income subject to the personal income tax includes income from:
 
employment, interest, dividends, business and property. Capital gains
 
are not taxed, The law requires that any benefits, in kind or in cash,

payable to the employee for services rendered must be included in
 
income. This includes any living housing allowance paid to the
 
employee. Where free housing is provtded by the employer that portion

of this allowance in excess of 10 percent of his salary is not taxed.
 
Travel, entertainment, etc., allowances are taxable to the extent they
 
are not actually expended by the employee in performing a service for
 
the employing firms. The value of the use of a company car is a matter
 
of negotiation with the Com~issioner of Income Tax who will take the
 
Varticular circumstances of the employee into account,
 

That there is serious trouble with the income tax is illustrated by
 
the following evidence:
 

1. Between 1978 and 1982, receipts from taxes on income
 
and profits declined, In real terms, from $126 million
 
to $110 million (Table 20,
 

, 	Ot the ,8,440 sulf-tnpllovod on thu master list, nnly
23 percent,in inverau, filed returnn over the last 7 

p'r..'ot 	 3.
years nnlv 15 n ovo~r ti, mi't rotes= About 
f4$5u I lo 1 !. 111!iL II I r 0It'ol t;:, rtL'.r.uUIi 

becau~c tit nnn-filing i',I thot~v oti the rrnnPtv'" lint, 



'AULl. , 

'4,RSONAI, INCOME TAX CREDITS AS OF ASSESSMENT YEAR 1980 

Iax 	Credit 

., Personal Allotment 	 $600 

2. Pensioners .It 0o 

i, Wife $]110 

4. 	Wife Earned Income - 40 percent of earned income or S320, 
whichever is less 

5. 	Maintenance and Alimony - 40 percent of Alimony or Maintenance or 
separation allowance to a maximum of $160. 

6, 	 Child .. P0 

7. Child at University $120 

8, Dependent Relative $40 each with a maximum of $80 

9, 	 Female Relative have - $40 
care of widow's or 
widower's child 

3.0. Life Assurance and Capital -	 60 perrent of sums used to purchase 
Growth Funds linked to premiums or units to a maximum of $360
 
iife Assurance
 

1.,Mortgage Interest -	 40 percent of interest paid on $60, 
whichever is less 

12. Medical and Dental Expense 	 40 percent of expense paid or $40,
 
whichever is less 

13. Household Helper 	 $4 per week to a maximum of $208 

14. 	Savings in Cooperative 6U petcent of shares subscribed, or $360 
and Building Society whichever is le.rc 

15. 1)o1at ions 	 40 per cetil of don;tl n; not exceedinp 
1/20 of Sta tutorv,' inccre maide to approved
in:st I tnrt ,ns, 



'A1q ; 3 (CON':T,) 

Tax C;r.dit
 

.(;, ,.ci.a] 	 $156 in any case where the major part of 
Jincome is emoluments, statutory income 
c1oef, not exceed $12,000, do'os not derivt 
from a business in wh ch L.:i:p:.er is 
)rincpClT owner or pai-ner 

7, Pensioner's Relief 	 $400--Avaiiable to a vensioner at least
 

60 years old, participatir.g in an
 
approved statutory pensioi or super
annuation scheme.
 

10 lanks and Other Savings A provision introduced in 1982, makes 

Institutions Interest Bank and other savings institutions 
interest earned by individuals exempt 
from income tax if left on deposit for 

8t least one year. 

(This recent increase appears to pose real problems In the context 
of the combination of personal and company tax or for taxing 
personal business income. Apparently an owner of a business can 
deposit, say, $10,000 in the bank, collecting tax-free interest. 
With that deposit as security he could borrow $10,000 fron the bank 
for use in his business. The interest paid to the bank by the 
business would be deductible, the interest received by the 
individual would be non-taxable. This would be profitable for the 
taxpayer as long as the rate charged to the business on bar.k loans 
exceed the rate earned on bank deposits by 'r ,s than the marginal 
rate of tax on his company.) 

http:L.:i:p:.er


-3. 	 but the sel en cosed mri:t er list i s: sel iouslv 
deficient. The (om~missicrcr tif Incoe lay e'.tiates 
that about 65,000 note names should be on the list. 
The Inceme tax revenue loss Is about $100 Lo sl!,L 
mi I Aon, 

4, 	Together the revenue los', f I m s' If - emp loy ed 
non-filing is S17() ri) lion, which is ovei 62 percent 
of the taN collected from those employees whose 'rcome 
tax is withheld under the P.A.Y'.E. system. V nce 
some ol the self-emloved who do file under-reoort 
theli Ji.come, the self-employed revenue loss could be 
higher, abuut S200 million.)
 

5. 	 ReflectIng widespread evasion, the schedule of income 
tax rates is extremely high and reaches its maximum at 
a rather low income. As Table I indicates effective 
rates of tax on those who do poy the tax are very 
high. Nore than one-third of a relatively !rcdes 
statutory income of $12,000 would be taken ii income 
tax. And the marginal rate at this income level is 50 
percent, which lends some. credence to the claim that 
high tax rates are discouraginp overtime work.
 

6. 	Evasion breeds further evasion. Vith rates on tl-cse 
subject to P.A.Y.E. so high, employers increasingly 
are carving up the compensatJon they pay employees 
into a smaller and smaller salary component and
 
expanding a set of emolun-ents of al1 kinds. These 
l.atter are legally includable in taxable income, but 
the practice of nc: declarinp them is widespread.
 

7, he personal income tax rate 'schedules have not been 
adjusted proportionately to Irflation in Jamaica, 
consequently tatpdyers whocc real income rer:ained the 
same have been -uTicct to r.uch higher effective rates 
Jn recent years corpared witl- an earlier period. A 
submisnion prepared !V: the Joint Taxation Cmmittee 
(comprised of Iaw-:ers and accountants) for the 
Mtinister of Firannce suhow the cffective rate of ta on 
a Jamaican with $5,Gi( (: stat.torv income Jn '070 and 
the purcha-siT.J' I'cver eni va (ut thereof in l&), 
rising from 1'? percent to ! 7 percent. A similar 
calculation at the SIO,O (, rea) incore level, yielded 
an effective rate of ',. percent in l070 a; ag.Inst a 
rate of 53 percent in 198(). 



r, These high rates, howevet, ab not.ed ahovc did not 
prevent income taf rvenu]e s a teal.foaJnp nfr ir e rms

,., The varlous allowances ,icted above have become n sore 
spot in Income taxatic n. Uith effective rates ot tax
 
L.ncreasing as taxpayers into
move hipher nominal

Income hrackets, 
 non-taxed allowance~s have
 
pro)iferated.. 
 To some extent this refJects chan -es in
the Lax, Thus, in 19H) an amendmeht to the Tncome Tax
 
Act provided for an increase In the tax-free allow-arnce
for a local holiday to $30(1 per individual and a
waximum of $1,200 for taxpayer, spouse ana two
 
children. 
But the major growth In allowances has been
 
the development of many more 
types of allowances, most
 
of them of dubious legality or clearly illegal.

Employers have cooperated with employees 
in arranging

to pay more of total. compensation in "tax-free"
 
allowances. 
 They have become a component of the
 
compensation package unions 
 bargain for.
 
Allowances--legal, illegal, and perhaps legal--are all
 
hard to detect and control.
 

The income tax in threatened, then, with real disarray. The
self-employed sector has 
never carried its fair share of 
the income tax
burden, and the employed sector has developed a mechanism for lightening

its unduly heavy tax lead. 
 'While improved tax arilnisrration could help
Jamaica get 
more out of the self-employed 
sector and, hence, permit a
lighter burden on the employed (P.A.Y.E.) sector, more will be required
 
tr make the income tax viable.
 

A major restructuring of 
the tax is in order.
 

Plan of Study. 
 we propose to attacV the problem of 
the income tax by
developing two alternative "models" for the to
COJ consider. Each of
these alternatives would 
be clear-cut "models" or 
 versions of a
broad-based tax, Each will 
 be evaluated with respect the
to
distribution of 
the tax burden, economic effects, administrability, and
the relation, between the personal income tax 
and the corporate income 
Vax. 

1. Ohie possibility would be to replace the present income 
tax with an cxpenditure tax. Like the income tao:, the
expenditure tAx could ho progressive. And it would,
in fact, involve much same of
the kind reporting as 
under the income tax In determining the tax base. 

This would not ba as reimarkable a modification as It might seom.'or, in fact. It Iq hnrd to sny right now whether the current personalIncome tax in Jornica ti rooly an inCL'? tax or nn expunditurc tnx.And It is quite.cleor th.t, Lhe peorn,J incotniu tax hns ovor the year 
t Iin~m,: 

n r t ,
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'jc' difference between 7v income tax and an exocnct~ture .ta. lies 
--- olely in-their- treatment- of, sav-ings.'-Under-the-incore-ta. 7-savirg s-are--

Jnclude in the tav: base; u'ader the expenditure tax thev, , re excluded. 
* Some kinds of savings have always been excluded or deductiblp under 

Jamaica's income tax. Capital gains have never been taxed: private plan 
Superannuatiou contributions and N:IS contributions have always beer. 
deductible and the earnings of. their respective funds have not been 
taxable to individuals, a numher of the credits enumerated above are for 
Savings, and In 1981 a major caregory.' of .navings--inteiest cr. deposits 
left, at least a year in banks and other savings instituticpp--was exempt 
from tax. 

JTherefore to go from the present so-called income tax to an
 

expenditure tax would not be so drastic a step. But it would have
 
important implications for the taxation of business income. Under an
 
expenditure tax current expensing of capital goods purchases would
 
replace the present depreciation allowances and inventories would
 
likewise be on a current outlay basis rather than FIFO. A major flaw in
 
the current tax treatment of depreciation in Jamaica is the failure to
 
allow recovery of replacement costs for deprecitable assets (or to
 
provide for accelerated nominal depreciation that would be scmewhat
 
equivalent) or to allow current cos't inventory accounting which would 
minimize the spurious capital gains on Inventory brought into the tax
 
base by FIFO (which is currently the only accounting convention
 
permitted for inventories.)
 

One path to expenditure taxation would be via a tax solely on labor
 
income. Such a tax is described in the section on Company Taxation
 
where it is explained in the context of a merged personal-company tax.
 
Basically, as noted there, individuals would be taxed only on their wage 
and salary receipts and income from self-employment. Companies would be
 
permitted to deduct only outlays on plant and equipment, raw materials,
 
and wages and salaries. The allowances that are now part of total 
emoluments of individuals would not be deductible by corrpanies nor taxed
 
to individuals. And the same treatment would be accorded dividends and
 
Interest paid by companies and received by individuals.
 

This version of the expenditure tax, as noted in the section on 
company taxation, Is particularly appealing on administrative grounds. 
And it would distort economic decisions less than an income tax. 
However, it permits progressive rate structure only for labor and 
self-employment income; all other income would be taxed at tho flat 
company rate. On the perronal income tax side thIt may not be a serious 
departure from whut eyists now In Jamaica. Currently only those subject
 
to P.A.YE. are effcctively taxed and primatily on labor income since a 
good portion of savings Is exempt, deductible, or creditable. And ornly 
on n fraction of labor Incom-.-from 60 to 70 percent--due to nontaxed 
Allowances. 

!L,
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/.gain, as rioted in the iecriovi on ccitpaiv taxantion, Some proponent.
t hi s, -vetsion of---an- exp'oditure - tax-- su.esi--a--fJ r--r e- -for- all

ncome, both personal and corporate. Despite the "flat rate", some 
progressivity could be achieved in labor Inco'e taxation by exemptions, 
tabit it would not be as propressive as the current income tax., 

Compared to at: income tax, thIs version of the expvnditure tax 
vou) d have advantages. in principle, on grounds of simplicity,
administrability er,d allocatiornal officlercy, it would lie inferior r 
the income tax., however, on distributional grounds. There is a 
trade-off, therefore, between these two sets of ccnsideraticns. And it 
will be an objectlve of our research to develop a sense o- what is 
involved in this trade-off in the specific context in Jamaica. Further 
considerations and areas to be explored with re poct to this alternative 
are noted in the section on com~pany taxation. 

2. The second alternative to the present tax in Jamaica 
is a pure Income tax model. This would involve 
developing a tax base that measured real additions to 
economic power. It would require the inclusion of all 
savings in the tax base, the taxation of capital 
gains, and indexing to ensure that real, not nominal, 
income and savings were taxed. Whether such - tax is 
possible in Jamaica (or anywhere else) in pure form is 
conjectural. But an income tax conforming more 
closely than the present i.ncome tax to this "model" 
can be developed. 

Compared with the present tax, this alternative can be evaluated 
respect to resource allocationel efficiency, distribution of the 
burden, simplicity and administrability. 

with 
tax 

How the Project Will be Carried Out. , No matter what the choice--an 
expenditure tax, a purer income tax or an improved version. of the 
present personal income tax, special attention must he given the 
self-employed who are "hard to tax." New administrative 
measures--requiring, for example, all motor vehicle registrants or 
persons seeking to leave the country to produce an income tax receipt, 
dt will have to be introduced, The self-employed cannot rerain outside 
income tax. 

To explore both alternotive" models and develop the evidence 
relevant to choosing among the three alternatives represented by these 
two and the currant tax, A sample derived from tax returns will have to 
be developed. The tax return data are not computerized. Thurefore 
nosembling the basic sample required for the rnsuarch will be ai 
laborloum task. 

Once ven have 
Al st rihutton oitlit, 
i w r~or t i .i .:tiiio t'I 

it, however, it will be posndl'le to comparro the 
tnx hitrdeti 'r hot two it tornat ivot and thu pri,t! i 
w r *#1I! 1. t 1,i: 'I I Itit11 t 1ii ', .v iue reliui til t ror, 
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the Lax--such as revenues eaol to that curreutly raised ty. the persona]
 
hicome tax, or 25 or 50 percent more than that, etc.
 

Voi each alternative "model" as well as the presenit 'etsonal income
 
tax we will. evaluate the appropriate relation between that tax and
 
company tax,
 

..ith respect to bringing the self-employed into the tax syvtem, 
which must be accomplished, for P successful broad-ha.ed tax., whether It. 
be. one of the."roeel" alternatives or an improved variant of the present 
tax, we would study the experience in other countries vith the "hard to 
tax." Also we would consider other measures similar to, but more
 
general than, the foreign exchange quotas which limited to registered

trades flushed out a good number of people in the informal trading
 
sector, hitherto unregistered, and in the requirementt that mlni-bus
 
operators must show an income tax receipt before they will be able to
 
get their motor vehicle registration. These two measures have,
 
apparently, been rather successful. VJhy not extend them more thoroughly
 
to all motor vehicle registrations, all persns applying for
 
professional licenses--doctors, lawyers, accountants, etc., to all
 
persons who apply for an exit permit, etc.
 

Taxation of Companies
 

Description. Resident corporations (hereafter called companies,
 
following Jamaican terminology) are taxed on their worldwide incone, and
 
non-resident companies are taxed on income originating in Jamaica. Tax
 
rates are 35 percent on agricultural companies and 45 percent on
 
non-agricultural companies. Of these, 10 percentage poinvs (the

"additional company profits tax", 
or ACPT) can be offset against the
 
withholding tax on distributions, which Is levied at a rate of 37.5
 
percent, Partnerships are not taxed as such; rather, they are treated
 
as conduita, and partners are taxed -on their pro-rata shares of
 
partnership profits.
 

Intercorporate dividends are taxed at 37.5 percent, the rate at
 
which tax is withheld on distributions, Dividends receii'ed by

individuals (except where paid from statutorily exempt 'incot'e) are
 
included in taxable income And taxed at the margintil tax rate of the
 
recipient. Because the ACPT can be offset against the withholding tax 
on dividends, partial relief from double taxation of dividends occurs. 
Preference dividends are treated as (deductible) interest, if paid by A 
widely held Jannican company (and if paid by other companies, under 
certaih circumstancor). 

Business expentos in~curred to earning income are generally

deductible, Explicit provilon Im made for the disallowance of expen1e m 
found to result from the use no artificial tranofer prkea on varim 
types or tranqnctionA betweun affiliatog. Looss can be carried forward 
five yrdirA (elevon yars, if they rentilt from npatinI Investmirnt 
nitwi--i, to~ he io'im~io heoow. !nvmiirt or i'.r~upg of nrriiiLiteui 
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:companJes are treated as s.-parate entILt.es for tax purposes. Since 
_consolidted- returns- are not -allowed- losses-ofi one-member-o" grouo.a 

rcannot be offset against taxable income of another member of a group. 

.ilvertt.o1'es are valued at the lower ot cost or warket value. For 
the purpose of calculating cost, first-in, tirst:-out (FIF0 is 
acceptable, Last-.in, first-our (LIFO) might not be nccepted by the 
fiscal authoriris. 

Annuat depreciation allowances are generally based on a declining 
balance method applJied to the historical cost of assets, Illustrative
 
rates follow: 

Type of Asset Rate Per Year
 

Niuildings housing machinery 5.00
 
Non-residential buildings 2.25 (straightline)
 
Reinforced concrete buildings 2.50
 
Other buildings 3,O0
 
Machinery (in general) 10.00
 
Gasoline agricultural equipment 20.00
 
Trade motor vehicles 12.50 (straightline)
 
Other motor vehicles 32,50* (otraishtline)
 

Up to J$400 per annum; aggregate J$3,200.
 

lit addition, an initial allowance of 20 percent of :ost is granted in 
vhe year of purchase for industrial buildings and for plant ard
 
machinery. The initial allowance is deducted from the cost of assets in
 
calculating depreciation to be taken in subsequent years. In other
 
words, for these assets, 20 percent of cost is expensed and 80 percent
 
is depreciated. #
 

Even more advantageous "investment allowances" and "special

i.nvestment allowances" are provided in lieu of initial allowances for 
certain types of investments in selected Industries. (The tarm

"special" is employed here to distinguish between the 40 and 20 percent 
bonus allowarcesl. Both of these allowances are "bonus" allowances that 
nood not be deducted from cost in determining annual allowances in 
future years. Investment allowances of 20 percent apply to investront 
in buildings, plant, and machinery in ,.basic industries--essenctial:, 
range of manufacturing activities, co*nstruction, power generation, 
warehousing atnd told storage, and docks. The special investmunt 
allowances of 40 percent of cost apply to qualified Investments in theP 
manufacture of supnr, cane tnrming, passenger docks, and certain other 
farming. Whereas initial and annual allowarces are recaptured whc'n 
Assets are sold at a price exceeding derocinted value, Invoatnett 
tillowancna anid special Investment sllwaicu~ are. not rocnptured.
Special lnVeirrucnt alloanni',i can he ,r off only agnlt Inrermmu tIrom 
f hev ic t( 1 1 v in.v hv)h Inveoti, oistt orcrijrt.,, 
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CIu ectives, As is the cat;e with the persorlb] income ta.; , taxation Uf 
company income can be appraived under either oi two models: taxation of,. 
-in-o, - cnsumIinj ?'oreover, under thi. incom~e tav. rodeltaxii o on 
tho goal can be integration of the company and personpI taxes or n 
claesical (separate) system. The choice between these ob'occives has 
potential]y Importanr implications in terms of distributional equitv, 
neutrality of resource allocation, effects on saving., investment, anddevelopment, nnd the simplicity' of tnx ntdnlstratlot ard co-a'c. 
(This is explalr.cd in the ne.t pzragrar1h. Once the choice of rc(els is 
made, the objective of ra: policy should bh to renflizu tl;zt nodel at
completely as reasonably possible. This wiIJ prevent unintended 
violations of horizontal equity and social views oi vertical equlty, 
distortions in the allocation of resources, and even complications in 
compliance and adrInistracion. The description of problems in the next 
section is predicated primarily on comparison of the e>isting Jamaican 
tax with a pure income tax. The consumption-based model is discussed 
above, 

Problems: Income Tax M'odel, The present treatment of capital

consumption allowances raises a number of inter-related concerns that 
deserve further investigation. First, even in the absence of inflation, 
some of the depreciation allowances may be less generous than recuired 
to approximate loss of economic value. (ror. example, rcn-industrial 

-- ,bufMidngs other than those of reinforced concrete are implicitly assumed 
to lose three percent of value each year. on a declinn cost basis. 
This rate of tax depreciation seems far too slow in the case of wooden 
structures.) Where this occurs, tay-frea recovery of capital does not 
occur and the income tax, in effect, becomes, in part, a capital levy.
 
Moreover, to the extent that depreciation allowed for tax purposes
 
differs significantly from economic depreciation In ways that differ
 
systematically between types of assets, investment choices are
 
distorted. Initial, allowances help to offset the inadequacy of
 
depreciation allowances, and they are inierently neutral in their impact 
on investment choices, But they are conceptually inconsirtent with the
 
liaxation of income, rather than consumption.
 

Second, in a tire of rapid inflation, any tendency toward failure 
to allow tax-free recovery of Investment is aggravated by the use of 
hi'torical cost as the basis for depreciation. The availability of 
initial allowgrces partially offsets this tendency, but only for the 
types of invest-ents for which they are allowed. The existence of 
investment allowances And special Investment allowances that do not 
reduce the value of assets oubject to subsequent depreciation compensate 
for the inflation-induced erotion of depreciation allowances, but 
introduces a further element ot ditortion, Tn particular, wherens 
initial allowances that reduce the dcproc1able base are neutral with 
r@gard to the choie btwoen Iong and shortlivOd Assotn, inventror.t 
allowance that do not rv,,i,,, the dopr,,ciable bae discrininet, in fAvor 
of •hort-livod as.et4, M!orunver, thanoe bnnur rllowances are. at bi'st, A 
very crude wy to rompnAnto for inljation. There allnwancvs are 
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Lthel ateas , iucludinI, Qspe'ein!!y induistIh I enef irt Ing fro--va .typeof- industTiai- incinrives, where rhe tax adri.4ntstritio av no,_ve.n realize there are potentially serious problems. Th,se potential
problems are dioseussed further below. 

The interaction between the porsoniJ and compa taxes deservesattention at several ]evele. The most Hivious of tiese J the proeentprovision for partla; relief ficw, double tti>atiovi of d vidends.t his not ThcughIs necessarily a probler' nreas in, the L.- th.-tdt.cussu in this sectiron Wv oL:trsare, it certonly deserves iurthar study, asnoted below. Complicating the situation is the fact tbrt hince early1982 all interest 
on bank deposits of individuals 
has been legril.V
exempt. 
Thus, any tendency for partial dividend re.ef to eliminate the
tax discrimination apainst equity finance has been more than offset.
adc!tion to obvious Inthe stimulus for legitimate saving via banl:. andother savings institutions, which by itself should encourage the use of
debt, relative to equity finance, 
this exemption opens the door to
massive tax avoidance via tax arbitrage. First, Any 
 entrepreneur
considering invetting in his own firm would be foolish to make an eculty
invertment, since 
any return would be taxed at both the 
company and
personal level (if distributed). Instead, he could place the mcney in a
bank account paying tax-free interest, using 
the account as collateral
for a 
loon to his company at a comparable interest rate. 
 Under this
scheme the entrepreneur would not 
pay te: the
on return to invertment:
rather, since the interest paid the bank histo by company would Adeductible expense, only be
the excess over that 
rate would be taxable rt
the company level 
(rnd at the personal level, if distributed),. 
 r
extreme cases the taxable profit would be converted to a deduction to be
offset against other income. 
 Another version of this arbitrage scheme
would involve borrowing via the company, 
lending to Its owner,
roinvesting the funds in an~exempt account. 

and
 

The lack of ctapital gains tax is "commonly seen problem,primarily as ain the ta;:ation of individuals. !n fact, it hns importantramifications 
In the area of company taxation and its relation to 
the
taxation of individuals. 
 Even in countries where capital pains are
merely taxed at preferential rates, rather than actually being legallyexempt, there are voll-developed techniques for converting ordinaryIncome into capital gains. Such approachae easily
developing countries are trr.nolated to
that exerpt 
gains from tax, especially if tax

administratbon Is weak.
 

By law, most payments companies make to (or on behalf of) employeen
are 
taxable to employees, as well 
as deductible to employera. 
 Ar.ono the
legal @xceptionN are housirn, 
 expensduiin 
 evres of 10 percent of
emoluments nre holiday allowances. It appears, in fact, from ri2accounti, that non-housin uliOwanceg are being paid to (r foriemployers againot Oich no withholding it iwinA Ma for P.A.Y. .
1,oreover, recipivntm maid toare not inclu'e isuch allo6'ancas in tnwoble
i nrome, even if they canrne tupport dvdui'rionm. on rI.quired by l.tw 
In~orit.~~ un o .u torept lv ir,,.i, ntit tor 1.14--t, hiJ nrt 'i. ii,. I 



tetaueration to be pald a! allowances. Finally, _1L Is said that, the 
.if.e.-i-eiployed" use this approach to evade ta,:es by haviing their own
 
companies pay to themselves deductible allowances on which they 
do not 
pay personal tax. 

'heObject of Stud'. The analyslis of capital constimption allowancoe.
 
under the incorre tax should proceed on 
several levels. First, e;;istnp 
patterns of depreciatlon allowances should be analyzed to see how
closely they corre*cpetd to actual patterrs of loss of econornic -alue. 
Studies of this type have been n'ade in developed cou:tries, but their 
transferability to the Jamaican context must be investigated.
 

Second, consideration should be given to various veans of dealing

with the erosion of depreciation allowances based on historical costs
 
that occur under rapid inflation. Among the possibilities to be
 
considered are replacement cost depreciation, Indexing of depreciation

allowances, accelerated depreciation, and immediate expensing. ;hereas
 
the first three of these are raost usefully seen as ways of dealing with
 
capital consumption allowances under an income tax, the fourt! is
 
inherent in proposals to base taxation on ccrsumptlon, rather thar on
 
inccue. (See also the discussion of consumption-based taxation in the
 
second part of this section.) Under imvedia-,*e expensing inflation
 
cannot erode the value of capital consumption allowarces. Of course,
 
partial expensing can be combined with depreciation, as with the
 
Jamaican system of initial allowances.
 

Most approaches to dealing with the problem of Inflation-adjustmenr
 
of depreciation suffer from one defect:
fatal they do not. address the
 
liability side of the balance sheet. 
 (In other words, when businessmen
 
complain that depreciation allowances have been eroded by inflation,
 
they usually do not bother to mention that the value of their
 
outstanding debt has also been Both horizontal
eroded.> end vertical
 
equity and efficiency in resource allocation demand that indexing be
 
extended to both sides of the balance sheet, if it is 
alloied for on(.
 
On the other hand, hdministrative simplicity may dictate that thip

conceptually preferable approach is not really feasible. One aspect of
 
the project will be to Investigate experience in other developing

countries where various approaches to indexing of the tax system have
 
been employed. This will assist judgement of whether such extreme steps
 
nre called for in Jamaica.
 

A number of standard equity and efficiency arguments can be made in
 
favor of an Integrated system of taxing corporate income and apanct a
 
classical system, separate are imposed on
under which taxes corporate
 
profits at the corpnny level 
and on dividends at the shareholder lcvol.
 
Againpt these must be con.41dered the greater simplicity of the classical
 
nytem. Indeed, complete integration (for retained earningm, as wel1 ,s
 
for dividends) is connonly thought to be adminfitrntiva)y Infoasible, 
and integraton 1q, at nost, extendvd to part or all of corporato income 
flowinp Into divd,..nde The Jirmnlan qvgtor, fllows tli, tippronct ,,,



IjVic project will examin the PrcG'ent system of partial dividend 
velief, in comparison with a) ni classical 'system, b) complece relief 
from double taxntion of dividends, and c) complete intepration. There 
it some reason to believe -:hat complete integration may actually be 
easier in a developing, country characterized by concentrnted ownership 
of (predominantly closed) corporations than it is in a developed country 
where eauity ownership is widespread and primarily i.r large open 
companies. 

3,, any system of integration or dividend relief it is necessary to 
decide how to treat tax preferences (exempt income and credits and 
deductions not required to define economic income) thaL occur initially 
at the company level. That is, should the advantages of tax preferences 
be available only to the e-cent that preference income is not 
distributed? And in what order should preference Income and fully taxed 
income be assumed to be paid out? Incentive legislation provides that 
income earned during a tax holiday is exempt to shareholccrs when 
distributed , :ing the holiday. By comparison, the general, income tax 
law appears to follow the British model under which preferences are 
nullified if preference income is distributed, but taxable income is, in
 
effect, implicitly assumed to be dictributed before preference income.
 
Whether this is the most uPpropriate way to deal with this issue
 
deserves attention, as does the treatment of dividends paid from tax
 

,-,.-holiday income.
 

In the Jamaican context, integration may noL be the most important
 
question involving the relationship between the company and individual
 
income taxes. As noted earlier, there appear to be many instances in
 
which companies may be taking deductions for payments to or for
 
employees that the latter are not reporting in taxable income. It is
 
entirely possible that it would be more feasible to disallow deductions
 
for such expenses than to attempt to include them in the taxable income
 
of employees. This is particularly ttue where valuation of fringe
 
benefits provided in kind is involved.' Thus, the study will consider a
 
variety of alternative wqys of dealing with this problem, including a)
 
withholding on fringe b~nefita under P.A.Y.E., b) reliance on closer
 
auditing of individual returns, without inclusion of benefits under
 
P.A.Y.E., and c) disallowance of deduction for fringe benefits at the
 
company level. Of course, disallowance at the company level has no
 
impact if the firm--including the government and firms benefitting from
 
tax holidays--pay no tax.
 

An even closer merging of tlie company and individual taxes would
 
involve collecting taxes on certain types of income at the company
 
level, through disnllcwonce of deductions, rather than at the perasonal
 
level. For example, all interest income might be exempted at the
 
personal level, but made non-deductible at the company level. Tn 
extreme versions of such proposals, individuals would pay tax only on 
wages and salaries and self-employment income, and companies would be 
allowed deductions for only capital investment, goods and scrvicos, raw 
mator%:Kls, nnd wa'wr- and salnirl,. (With1e1dln c11d 1,e apptifud ter 



wsgL- and salaries, and Individuals could be allcwid personal credits or
deductions.) FrInge benefits, interest payments, and dividends would 
not be taxed to indivldua]s and they would not be deductible to
 
companies. In effect a) the corporate ard personal incore ta:es would
 
be completelv integrated and b) the 
lrcre tax would be converted to a
 
consumption tax. Under such a sv'stem progressive 
rates could apply only

to 
wage income, since all other Incotre would, implicitly, be taxed at
 
the company rate. A component proposal for systems of thr type is
 
therefore commonly a flat uniform rate applied 
to all tixab.e income of
 
both companies or individuals.
 

While this approach has clear administrative advantarjes and Is
 
probably more neutral than the 
income taxes imposed in most countries,
 
it Js often criticized because of being less progressive than existing
 
taxes because it eliminates double taxation of dividends, it is based on
 
consumption, rather than on income, and It may be levied at a flat rate.
 
Moreover, there may 
be problems in the taxation of multinational
 
corporations. (For example, disallowance of interest expense and fringe

benefits as 
deductions might reduce the attractiveness of the island to
 
.investors ard jeopardize the credibility of the tax in the United
 
States. 
 The serc'd of these could probably be hendled by a generalized
 
system of withholding, but the first'deservcs further attention.)
 

An approach as novel as this, while attractive in many respects,

could not be proposed lightly. Thus, one aspect of research must be a
 
thorough 
Investigation of the administrative simplification it would
 
allow, the reduction in economic distortions it would entail, and the
 
difference in tax burden under this scheme, 
as compared to both the
 
present income taxes and incomes taxes that had been reformed
 
administratively, as well as structurally. A 
particularly important

question is whether the administrative advantages could be realized
 
without sacrifice of a graduated rateostructure. Any such analysis

would, of course, need to consider carefully the implications of the
 
large role multinational firms and firms subject to tax holidays play in
 
the Jamaican economy.
 

Research Actvities and Outputs
 

fhe pain outputs of this research will be, (a) an analysis of the
 
alternative approaches to income tax reform, as noted above, with
 
recommendations to the GOJ; (b) an implementation plan, developed in
 
conjunction with the GOJ, including 
 legislative drafting, tax
 
administration assistance, and training; and (c) implementation. In
 
order to produce these outputs, a number of special studies will be
 
required. Our initial proposal is for these studies to include
 
consideration of the tax treatment of the following:
 

....------ ii
 



a. taxation of the self-employed;
 
I,, taxation of untaxed fringes;
 
c. the structure of crcdits, exenmptions and deductions; 
0. capital gains and trprsfer taxes;
 
e. capital consumption allowances;
 
f iJnflation ad 'stments;
 
g., legal shortcorings of the current system.
 

Industrial Po'lcv and To% 'Incentives 

Description 

3awaica currently provides a ,'ariety of tax Incentives intended to 
encourage particular economic activ.ities. The present program of tax 
concessions, with some modification, dates from 1956. Jamaican policy, 
particularly in the area of tax hol'days and imrort duties, have beer 
constrained somewhat h,, its obligations as a member of the Caribbean 
Common Market (CARICGM) since 1973. 

'The most nror-4 iinrt Incentives undr' tho income tax are the tax 
holiday provisions and investment allcwances. Protection cf production 
for the domestic narket is provided by the combination of quantitative 
restrictions and cutom duties applied to imported final goods and the 
customs exer'ptionr or imported raw mater4 als and capital goods. 
(General incentive!, to saving found in the personal income tax are 
covered below) . lunning counter to efforts to encourage both import 

1substitution arc e.port promction is the maintenance of an over-valued 
exchange rate. 

Tax holidays of six t- ten years (up to 15 years for 
convention-typ? hotel, and factories sited in selected geographic 
locations) arc granted fo- manulfacturers of certain products, producer
of non-traditicnal exports., agriculture and hotels. Dividends paid out 
of proflts: hene!ftt.c , rom tax hClida;, are also eempt to Jama ican 

sharehcldtrs, L the of company that wonld be paid.tc e.'e the tax 
Dividends pa'd to cr-,,r,i (ao, from holiday orofi ts are taxed cly to 
the extent that they are taxed in the country of r,_-. idence of 
sha reho Id(e r:;. (-,iis proii,, Irn 1'; pro imu.ably intended to tah-:e a2dvantage 
of any forcirn tax cedit:; that would he avail able to ,har,-holderF in 
the U.S., anii!.l ,cv re, and of "tax sparinj," prov'i ,on, in the 
laws of oticr dove'oic( countrie !,. I .5eC .u,,t. ained durin!, the LI Ida' 
period can , ,arried t, r,rd to the first six 'tear,; following,. 
exp!:at ion o r. ,S,1ida'. hv '"w I!; u, Iart unatvlv' a.ue ; to 
whether ic i, aVl , Jcur,,,! durir ; 1C holidaIv', riod, or C1l'v net 
losse;, 'I ,r a f"et t ira; pn t itr dr ng th v I Iid. A co,urt Ihas 
rerertlv d dOd in ..vi I f the at v r rntk,rpret ;1 Ion,) F r:: locatiI; ; 
ill the F I)' ml I0I'c t t de one also henet It I ro. spectia l ta, 
exemp t i il:. 



treatment
.'J. of depreciatio "uide Jamaicana Incente . 
 legislation
~ornple- and not easily characterized. Investment in productiop
.l.gible for six and 
seven \ear tax holidays must 1) depreciated
according to 
normal rules during the 
holiday perlod, even though the
allowances carry 
no 
tjx benefit (unless they contribute to a loss that
cat) be carried forward beyond the holiday 
period). Py comparison,
depreciation on 
investment used in industries benefitting fror. holidays
of at least ten years can be postponed entirel.y
period, to the post-holidav
(Besides reducing post-holiday taxes, 
this increases tho amount
of profits that can be distributed 
tax-free to sharcholders.) The
Investment allowances provided for investment in 'basic industrIes"
described below on are
the company income 
tax. Of course, these are

P~enerally not available to holiday firms.
 

The length of the tax holiday depends 
on the projected effect
employment, local value on
added, net 

efficiency (the comparison of 

earnings of foreign exchange, and
 
costs of local production with 
the price
of imported substitutes). 
 In calculating 
local value added, extra
weight is given to local 
labor costs. Particularly important 
is the.
.
 fact that, by law, a tax holiday cannot be granted for the establishment
of new production In an Industry in which 60 percent of 
local demand is
already being supplied demestically. .Finally, between 25 andof profits of 50 percenta f.rm that does not currently oualify for a holiday 
can
bt-exempt from tax, 
on a sliding scale, 
if as much as 10 percent of
profits are from exports.
 

Holiday, status carries with it e.emption from import duties 
on raw
materials and capital goods (but not from the 
10 percent stamp duty
levied on the value of imports). Raw materials and machinery used 
in
the production of certain 
items are from
exempt customs (and stamp)
duties, 
even if the firms do not have holiday status. Such imports
accounted for roughly 
88 percent of all Jamaica's imports, by value,
from 1979 to 1981. (More than half 
of the remaining 12 percent was
food, in of three
each the 
 years.) These exemptions, combined with
outright prohibition, quotas, and/or duties 
on imports of finished
products, result 
in extremely high 
rates of effective protection for
production for the domestic market.
 

Agriculture is favored 
in several ways. First, 
tax holidays of
five to nine years (depending on local value 
added as a fraction of
gross sales) are provided 
for some crops. Farmers eligible for tax
holiday also g0t exemption from import 
 duty on fertilizers,
insecticides, and equipment. 
 Agricultural companies that do not benefit
from holldays pay 
a corporate tax of 35 percent (Includirg ACPT), 
rather
than the standard 45 percent, 
 Finally, qualifying capital investment is
allowed a 40 percent special Investment allowance,
 

Obiectly-e
 

,rhe purpose of tny Incentives should be to stimulate increased
Mrll ovrqnt arn' t,',pnrt. ,itn r,,,- rnthl firc-l eont. , t'..licieq 

: .'-. , ost , l~li i~s tlin...
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unduly encourage capita)-intensive methods vf prodtict Ion should 
generally be avcided, since they do relotively littlc to increase 

emploment, and they may aggravate the inequality of ircome 
distribution. (An exception would b! capital-intensive activities that 

have linkages to activities that are highly laboi intensive.) In 

addition, incentives should be designed in such a way that they aro
 

relatively Immune fron rianipulation that results in increased fiscal
 
cost and decreased effectiveness.
 

Problems
 

iiaddition to the basic question of whether they constitute good
 

economic policy, the incentives found in Jamaica raise potertially
 
serious administrative crestions. Of course, the actual economic
 
effects of a given incentive scheme depend crucially on whether .t can
 

be administered effectively ard the nature of any adm.inistrative
 
defects. Questions of economic policy and of administration of
 
incentives under the income tax are discussed In turn. Administration
 
of customs exemptions is discussed below
 

Economic Policy. The policy cf. Import substitution !:at was so
 

prevalent throughout the Third World during the 1960s has been
 

thoroughly discrodited. This is especiall) , ropriare in Jamaica;
 

given its small market, there are few opportunities for significant
 
economies of scale, and these were soon realized. Once this happened,
 

industrialization lost its momentum and stagrntion replaced dynamism.
 

By comparison, economic development based on exports faces virtually
 

unlimited opportunities for expansion. The success of such countries as
 

Hong Kong, Singapore. Taiwan, and Korea bear witness to the superiority
 

of a strategy of export-led growth over one of import substitution.
 

How far policy in Jamaica has devinted from favoring exports--or
 
even neutrality towards various economic activities--can be seen from
 

the coefficients of effective protection calculated for 1978 reported in
 

Table 1. With a few exceptions (notably garments and furniture), firts
 
producing for the Jamafcr. market could charge substantially more than
 

the cost of comparable imports would warrant, if they were available. A
 

similar pattern prevailed for exports to the CARTCOM market; though the
 

level of effective protection-export promotion wns generally much lower
 

and subject to less vpriation between prodticts, production for this
 

regional extension of the domestic market was, on average, favored by
 

policy. The big difference occurred in the column for non-CARICOM1
 

exports. Policy was, at best, neutral toward production for exports
 

beyond the rejion, and In some instnnces It was quitu punitivo. Tt is
 

thus hardly ,murprising that Jrnirnn unLrepreneurR look first to the
 
domestic mnrket,, ne. to he CARICOM rnrket, and hardly ever to the
 
larger non-CARC(OM export maret,
 



Li'; i:atuvaI prelfcrence Is accentuated by the . ptov .sions of 
fracentive legislation that prohibit tax holiday status to new firms if 
60 percent of the local market is already being supplied from dorestic 

,ources.If tax holidays avd customs exemptions on cupital goods and 
raw materials were freely available and the domestic market were large.
competition might be expecteO to eliminate e::traordiranry profits in 
Import substituting industries, In fact, the marlet is small, even if 
all CARICOX is included, and t.x incentives are not freel: available, 
As a result in many industriesi there are only one or tvc eot.estic frr.s 
and competition from Importt; 's inconsequential. Thus one would expect 
to see extraordinary profits, rather than merely high costs of 
production, in production for 'he domestic market. Since the external 
market conta.ns no similar high-yield havens for Jsmaican exports, it is 
doubly unattractive. To some extent it may be possible te stimulate 
interest in exports' by reducing the shelter currently provided to those 
producing for the domestic market. 

Janaicals primary question of economic policy in this area is hew
 
(and how fast) to convert from.a policy of import substitution to one of
 
export promotion. Subsidiary questions involve a) the choice of
 
economic activities to target for export promotion and b) the policies 
that should be used to spur exports, and c) the careful design of
 
whatever incentives soem apprrpriate to implenent such A policy. The
 
second and third of these are as important as the first, in that
 
improper--or poorly designed--incentiws can be ]&rgely ineffective, and
 
yet have substnntipl revenue costs, and they can have vcverse side
 
effects. For exanmple, nothing is gained from subsidizing (or 'failing to 
tax) export activity that would have occurred anyway. Even worse, 
export incentives that are geared to the use of capital, as is commonly 
the case, can encourage the substitution of scarce iported capital for 
abundant local labor, and therefore have less impact on employment and 
local value added than would an equally expensive scheme targetted more 
directly toward employment. 

r 

Administration of Income Tax Incentives. In many countries where tnx
 
holidays are allowed there is a natural tendency to pay relatively
 
little attention to the national tax accounting of firms still in thur
 
tax holiday periods. Since no revenue is to be collected from such 
firms, the tax administration may believe that scarce resources ihould 
be devoted to other sectors. Inattention to tax holiday firms can,
 
however, facilitate a wide variety of forms of tax evasion. A few
 
hypothetical examples will illustrate the noture of the problem. 
Vhether (or how much) those particular abuses--and other--actually occur
 
in Jamaica will be one subject of invest1potion in the pro.ect. 

Suppope that one taxpavyt owns two diffetent compnnies, one of 
which benefits from , tax holidv and ont, of which does not. If the 
exempt corpanv bhw . lcallv prOuOuced ravt rrterials, rents )fficc or 
tmanufacturiv,'nrica or 1,nrrow fro., Itr tny-pnyIng afiliate -at lens 
than nrn-' Lenth rento or intrort profito are shiftedprirer, ; rntes,

t lit, f wxv .S.. rot, ti~h''lR r t ,1t ni:{,l 1 ,q I|d, fi,rm, %-i,or,,.tho, 
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will be exempt.. In other words, e;acUtly the samo problor, of transfer 
prices on transactions between affiliated firms that occur in the 
international sphere are irported into the domeatic oc.nc1MY when tax 
holidays are allowed. The Jamaicnn incore tax act c"ntoins provisions 
for adjustment of terms of transections between affLliates found noc be 
at arms' length. The questiou is whether these are actunaf. 1 , employed to 
prevert abuses such as that described. 

b second potential abuse involves the 20 percent irvestment 

KE allowance and the 40 percent special investfrent allowanct, provided for 
capital expenditure on assets to be utilized in select'd industries. 
Such allowances would be valuable to a tav holiday fir. only if the,,' 
could be taken after expiration of the holiday. But it r.ppears that 
manipulation might allow a taxpayer to benefit simultaneou.sy, from both 
the tax holiday provision and the 20 to 40 percent investrent allowance, 
In such a caqe, the marginal tax rate applied to the income involved 
would not be merely zero; it could be significantly negat,ie. 

in broad outline this scheme could function by having a taxable 
entit, buy debt financed equipment and lease it to its tax-exempt 
affiliate., The taxable firm would benefit from, the interest deduction, 
the Investrent allowance, and annual,depreciation allowerces, itoe that 
would generally be of low value to Its exempt affiliate. Thim schee is 
attractive even if. the lease occurs on an ars' length basis; it is even 
more attractive if the lease fee is artifically low. Indeed, the 
extreme version of this schcme involves no lease at all. The equipment 
is bought by the taxable firm, but actually e.ployed by the exempt 
affiliate (or is bought by a taxable firm, ostensibly for use in taxed 
activities, but is actually used in exempt activities). Whereas the 
leasing approach might attract the attention of the tax administration, 
this less subtle form of fraud might not, as it would require on-sito 
inspection of the uses of plan and equipment benefitting from 
allowances. 

The Object of study 

The purpose of the study will be to determine a) the facts about 
administration of tax incentives under the inceme tax and b) tho 
economic effects of incentives, once adminif-tretive realities are taken 
into account, The analysis of administration will focus on ascertatinin 
how widespread and fiscally costly are abuses such as those descrtbed 
above and on frcminA propesais for rhe prevention of abuse, Of coti r s e , 
to the extent that policy analynis suggostrs that incentives should tc 
phased out or take vuw forms, nu gestions for administrntive reform wilI 
be unnecessary or will take ditforent forrin, But evvn if incent-leci 
were eliminated prospectivuly at once, administrative refurr mliht b

ii , I-ho) noodod t v prevent o o,s during, the rernma ir, years o a-ItitIngIday's, 



Anoysis of incert lye policy hould iucus n a, ii-- •h.. elements: 
 income tay Incentives, u--oms dti..u and quant:itative l-'-orrestrictos, and exc 

policy (for 

npe rate policy. Such related mat.tors as credite::ample, c :port finance) my also properly bu included.Though analysis these
of three (or tmore) elemenra riy requirepecialize expertise, an overview,'of incentive policy is roquired, i:order that the complerentary or offsetting effects variousof polcican be assessed. Mloreover, the analysis of i nccntive policy must becoordinated with the goneral study of the incor'e taxes, 

Auong the uestions to be asked about both income tasx and foreigntrade incentives 
are how they affect the relative attractiveness
various economic activities, (imports, exports, various 
of 

forms of
manufacturing, agriculture, tourism, 
etc.), how they 
affect choices ofproduction techniques (especially the choice between labor and 
capital
intensive techniques), their distributional 
ccnsequences, 
 and their
fiscal 
cost in terms of foregone tax revenue. The purpove will be to
examine whether 
incentives 
are properly structure4 to stimulrte the
right activities, using technology appropriate to Jameica, at reascr.a.blefiscal cost. As noted 
earlier, the analysis wi3'l be based otn
understandin, of anhow the incentives opurate in practice, rather than c,
an abstract description 
 that tkes no account of admInistrative

realities and achemes to minimize taxes.
 

'Implementing the Study
 

The standard approach to the study
quantitative restriction 

of the effects of tariffs andis the calculation of of
rates effective
protection. Essentially this indicates how inefficient a domestic firm
can he and yet compote with imports. Analysis of this type for Jamaica
is hampered by the deficiencies of available input-output tables. 
 Vork
reported in Made 
In Jamaica, by Mahmood Ali (1981),
Ayub shculd,
however, provide a useful starting point" for this annlysls. Of course,
the effects of movcrunt to (and mainteniarce of) the parallel market for
foreign exchange must be incorporated in any 
 such study, since
maintenance of over-valuedan e:change rate thereduces protection
provided by tariffs (see Table 4).
 

Much of the 

policies 

same approach should be employed in the examination ofto pror-oto exports. "Effective promotion" would indicate theextent 
to thich varius kinds of domestic production for oxport it being
subsidIzed (or taxed). Arnlylsix may reveal that the iverva untion ofthe Jamaican dollar is offsetting all policies intended to st~mulato
 
exports,
 

(liven that virtually all nItmAlcan Incentives under the Invore taxare ge tvd to eithor rrt-,ulatin), 4iveitrort lxu+ptinp,or ctpta1 Irco-mfror tnx, a ueirul place to -r,'irt in nir--ng torthe cilcullto.fIcVe rteAt t n o r, tn1tLl0n fr.i invvlt antmin th, favoredactivitier. Theq 'an then he unlrved to o4tJnate .cf~'cCr, (Il the 
..~'v rt i v o,,;r,, ,i 1.+hor o, l e dt altI '1110 J ,r
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EY1.'r.CTIVI PROTrCTION COI'IFICIFNTS FOR DOMFSTIC(
 
AND FOPRTIGN SALES, )07F
 

lowe Sest i(- CA1 COM i. it P-Regie.al 
Sales . Sal, Sa les 

Food Processing 
 . 0,96 	 n.90
 
Beverages 
 0..9 	 0.85
O,64 

Tobacco 
 0.65
 
Garments 
 1.01 2.27 ---

Footwear 
 J.77 J.16 ---

Leather Goods 1.4/ ).38 

Furni,-ure 
 1.0 0.99 	 0.99
 
Building Materials 2.84 

Paper ana Paper Products 2.09 1.25
 
Jewelry 
 1.16 1.00 
 1.00
 
Rubber and Plastics 1.89 
 1.14 1.00
 
Metal Products 
 1.54 1.14 
 0.55
 
Chemical s 
 3.17 1.13 
 0.99
 
Pharmaceuticals 	and
 
Cosmetics 
 3.48 1.40 
 0.99
 

Electrical Appliances 2.35 1.96 1.07
 

Overall ,anufacturing 1.68 1.19 
 0.90
 

SOURCE: HIahmood Avub, Nade in JamaIca.
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ifective stimulus of import 1ubstituieon and expnrts. oeovcr,: theycan be used to indicat.e distrihutlonal cousoauencec of incentiver.. Twaking such estlrtes of ef: ectlv La:. rates, account Trust be tt ken o6) upx exemptior during the ',liday period, b) carryvcer of losses Ian ddepreciation and 
 other capitp'1 consumption allowances until thetax-paying period, c) Jnvesrnt,nt nlIowancer available I o fi".s iractivities that do not benefit fron holiday ieglslptlon, d) flow-thrcug,

of tax preferences to sharelolders, .1,(! c) schemes stch as 
 thore
described above that allow manipulatiorn of incentivc to trultiply theirbenefits. Whare pnosfibje, conceptucil anaysis will ba SLpr.ented v:'hdata from firns actual 'y te efittr. from' ince tves. a s b
suspected, monitoring of hclidny firms !s lax, data irom 
such firris may
be. rather incomplete, incccurnte, or otherwise unreliable,
 

Trh study of income tax Incentives in Jamaica must 
take account of
the tax treatment accorded holiday it.come in the 
home countries of
multinational 
 firms. Clearly Jamaica should make full 
 ure of
foreign-tax credits 
aRd tax sparing allowed by developed countries,

Allowing tax-free distribution of holiday income to foreign shareholders
only if the Income is not taxed in the home country may be an effective
 
way to do this, but It deserves further study.
 

Indirect Taxes'
 

The system of indirect taxation in Jamaica 
has four naor
components: customs, 
excise duty, consumption duty, and retail sales
 
tax. The importance of Indirect taxes the
in Jamaican revenue systen
has at least four dimensions. First, these taxns are 
the major source
of revenue, extracted 
fror. the Jamaican people. Secondly, it seems
likely that there will be 
 some substAntial short-term 
pressure to
increase 
revenue from domestic sources in Jamaica, and, if so, the
 revenue increases will likely be gained 
through alterations in the
indirect 
taxes. It is therefore particulnrly important that this Is
examined very closely, Third, it is 
 extremely important that
elasticity of this important portion of the 

the
 
revenue system be maintained
 

at a high level, so as 
to Avoid constant rate changes. Finally, largely
because of its importance--but also owing 
 to its comple-xity and
obviously.unplenned nature--the indirect tax system in its prevent 
form
undoubtedly has substantial undesirable effects on resource allocation
 

Thero are two earlier reports on indirect taxation 
in Jamaica,that we know of. 
 Fiscal Affairs nepartment, Internation Y1,'notary rurd
Taxation in J.i.aien, January .,9 19'/9: and Charles Mclure ]l~roctT.Ttiont i '.aiIcn, 1'3 t. report nubmittad to the Min--tr" o -inancu
of 1 ilca, Auyust '11, 1971). 

i
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and on Income distr-.1huon. An impotam aspect of Liu- planned stu.,,' 
must thnroforo be to bring these Issues Into the open, and also tr 
consider carefu'y the impl 4.ctlons for both resource allocation and 
di.stributcnis of altorc1c tive structures thai tan. ,e cont,1cred. 

Customs dutier are ninot revernue producers at the preie:t r..Ire but. 
this does not mean tim;' the custem.F office Is unimportrrt from the po'2.ri" 
of view of the inci'rect tn.eF: on the ctnrrry, it Is probably 
oxtrtroly ImporrnnL in that a significart ptirt u thk, toverue b.!a C; 
domestic taxes resides in imports which are counted rrd alued in the 
customs office. M:oroover, from the point of view oe resource 
allocation, some of the effects that must he examined L.cst closely 
concern the coordinaticn of direct and Indirert taxes and the effects 
this has on the utiliztor of Jamaican resources. An Important part of 
the proposed study therefore concerns a careful examination of the 
structure And effects of Jnmica's foreign trade repine in conjunction 
with its indirect tax and subsidy reGimes, and of course an examination 
of the customs system forms one part of thin. In additicn, there Pro 
reportedly significant problems with customs administratinn which are 
likely to spill over into both eycise and domenstic sales tn%. 
administration in one way or another and must be looked at for that 
reason as well as owing to the importance of the customs systen as such. 

Although Jamaica's Indirect ta: system is not unusual in there 
being more than ore tax on particular products or heavy concentration on 
a relatively limttvd number of products--both charrncteristics which are 
common to developed and leen develraod countries alike--it is 
undoubtedly correct that the Jamaican system is unusually complicated 
and can stand significant structurol revision. The complicAted rate 
structure with both specific and Ad valorom rates, the apparent almose 
complete relisr.ca of the tax administration on excise techniques--which 
are suitable and certainly shculd be retnined in some c^es but cannot 
be extended to all parts of the indiradt tnx structure--indicste that at 
least very careful examination And almost certainly rostructuring of the 
basic indirect tax systen is required. 

This study will take three forms. First, there should be a careful 
study of the suitability of a general sales tax in a country like 
,ar'alca in g*nral, and in Jaralca spucifically, with particular 
attention to the levol and form such a tax might take. Tn addition, 
howvert, t will be porticularly imprtant to study closly the exciso 
comoditl Qhich produce the maicr part of tho revenue under the proaert 
systOm a;. wbich in all likelihood will cortinua to do so for ,oier yearn 
to come. It t thurotore irpnrtrnt thut thar be precial rtudion of tLet 
traditional iurptuary taxes on alcohol and tohacco as well ar th o on 
peLrolrum products and mntor vehicleo, 1ht, first two or thowu productm 

rSee AJlo the dior.tion under "Irdustrial Policy" above. 
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their 	

port ant f or their d.stribijt1Vc4 Plic~tIons Chairn Loresource allocato 
 impications. hut 
the 	third gr,-tip needs toexamined closely in ttrms of efficiency and resource allniation ei:'.crs. 
hc 

In all likellheod It will be npproprlace to retain palrticular ioms ofspecial taxes on thene proups of products, even if a"enrcsl sales tax.is put into effect, 

Wlih vefpect. to u eneral sales tax such,
as a question that
requires particular examirtion is 	 the pcs.lble hrcnduning oi base toinclude serviccr. It Is not clvar, for thoexr.rle, ctcrvice ta:wo fthe 	 sorts discussed In srern uoi the existing reports on this . .cterbe easily tieo into a mnnut~ictisrer level 
can 

tan, The administrativoaspects of maintainrr.separate excise and custors systenis together witha general sales tax, the differing kinds of 
 skilli, req,iired to
administer the.e types of 
tv::es, and the possibility of administrative
Improvemeant over the 	next few years, are all matters that will have tobe 	 considered very closely in 	 designing an appropriate Indirect taxstructure for P 
country such as Jamaica.
 
in addition to these ger.eral reports, there chould be a particular
 

htudiet of
 

taxes on autotobiles and petroleum products,
 

taxes on the traditional sumptuary excises 
 on
 
alcoholic beverages and tobacco,
 

--	 the coordination between excise taxes and more general 
sale taxes, 

the coordination and relation between the sales tax 
and 	the customs duties,
 

the 	resource allocation eftects 
on 	the farovign trade

and 	indirect tax P'rtems as a whole, both as 
they now
exist and with respect 
to the various altarnatives
 
that misht be considered,
 

the 	administrative aspects of 
all 	existing taxes and
possible tax changes, both because of the 	 difference 
between oyclxe and sales tax administration mentioned
above and bectuse of the extent 
 to which

administrAtlve possibilitioe will limit what 
can 	be
done, partieularly in the general dales tax Prea.
 



Related t'robtems
 

Thc principal forms of wealtlh, taxatior, in Jamaict are properf.y 
taxes and motor vehicle taxes. There is no intene tax on cnrital gtnis,
but there is n transfer ton which is sor'et hat o i .stlustitut. NItt :Jlso 
can be considered a tax oii rho transfer vf wealth. It is also the case 
that there are numerous and con'plex lfliks bergvsen the entire Janlaic,-r. 
tax system r.nd Ole housitip, sector. 

ihe wealth taxes will be considered .Ith a series of studiets urder 
the supervision of Professor Daniel Holland. Profesnor James Follain 
will analyze the relationship between the tax systom and the hou-cinp. 
sector and assist in the study of the land price index, 

The Vroperty TAN
 

Background
 

Property ta):, in principle, should be one of the major sources of 
revenue in Jamaica. It is the primary tax on wealth, and, unlike ocher 
revenue measures, its base is easy to identify because it is visible and 
not woveable. Moreuver, a tax on property wculd catch rhcse people, 
many it appears in Jamaica, who slip thrcuph the income tax net. And, 
because provision of infrastructure and current services raises the 
value of property, it is appropriate that this base be used to support 
the government budget.
 

However, the property tax has never been an important source of
 
revenue either earlier when it was l10'ied on capital value or more
 
recently on unimproved land value. I,'bhn the unimproved land value baoe
 
was adopted and the valuation exercise Land Val 74 provied a propertt' 
tax roll based on current value, it was the expecation that a greater
portion of the property tax's revenue potential could be tapped. Plt 
while in the flirt several yvars that followed propcrty tax roevnues did 
increase, in the .last five years pro orty tax has been on dead center,
Between fiscal 76 and fiscal 82, property tax receipts rose by 17 
percent, while the Consumer Price Index rose by 150 percent. Othur 
taxes responded more buoyantly. Property tax receipts fell from a 
modest 5 percent of totol tnx revenue to an insignificant 2,5 percent. 

These were nvt good years In Jamailcn; land values 'ld not hoor. An
 
in the past. But a t.nnor reason for the poor revenue relpirne or 
property tax lay In the con~tat cy of tfie r.r.o , ed -inluus trom V-74 C. 
With tiesmnennrcd eind iiorfnrul r.itte ronlsv~into with £nflatt'11nv~ 
tile tlu' hasItomnice unproduactive for govornrent, anti L.as bacot .1 
rontinually Prialler hurdun tor taxptivers., 



i. iiev, valuation exerci.I? is urderway, tichedu]ed tot completion in 
J98. Tt will be adopted f.:r property tax bills due April ]9F4. Ten 
years between valuations is coo long, The departures between mrket and
assessed values develop time totilat over ieao 3trong Inect:ities among. 
raxpayers, snd destro, the credibil tv of the tox, 

Itut with the new valuation these disparit.lcv will have 'cen taken 
account of. The proverty tax could becovc r more po:erful revenue
sCurce, This is ii very aprropriate ti:ve, therefore, reconsiderto its 
role In the revenue structure. 

Problems to be Studied
 

A. Unimproved Value Versus Capital Value
 

A major argument for converting the property tax from capital value
(the value of land and the improvements thereon) to unitr'proved land

,value was that the latter would force idle lands Into productive use.
Some Ldve argued that a cursory inspection is enough to indicate that 
the tax hes not accomplished this nbjective, and urge :'n this


'-d..etributional grounds (noted in an ensuing 
and
 

paragraph) that Jamaicn
 
-RoG1d revert to taxing capital values.
 

But put this way the criticism is too strong; one can hardly argue
that this last decade has been appropriate to evaluate the experiment.
A lack of Investor confidence and the unavailability of funds joined to
discourage development 
 of vacant land or further improvements on
 
properties already built on.
 

"Forcing idle lands into productive- use" is a special and extreme 
argument for the unimproved value base. The more general. Pupporting

argument is, simply, 
that a tax base on unimproved values would not
 
deter development, whereps a tax on 
the capital value base would. The
 
tax on capital value wotld Increase with the degree of development. The
 
land value tax would not.
 

Additional. grounds for favoring a tax on unimproved lar.d 
lie in its

relative simplicity and lower cost of administration, The Commissioner
 
of Valuation has estirinted, vary roughly, that It requires at least

three times the resources he prosently has (with an even higher multiplo
applied to such 
skilled ord scarce categories of personnel such as
 
professionally ounlified property vAluert) 
to undertake a valuation on 
the capital value base of : ica's 5O,000 parcels,
 

"This is an important consideration, but it is not definitiv,,. If

there would hoe ubtttntill henefits In other reopects from .,Uitchinn to
th capital vnltte Niso, t additional cort of doing so could be a Prod 
invv" rt't.'pn 



,:c'tilng the revCnue to be. raV',cd itor, a c'( peit, 'n,- at a give. 
figure, either bp..e could be used to ralce that sum. Li dor both ba.se
those parcels with an "average deree" of developm.cnft would bear the same tax. If E:, parcels, exatmpli, improver.ett . re thre2 ti-essuch for 
as valuable as land, a capital. value tax of 1 p.crcent or a lnd value 
ta:. at: 'I percent would rest: t in the .at.e ta-. IiOn. ' . o tio
properties, of course, the two ,',, would re.;ult in d:f!cient ta::
I.iab IIties. On propeI L ,S that 1,m. c below avert.I degree o: 
develupment, the ]; :a'.J,- ta: weu 1d be he. l'.er, whiile " !: ro ert: e.
that have z higher thai: av'erape degree of devcior:elit: the caital value 
tax would be 1heavier.
 

There is concern, therefore, that a tax or unimprov'd value ma,
result in a pattern of burden distribution that does not appropriatel
reflect "ability to pa'," If, by that phrase, we mean the value of both
land and the improvem.ents on it. hiot; serious is the differecce between 
the two bases, ar.d what kinds cf properties are particularly affected'? 
The only way to answer these questions is to develop the "facts". 
start was m.,de on such a study in a rcport by 0. St. Clare kisden, theV 
(April, 1977) Commissioner of Valuations (and new Permanert :cretary of 
the Mini.trv of Mining and Energy). ?ut values could have charged
much since then. By September. 1983, we will have a new sEt of 

very 
values, 

... anda more extensive sampling is in order. 

B. A Classified Prcperty Tax 

Information will be Jeveloped in the new land valuaticn that would 
permit a greatcr degree of "fine-tuning" in setting propert: tax rate,
to meet GOJ objectives than has yet been nosqible. Presently, one rate
 
applies to all uses of property with derartures therefro: rrovided by a 
system of rel efs 'ometi.es based on caitegories of propet,, use (e.g.,
agricultural land) and ;ometimes ott parti.cuar circur-stances of the 
taxpayer. In the new solution all pareis of land will he classified by
use--residential, cc:r:"ercial lndustrial , agricu.tural , etc. (an,
additionally by nun Itv grades in each use cate, ,r, ). This would per-,it
developrmcnt of a property tax whose rates varied .'±th use and quality it 
that use. A "classified" property tcty vould pern:'t. a differential 
structure of property tax rntes. Would thi:s be useful ill achievi:.' C (V 
objectives, in a Pore equitanble distribut in of the tax burder,, in
easing the adc-Anisrration of the property tax. And, if so, whit ,-cui
be the most appropriate .tructure for a classified propert,,, tax? And,
finally, based on L selected sample of properties, how different would 
the burden distribution under a classIfied tax be? 

C. Rate Structure 

Reflectirv- a concern with "ability to pay", .1anaica's propert'. ta:.: 
Js Jevied at ,rogres.i,.' rate. with re-t'(eCt te each nlropcrtV'. Above a 
ccrta n minirr . Valu , tL i,1gher tht. 1!' i:prn,.ed \alu , the h! .her the
effectiveC' rte (rat1' liahi, vtl :etaI T_,', ,,n rt. Some . 

:'1 1 t'1,I' l' 11 
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Jiamrtflca should adopt the r'vraJ.y comtoon practicc- 'n PrOPettv tyntjor

Of a flat rate of t i for all properties. Others who th~nk that the


71----,--IrO T -e'o l -oropedr'typiv'-e-L~ -- ta, '':-- c',urrent"'y i es not pc f,
enough, have urged that the ta. progros ive withbe :.oevpect to, the : 
aggregated holdings of a taxpayer rather than with respet to each 
individual parcel he holds. 

Arguments in principle will take us just s oar, The Fundamental 
question is "what difference coes it tn':e". To answer thLctquestic.,-e

need to develop the relevant Information from a sar-p.e of properties.
 

SJmilarly we would need such sampie to answer more
a ger.eral

questions about rate structures such as (these are illustrative cnlv):
 

a, What rate schedule would minimize the difference 
between property tax based on the current valuations 
and the new valuations. (The Prime Minister has 
promised that property tax liab.lities will not charge
significantly when the new valuations are made the 
basis of property tax.) 

b. Suppose we want to double revenuethe raised by
 
property tax over 
the ne:t three' years: Develop
 
alternative rate and exemption (or flat amount of tax)
 
levels that will meet this obiective.
 

D. De Facto Differentials In Property Tax
 

There is currently concern that with the situation in the Corporate

Area-Kingston-St. Andrew--taken 
as the benchmark (implicitly perhaps)

for an appropriate schedule of property .tax rates, conditions may vary
 
so substantially across Jamaica 
that. very different effective rates
 
apply on similar kirds of properties in different parishes. We have
 
been told, for example, 
that in Kingston on a plot worth $100,000, a
 
$30,000 house may be "typical", whereas In Mandeville on plots valued at
 
$10,000, 
the "usual" house may be worth $50,000. 'ith cre rate of tax
 
prevailing over all of Jamacrn, the homeowner 
in 1.1andeville compared

with his counterpart in Kingston is not paying his "fair share" of the
 
costs of public services, if the "facts" derived from samples 
of
 
property reveal that this is a u:erious problem, the ,OJ may have to
 
think of supplementary parish tates, a term in
or the fornula for local
 
grants that takes accountor "tax effort", or user changes, or som~e
 
other measures to modify the discrepancies.
 

E. Exempt Property
 

One reason the property ta:: has raised ,i disnppointing amount ()f
revenue is that a g(sod deal of the hone - ' empt from Lax. We'e nee d A 
censun of exerpt prupertie:;, -.r.c4 a reiow of exemption policy ba.cd
 
tHIQe utn 1o P l.I If.'(t1,,, I i,prrn'1'. . ta;.. *,il.e,
 



.1:1
 

I. Administration of the Pr(.pertv Tax
 

Whatever base 
 is chosen and whate-,er rate schedule is decided or,the property tay wi '2 remain a meagre revenue source unless majoradministrative difficultie Pre remedied. 

1, A subs t nf.i;f] nu ber o. parce s e , the p rvp r-' tax 

rol are ur4cr objection, ,As long as the assessedvalue I, iT; disputc, collect, el, procedui,.s c.nvn, t he 
instituted,
 

2. A substantial, amount of property lax Is in atreo,-,;.
 

.. The collection process foi 
 tardy and reluctant
 
taxpayers is cumbersome and 
unduly drawn out.
 

4, As 
 noted earli.er, new
a valuation 
 is underay,

schedulfd 
for com-p2etion in September, 19F2, to be
used in preparing 
the tax billp. due April 
1, I814.
Ten years between 
 valuations 
 is too lonr. The
departures between market 
values and 
assessed values
widen inordJnetely over time. And 
the base i.- frczen
until 
a new valtiaticrn 
 is made. 
 It is hard te djust
rates to 
 keep revenues as the price level rises
because of t i nccuities 
 that would result a.ongta.:peyers whose properties-- have gone inup value atdifferent rates. 
 Hence, the current perilous state 
of
 
property tax'tion.
 

Successful propert,, taxation 
requires a 7at, banism forkeeping values up to date. ore frequent va'.uation isthe obvious rer:ecy, But valucit ions are expensive, and
to undertake ther every 3 or L years aboutis the most one coul expect. B~sod on sates evidence ard oth-rrelevant da ta3 SCurces, the Connissiorer o!- Valuaticnsplans to develo . ,aind price 4.*dex, which could beused to up-catc .oe* es anrui win the inter-valuction 
years. Till s ani. interest ing idca and should be 
pursued, 

5, hile development of land values for property tax ishis primam rospn(, r I i I ity, the Co iss loneC- ofValuations 
 is increai 
r Iv draw-r, into estim-ting
capital values for c"ans:er tar, purposes ani! otherinconrection,. 
 1,r thOi piirpc( c his oi :ice reeds tobuild up a r('n::cr capab i i Lv involving bothresouc'e., ar'd iralni-,,, (f pers. in.r , 

rt-e 
alrendv,' attached 

t(o it,
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/. Itat. t e o g .¢.i. rr cern Lo I hlv i r,Cr of 
Valuaticn.- .: as-s.i.g the value o property under 
iental restriction, . Technical ad6Ice and tra! ning by 
vssessors ex:pert in t-HI. arei of valhation vc'uld be 
heipfil .
 

Ulow 	 the Reseanrcl "ilL Bc(.aa r:d Out 

P) oJectF- " Lhrout'i, 11 wili re tLeavilv on ,i.kues draj, , :rcr the nev
vahiat ±01 to be ccm.peted in SeI cr;,er, lcF,. 'hev S0.orequire

capital valuations to be made by the Cc.:'I ssloner of Valuation. Pnd his 
staff to make up the sample of capital values to be compared with 
unimproved land values. 

Projects Fl, F2 and F3 will reciiire the ser-viceF rf a property tax 
administration ad collection expert. Projects F4 aad F5 will recuire 
the services of a skilled assecsor or appraiser, particularly
experienced in the area of the study. Project F6. may a'so require the 
services of an economs t niliar with the operatior of a rent 
controlled market. 

Outcome of Propcrsed Research
 

This research i expected to generate the in formation,
administrative procedures 
and technical cor.peter,ce that will enrble the 
GOJ to get more revenue fron, the property tax, desipn -- property tax 
more suitable %rr n-eecing it:-r economic and social )Tectives, and keep

the property tax or a more current basis, thereby making 
it a more
 
reliable as well as productive revenue measure.
 

Other Considerations.
 

1. 	 The traini P re'uirements for the particular projects 
herein propO, ed have been noted above. In addition 
arrangements should b, 'rde to 	 send members of the 
staff of the Lard Valuation Division tc various 
prog ra:r i n asses n procedures, both urbar and 
rural. AT'd t c 1o. low tCe.:e proprrrxs with on- the-I ob 
experience i- Lw 
 air ess off ice. Fi.e people in 
the 1-ald Valuot ,on Division have already had such 
trainin, cu'-ex.1eince. Mere should have that 
opportuni tv. 

2. 	Futds sheil d 11) provided to send a particularly 
pro': '1- ' r0,: t .o I nd ValuatIon Pi part..ent to a 
more e'*,, v rami in tax such a,,dminstration 
the Cur:-,W o er . .innun ; Iv h. the I tit ern tionl I T,':: 
Prograr.iat 1a rva, di i tveLr! y. 



'ian .ter 'lax 

Al) teal and personl property im. traT 'sfers axe subject to 
taxation, although many ,re not effectcvely taxe. The :ransfer ta.
seems to some degr. nFa1 subst:itute for a cai,-t3ro pin- '' it r is 
percent of the gross amo'unt of the trrnsfer, but net t- exceed tl.L 
capita) gairs on the transferral property. 

hit the transfer tax can A.so be ct doted a ta or. wealth. A.c 
viewed in this light it is neither veli desig'ed ror effect vely 
admiristered. The porentia] (f wealth taxation dest:rves exam:ination. 

We propose to study the operation of the present trail 1cr tax, itr 
economic potential, and alternative "models" for ta-.ino wealth. 11nilc 
,Jamaica is not unique in failing tc tax this basi, there is nc reason in
 
principle why more revenue should not 
 come fror, wealth. This is 
particularly the case for Jamaica, 
since a taq on wealth cr wealth 
transfers could catch those who avoid income tay. 

Taxes and Housing
 

This aspect of the study wi.ll explore the numerous vays in which 
the Jamaican tax system interfaces with the housing sector. The three 
premier examples of this interface are the housirf finance trust, the 
fringe benefit provision of the income tax that allows ex.,clusion of 
employer provided housing from taxable income and the propcrty transfer
 
tax. In addition to these, though, there are some other housing related
 
issues that will be explored. For exanple, how 1Lould rent controlled 
properties be valued for purposes of the new rent control law? 

The study will address two questfons. First, how much ta: revenue 
is lost because of these various subsidiec to the housing sector" 
Second, what art the effects of the sul-sidieF en the housi t.:.,ector? 
For example, one might explore whetlher the various s-ubsidies result i., 
Jamaicans consumIng higher Cu,,1 tieseuS0fgof -i thn hcu.eholds 1,; 
developing countries of r i .ar irco mes. Additicrnl iv, ore might 
examine the distribution o the subidy to see it al" income classes 
benefit equallv or whether one class is benefiting more than another. 

The output of the :;tudv will be at least Lwe, documents. The first 
would be an examination or the current ta:: !,vctem. Foch najor interface 
of the ta:-. :-.'ste, ' d ,- idet! t ed , de crit e(! and a-.:,eL , to 
determine the ,'eveziue io,;rs nd the ,e.'cct on the husing ;ector. ihe 
second o t Ut t,W)Ui be , . .t 0 " ecoT'-1,, , i ,,17,, : ,, ! I PW t :; 1w',X the 
inight bo -. irced to 1,ct ter '2et the roal; r.veu ;" . coI r:c, 
L il s p ,p r woul I ( l '' I 1-. dc " 1 t 0, r 1;o:;e ct e other a :; '.,i s ,, 
complete so that the t o tLe iouingreconrxem ion'; pa,r woulI h, 

i ,,' I C . . 



d~. a. Stud ie , 

1 rnunbe, ol spec),, I.ssues a .ise which are e.eIII j t, t!h
formulation of a cor-prehens ie r:eform but do not neit fal : intc- th t,
three categori es: -oe, 2hesL are: the t ' i oL,'t of L r.c a:n,
al-, nira; tax Tci aence ; th. , 1a tictV c-t thee- a:. t r, ': 'c - I i pact

w, the tax syst er: 1,,on inQ f irlince and rent cent-c ; :rc' 
 n r.. 

axa t.i oLf BauLiLe and ,mlum!n 

Description
 

The bauxite-al.umina industr, in Jamaica is subject to twc different 
ta),: regimes: tie product io levy and the company i ncor,! tax. 
(Royalties are also cclIected 
on bauxite, but these ,re sufficiently

unimportant that thcv are ignored ii what folows.) In te case of 
alumina companics the compary income tax is credited against the 
production levy. For the hauxite companieE the two taxes are kept
 
separate, n ord to 
 avold issues of credibility under the U.S. income 
tax, 

fhe production lev'; is an ad valourcm tax on the uining of bauxite.
 
Since all bau::ite is transferred betweei: af.iliated fil-ms, therc are 
 no
free-market prices for it, a:,d the valuitior. of output n:ust ba based o.
 
a reference price for alumiur metal, tar which there 
 are arms' length
transactior. Thc 
j,- v lorem tax rate varies in erset.y in a complicared 
way with the ,-Ice of aulunminum. To protect revenues and avoid the 
possibility thaL the bau:,ite producers would shift output from Jamaica 
in response to the taLx the pi oduction levv, when enacted in iQ7A,
included presum-ed iinimum, Output quantities. These presumed minimums 
have, however, cor::cv een waived. 

'fhe conmpanv incoI-o tn Is applied in tw( different ways. For 

(:on.anes thrat nroce .- alu:,.na (Alcor and A oa) the tax base 1s 
calculated in t1e nal wav: that Is, expenses are subtrtcted frr. 
sales, where the iatter are valued using free r arket prices. .eedles, 
to say, ,lioctlor Cd P gens s of these vertical> , i.te r,itc
multinationras etwe. the n:orth Arerican parents and their -lma ia _r
subsi diaL e, i,, (,,; 1 " e, ] e1P-. .c nce there are no arms' 1c, th 
trans;acton, ni auxite, tile two corr-LUes that p:rodiice only; baux:ite 
(Kaiser and e';nn, A1:; i c .t, ia'l 11 t e company on the b.r;iser tax 
of a "deer:eO [ lro it" per n ., c.tcti'at is -e. -n ccnsultion with 
the c o p n ton- an ol ,' 0 . on the p ce of a I ,r'.ira. Inhe ren t In this 
appr o,;ch i S a cn t:s lit t ,It t r:tAie pro 1: t/an0not be r.gative in an',' 

I.eislattion ',;t;h ith. , lle production lay' provided for .amalcan 
All .iI 
 1 irp~r A. ilk.. 
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±nJi peov-a tior;.Ie--onduc tc dLho!Lu.:,11. 

betweern Jamaican af f i Iivte.- of ttic f ore ign f1 rri- and Ii:ra:-ica gdu-.i Ce 
Mining Limited (,MBI ) , which is wholly onied br,' ,azuica. :,atio.i 
Invc'stmoent Cc, (JNIC) , a pl.:Hilc euterpri.-e. TBM1 c,~ l percu nt 

___ I Lingb auiit emn -at - r t no ri;h-'p 

I~L,0nnqr 
and 7 percent, respectively, of joint ventures with Alcoa and Alcan. 

ObjeeLives.
 

'hel primary objectiie r tax policy .in mining. e'Fecialiy .i 
develop±n countries ,cting a," hosts to foreign-based rU.-int-cnalSis 
generR]ly taken to be the e::traction of a sizeable :'ra;ction o-- !conomic 
rents in the sector, Economic rents are the surpiu ' of receipts ever 
costs that can be tapped without affecting output. If tayes do not
 
strike only rents, they will adversely affect production and they may
 
adversely affect the choice of mining techniques. (For example, the)'
 
may encourage "bigh-grading".) 

The objective of the taxation of processing of alumina is, to some 
extent, that of the general taxation of foreign companic.. But because 
of the importance of this industry in the Jamaican economy and the 
importance of Jamaica in the worl d market, this industry deseres 
special attention. Ti particular, the trade-off betwecP Lax revenues 
and other forms of domestic value added must be w.eighed carefully. (Of 
course, this is also true in the mining stage, but to a lesser degree.) 
Assessing the likelihood that to:ies will affect econom.ic activity at 
either the bauxite or alumina stage is ccmplicated by the facts that a) 
production is concentrated in a few vertically integrated firms, b) 
bauxite reserves are concentrated geographically in v few countries, 
some of which have attempted to take advantage of the concentration by 
forming a cartel (the Interuationel Bauxite Association--IBA), and, c) 
processing requires enormous amounts of energy, which is scarce in
 
Jamaica, but not for all its competitors,
 

Particularly important in both instances is the need to absorb as 
much of the foreign tax credits available in capital exporting countries
 
as possible. Since taxes that can be credited raise revenue for Jamaica
 
without imposing ary burden on foreign firr-s, they prasumably do not 
affect the attractiveness of Jamaica to foreipn firms. in addition to
 
the level of taxes, this involves important issues of tax structure, 
since theUnited States, in particular, doer.not allow credits for tares
 
t.nat are not based on income.
 

Problems
 

It does not appear that the production levy war carefully designed 
to capture economic rents, rath,,r than ipinginp, on output. It rrm^,e no 
allow-nrce for costs, and its; rnre fn1l a ; the rCurut.ce priCe--atu 
presuably, rnts--riss. To somne extent this potiti.Il doefet may have 
beel ;1n'1IoVatv{d in the earl ,', nrn of tht' !vy by tht provision of 
proru oUn:rnirdnIum . , in e¢t convert!; taX (5d output ,v' I, which,, o ll , th ita 


*i I , ita 1 V i lit)' ,J, :, :.Il1:,.11 I.t .' 1I ,,n,i, C. iu, to,, L. I: 
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vicwpoint i!s below the rninimum. But. the detorjrottin~o ttvrIiai t,4aLim i...n market- -'th-e development o idiL c na1 a t e rnat iv 
sources of bau:te, and the cost. disadvantage of processir.p aluminp .. ,
Jaica 
wit, Cuel oil, rather that elsewhere with coal, hiv,. :leen

mutually reinforcirng influences. that have caused forep-n firm.s tr. reduce

production in ,inmaica desyrito the pr'm n.,ed minImu, cutput, p*..,vjiL,,jS.
Certainly careful ana3'sts o the productiorin ev, is neeaE: c deter'Ir.u 
whether it should be retructurod Lo nake it a mcre effecrv\e *col fo
capturing rents. Cor.Sderatio:- of the el'fect ene.s 01 h t ; would' b
 
a important part of such ,n analysfs.
 

The United States currently does not seem disposed to question the
creditability of the Jamaican income ta: imposed 
on either bauxit'
 
companies or alumina processors. Since this could 
change, it may be
 
well to consider ways In which 
the tax could be restructured t.o assure
 
that it will 
continue to be creditable, while achieving goals of
 
Jamaican tax policy.
 

The Study
 

,The primary purpose of the study will be to deternine how Jamaice
 
should tax the bauxite-alumina indus-try, considering, a) tlte need for
 
revenue, b) the 
desire to avoid discouragiulg Tocal production, and c)

prospects 
for the industry, including the continued deveopment of
 
alternative 
supplies of bauxite and movements in energy prices. The
 
starting point 
for such an analysis is understanding of the Jamaican
 
bauxite-alumina sector and tts place 
in the world marker. This will
 
allow the development of a tax strategy geared to 
 the ta-:;ation of
 
economic rents. It will also 
facilitate putting such a strategy in a
 
dynamic context 
in which Jamaica is reacting to external influences on
 
it and the rest of the sector.
 

A distinctly subsidiary aspect .of the study will 
 focus on

creditability of the Jamaican incore 
tax. Since the U.S. currently
 
seems 
to be content to tolerate Lhe Jamaican tax, even thouph 
ft
 
resembles a production excise, 
there may be little cause for concern.
 
If the production levy is restructured to tax economic rents, it might
 
even he less likely to be questioned.
 

Data Problems
 

Data is the bauxite-alumina sectors should be anonv 
the best in the
 
country, Though more detailed 
examination may reveal problems, 
it is
 
aniticipated 
tha't data will suffice 
for thv purpose at hand. 1.ocation of

the offices of the ILA in Kingston should facilitnte the study.
 

Partial Bib ii emPr!iPhy (etheL O ., nret'1rLl)L:' contd Ined in thl(!,,r 

I. Fra.ci,., A.A. Taxi , the in tho Strt le Over 
l I o,,_rc~e, 11.iime: In:mt t c lt Thr ' ,,,1 ,t i l,,' itt ,',,,,c itt ion i Lh 



jiuonar,~ David E. "An Econo6metric Mde1of thelInternational 
1auxite.-Aluminum Economy, Risources Policy (June, 1981) : 87-102. 

3 1 Robert S " 	 the Structure -fPindyck, 'Carte; Pricing and the 
V\orld .atixite market." Economics NTheBell Journal of: 	 , So. ? .tatumn,
 
3.97 	 ): 343-360. 

T'he fncidence of Jamaicar'Ta:,es
 

Who pays Jamaican taxes and will pay them under a reformed tax 
system? As has been pointed out by man.y, this question cannot easily be 
answered, but it lies at the center of evaluating alternative tax 
proposals. The objective of this analysis is clear: to c-tablish the 
distribution of burdens across income classes under the prescrnt system. 
and to simulate the change in progressivity/regressivity under 
alternative changes in structure and/or administration. At the 
suggestion of the Board of Revenue we will also attempt to make 
estimates of the distribution expenditure benefits. Comparing these 
with the distribution of tax burdens, we may get a rough idea of the 
income redistribution which occurs through the tax/expenditure process. 

These estimates are especially important ir the Jamaican conte:xt.
 
While the tax system presently gives the appearance of being quite
 
progressive, because of its very high income tax rates and progressive
 
rate structure. In fact, the administration of the tax may make it
 
quite regressive. It follows that the movement of the ta:- system toward
 
a more simple, flat rate levy with a broader base, may actually not harm
 
the overall equity of the system. In any case, changes in the
 
distribution of tax burdens have to be viewed against the distributior
 
of expenditure benefits to gain some idea of the overall equity effects
 
of tax reform.
 

Tax 	Bturdens
 

The estimation of tax burdens is complicated by conceptual problems
 
and data shortcomings. We might, however, list the steps necessary in
 
estimating the distribution of tax burdens:
 

1. 	Clearly Identify the rate structure, baqe coverage,
 
etc. of each major tax
 

2.. 	Separate thoS baso exclu,.cons duo to legal oxemption 
from those due to poor adminirration 

3. 	Identify the o.xtont, to which tho Lx rdIuces various
 
sources of incon or incrernis variou s.ourceq of
 
Incomn or Increasen vorloiiq product pric s
 



Fs~inatea u1vtrlbuLioii 
n 0 

o! ilncome _by._scpur'e, 
..7e. classes, :and 
a corre;pondlning

distribution of conSuription e:xpenditures, hy v.r.ous 
classes of consunpt:on. 

5,. ATcieite the reductions icome uh&cin oi I Iwe v r ;r
piroduct prices, by Income c]asses, 

Ii the easiet of caseC;, this is ctremelv diif:icufii o " rdinvolves much rough estimation and judgerent. Tn the iam:aicar case, itis especially difficult becuse 
there are not good data on
distribution 
of income, because poor 
the
 

income tax administrat ion so
compromises the 
 distribution 
 of hurdens as between PAT.
self-employed taxpayers, .nd rd

because thl price effects o indirect taxes
 un hydrocarbon oils may 
to a large extent 
be hidden in domestic prices.
Yet the question is important enough to warrant best
the efforts that
can be made. Moreover, there is 
 some information 
 on consumer
expenditure patterns, 
a census, an inputr-output table mJFit
that allow
tracing 
some of the indirect effects of 
taxes, and one .an sample
taxpayer files to get some idea of effective tax rates.
 

After completing the analysis through 
step 5 for the existing
system, we will attempt to trace out 
the tax burden impl-ications of each
reform proposed. The objective will be 
to derive an estimate of the
overall change in the 
distribution 
uf tax burdens resulting from the
proposed retorm. 
 Hopefully, this 
 will shift emphasis .ntay from
questions of the regressivity or progressivity of specific compornnts of
the tax structure, to 
the overall equity effects of 
the system.
 

Expenditure Eenefits and Budgetary Effects
 

One might stop wth thv 
above difterential incidence 
analysis as
having answered the cs.entiAl quastioA how any
of proposed to reform
might change the distribution of Income. 
 Another question, however, is
how does any given distrfbution 
of tax burdens stack 1p against the
distribution 
of exponditure benefits. A whose
country expenditure
benefits arm distributed ii a progressive manner can more ca1i1y afford
to compromise on the propresslvity of ta:
the rystem than can a country
whose expenditure benefits are not 
so propressively d1rtributed,
 

Elxpenditure benefit 
analyPis involves even more 
jidioement thean tax
incidence rtudles. 
 ,hat ve may do 
in the Jamaica case is folomv
convontionrl appronch to 
the 

allocarinp expenditure banetltr, ncross 
income
clat,4rp 
under vnrius, plnus!ble 
 Iurtionsin
aition, tHw project
will Attempt to somuc',ke Ostlr,tv of tlw 
L-otunt to which bcnofiti; zre
ptte d Intre tho tutut
! i l tn-v bur',4 are not, ticopnrl,,ti o:" 
the
extonLt to whi ch oiir
hurd aio hr1Lf 
 ' . n re e%port ud to othr crtuntriet.,Ond an
-fa i r$OA,

r-I,,t*-,sote of 1 vno rfiuru ot x f.trutcure rulf.v'rN would cI ilge thut t 



14tLh the World B~ank and Lhe Internotiotial Monet&ar-101 reforms F111d hipve calledto improve the buoyancy. of the .Jamaicanit is ilct.- clear tax sVstFrn. Whilethat an increise in the effectiveIhe best interest rate of V-1-acion is iof the coi-,cy, it' is .clear that sorto be inade of OSiL:.-F reedtho effect of alternative tzr; refcrrif- oil Lhethe tax system. In carrving out thVse effort, 
U;4lVO 

made in developing a rpvenue foreasting rmodfe, 
prngress vb1 lo 

for L11t3 CCI r ',' wNhiCh Cn,Icontinue to be used for. uer
been completed. 

Planning. purpose~s -~ftel' Lhic~cioject: hos 

We propose to estimiate the income elasticity of the 1a!,a~c,!non 11 tax-by-tax basis, Ulsing taxes,
standard 
 methods
partitioning of analysis.approach

data permit, rate and 
will be ta.ken whenever possible, 4.0., where thebase elasticities w;ill be estirajted separctelyused in developing a forecasting model. and 

been utilized In the. case oftaes which' -,vein the past such analysis firstthe series realmres reconstructincgof revenues collected
whereever appropriate, 

under enich separate tr,:; (disaggrPcgated,into "ts componunt parts, e.g. ,tobacco and motor the alcchol.fpirits excise and consturrption ta-:,Ls)history of the togethcr with'astatutoty chr.nges that hbve occured ir thu lev%.historical data are Thesethen related to variables which aireinfluence tax likely toyields including the leve!l of income in the countrv,i ! f i, ~i:
.:•:-:
?L!!!
.%:. !: :'L ? :;fi% '::::"'-:."!.-
! : T , -i!:i.;'::::-:?/:i( :.,::":4
L i : - -i~::: ::f!i- : A : • 

.%: I( :!?Lr,. (.,: :: iL:'.-:.. : '.,?bi -;. 7 %:U ::-.~i":.< ::i . -. 10.?:T"i
in the case of newly recommended taxes itconstruct an historical data 

will not be possible toseries of tax revenues;necessary to estimate the 
Instead it will beresponsiveness

income and, of the proposed tax, base toin turn, apply the proposed tax 
rates.
e.g., in the Tn some instances,case of the bauxite levy, it may bedirectly the results possible to useof any modeling efforts whichconjunction with the analysis of that portion of 
take place in
 

the tax system.
 
At the heart of this 

adnmini1strative improvements, 
work will be estimatfon of the extent to whichbroadening the base,taxstructure,etc.can work. to 

changing the ratemake the tax system more or les., responsIveto realandnomnalincome prowth. Thus,elasticitites a comparison of estimatedtinder the previous anrd proposed systemrsprincipal output of this portioni of the work, 
will be the
 

This componetit does, however, alsoelement, Estinmtion contain a technical assistancteof L,11 buovunc:., i sdevelopment the f Irst stepof a revenue orcastin8,, modul. 
in the 

alialysir, Is corupletc, 11thu, by the trlru thethe i' naI modeals cnna ho, utsad asrevrnue foruco.,titip model) which 
an intorraJ pnrt ofthe (;Jcan, in turn,econoimic utilize forplanninp ord bud -rec-nokiiig purpceaqs 



Li_.Low- c ome - n r, 
. 

(:entral go\'ernmeiit t nx pol i r c's can have Jimportint,Xncome taxpaye-rs. Theseeffects,' however, 
0f Ct s on low 

rc often hic-,u becuse thcburdens are borne in thc form of. e ynt. te.ucti.n_ ii .: .or... m. lIin,
sector or in thc' price of cor,-.umer necossities. .-Curr qn?v we .k.JIittlc: about farhow "downi" rhe zocioeoplmic scale tuffect'sgoverrrDnt tax of central 

. poij cies are feIt . hhIs r ecorc I' .yI .II provide
information on that Jmporvartt topic.
 

The 
purpose of this research is to identifv the f ects of
alternative tax reforms on low-income taxpayers. The research requires
estimation of current
the tax burden on these payers and

l)rojections of how they would 

then 
fare under various reform programs.basic technique will Thebe establishing "representative taxpaver families"(rural and urban) and estimating of
their tax burden on a .basisknowledge about the sources of family income and the distributicv, of the 

family budget.
 

Although estimates of these effects may be made from secondarydata, consumer expenditure surveys, etc., these sources will not be as-... ,Informative..as specific househuld data. Therefore, we Propose to carr,
out a set of in-depth case studies of twenty ]ow-inco.-.e Jamaicanfamijies. 
 The following stratification 
,wight be considered. 
 Of the
total twenty case-study families, 
ten 
will be urban hr.:lies (five will
have unemployed households heads, and five will have 1ousehold headsemployed in low-wage labor) and 
ten rural families (five will havehousehold 
heads engaged in agricultural labor and will
five have
household 
heads engaged in petty trade). The urban families will be
selected from an area in Kingston, while the rural parish is still ur.der
 
consideration.
 

We recognize the difficulties involved in selectinp 
families and in
ostablishing the ofkind rapport necessary for gathering high aualitydata on the variables being studies. 
 A counterpart relationship will be
 
used, 

Major methods employed in the case studies will be unstructuredinterviews, participant observation (in which the researcher spends much
time with the 
 family observing behavior), and also structuredinterviewing on key variables after a good reJationship with the family
has been establIqhCd.
 

The several dependent variables to he considered all relate to thehousehold level ard roufhivl fil] :into three c.tegorieF: dumographici ,variables (nur~eTh of chldrn, age of fnmilv mer'hors, so:; of" holicoholdhead), economic variibles" (hoi,,uhold iiComc 111d u×pen, lture pLattvnnweek]y) , and , cclal wel ia're vial,] (health, ,ducactti, nutritcion 
statuii ~of f'irt v ,'.' ,tf ), rs) 



The research has c.eo, Vractica \'itlue I'E t rt., cl developret 
plenning by showing the kirds. of impacts tax pollev changes have on poor 
families. Findings in this regard will havc relevarce to questionF 
concerning the effects of development on women since pcor hcoac'irlds are 
preponderantly headed by wvcnu. Changes whi ch gene-,' Levelopme t 
theory might predict li, times oi economic scilrcit,, such :nease. 
fertility and cecreascd fanily investment in ch.I ldcare ,". also be 
illuminated. 

1.aumemen, 1'P!an, 

This technical assistance project requires careful ccordlnatlon if 
the tax structure reform is tr be comprehensive. The following 
management plan is suggested. Professor Roy hcH] will serve ;is Project 
Director. Professor Bahl and a Senior Resident Public Fir.arcc .dvis'r 
will both report directly to. the Chairnan of the Boor(' c, evenue. 
Professors Rich&rd Bird, PLniel Holland ard Charle "IcLure ,-i-:7. t-'e 
responsibility for the dircct taxaticn, wealth tpx:otion, and inaome 
taxation sections, respectively. This senior staff will be in touch rn 
a regular basis and will have a ser es of scheduled meetir.,s in the 
United States and in Jamalca to discuss the project and ?'o e:er :ssues 
of coordination. Tnsofar as possible, their trips to K'instor. zill 
overlap. Each teamr leader wil: bE responsible for reviewin- and 
approving the work of his research group. The lines of rclationship are 
described in Chart T. 

The Senior Resident Advisor will serve as the day-to-day liaison. 
with the government of .'amaica, and will he in charge of the work of t.e 
resident tax administratIon advisors. A major function of the Resident 
Advisor will be to work with the !oard °e, Revenue in r.viewinp the 
interim project papers, in anticination of preparation cf a Vnite Paper 
on the tax reforr for fiscal years i %4 rr.d 1 ,5. 

The Senior Resident Advisor and the Resident lax Administrltion 
Advisors w.'ill be in Kitg;ton dr~n , the hme, !'P.3-. lure. VC.2,6 nercd. 
The remainder cf Ihe resai ch staff ] div ide their w'ork oitween 

on-site resca-h in i ";tL n and r,-;e rch carr 4id out in the r home 
offices. All trave' p]rs ,will te ccordinatt.d through the '!eam Leaders, 
Project Director, and Fiesident Advisor. 



ANNEX B. 

.J,-.,,AICA 

C' b*'..~ $'2. *. ~ . * -. -- -.- **-..; . -

RB 28/1 

Mr. La'is P. Ecade,
 
VIrector,
 
USAID/J~waica,
 
United Status L;uassy,
 
2 Oford Fo:nd,
 
Kingston S.
 

Dear Mr. Reade, 

On bclalf of the Govern.rt of .Ja:aica, I ,:d :e to ,techn]cal a:ssistniTce in c fnduct5n,, a co, pvrjcns.jve 1' \'w of the . :!tax system. fhe ,roi oct we wish to carry out ;,ci . ]tde the (i-iof an at c rrit ive it ",cture that :i thi he m *:ore fully w"n- T'b!c 1"i h cn -Econotric Recoveryv Fo,- i' , and the 52'Fc ".wt j p7 : c ..n* 

changes the (>om,I : ; S 

Our ' i. to a 1 v c a t;x S) .::,a, LAN .\. lat ,! 
,4,ma t. the ', :' t . .f]UClt: s. %O. ; t. :v 1 , i: r d Ln t;en;t O it ,. ",* ,c, " a ,, 

th'.t o- i .suffic .-t.wnt n t to,. z:.c.t10the, ". ., ""wN: W ! ,b! :L: :..0:10 of zho pa hl]:. :i: : : A.:0, i}. i.0 t LML4, ,,I" 

tax StI'tCuIu L 111'it r ; n ) c(S r .. 
n1 v c o' 

. 

o 
s to 

o . 

at e , a-C: ' il aGru h v I L)n r; . , 

i:h ,0s t I, v C f PC'Kicxl',: r : . '- r 0 e field ," 
:t i d % !1 ," : : , iT . " .t -. (-A: ' 11. '- !'I 

1I ' "I , .. C I I",;, .C 
r. '"" ~~~~~~..... . . .. . . . 1 , . . : : , . . 

h,.P C,'" l .'c:'( Inv, " , , 
a V F f ,. ,Iti ,, ' ' ,,% " '! 

# 1 ii r 

http:Govern.rt


e , eIf. Pf. C f'l,~ i ,r L 1.h e tt i I 'h~iiI. u f C . , - cUj on , is th rough hU,-j e f "wi Ca i 0 1•1S dt ±orviaI [ kflfl.1in Ag , 

Ile~ 

h! ut DF ildio v Ijrowj;n i-zIs !v I'v:d thut in this ins-, 
.We should co.m.un.cate directly with you. A cop) of this letter is beingto Dr. Headley 13vown. sent 

1'! would apreOIite' Your' rCspousu at the earliest possible date, asgt that this project 1e mderw'ay by June, 1983. 
:' at efu t Ir,,l in 

I, shi he F,.Ynce T. ind.nosi in this matter. 

Yours 'ai t hfu 11 , 

(C. R. MIlIler) 

Cha ii a n 
RPoveliiu ,o rd. 

.. c.c. Dr., Headley Brown 
Director
 
National Planning Agency.
 



ANNEX C
 

ACTION MEMORANDUM FOR THE A.I.D. r)IRECTOR 

FROM: 	 The Project Committee
 

SUBJECT: 	 Recommendation for Direct A.I.D. Procurement of
 
A.I.D.-Financed Commodities--Board of Revenue
 

Assistance, Project 532-0095
 

The A.I.D.-financed commodities to be purchased under the
 
subject Project consist of one micro-computer, one sedan
 
and one stationwag-,n. They will be used in direct support
 
of Project operations. The budget amount for this procure
ment will not exceed S45,000. (Two additional, and
 
compatible, micro-computers will be purchased for the Project
 
from local currency provided by the GOJ.)
 

It is proposed that direct A.I.D. procirement of those
 
commodities be approved. The reasons for recommending direct
 
A.I.D. procurement are:
 

(1) 	 the relatively small amount of commodities
 
involved; and
 

(2) 	the need to provide quick support to the
 
Project.
 

As might be anticipated, the contemplated procurement is insuf
ficient to permit the Revenue Board to qain any significant
 
institutional experience in A.I.D, procurement techniques, nor
 
does such knowledge seem to have any continuing value for the
 
Board. Further, overburdeninq the Board with this responsibility
 
would, necessarily, detract from i's performance of primary
 
Project duties.
 

Recomnmendation: For the foreqoing reasons, it is recommended that
 
direct A.I.D. procurement of up to US$45,000 be approved, an( an
 
exception be made to the qeneral policy stated in Handbook J,
 
Supplement B, Chapter 3, that A.I.D.'s policy is one of general
 
preference that the procurement of A.I.D.-financed project qoords
 
and services required to implement bilateral projects be unrer
taken by the Borrower, rather than by A.I.D.
 

APDPOVPD: .
 

DISAPPROVED:
 

,iDATE: al 	 t 

DRA TER : DDarby/1,Pri ud,]I ne:mr :5/4/83 

Cleaiance: A/T-'CO, 	 ..:,5Skoqsta0 	,. 

2(:
C0 T :G"'cr r ios ' 



AnnexUNITED SIAIES INTERNAT'IONAL DEVELOPMFNT COOPFRATION AGENCY 

A.GENCY FOR INTERNATIONAL DEVELOPMENT 
\',.AHING1C' N 0 C 052'3 

IAC/DR-IEE-83-4
 

ENVIRONMENTAL THRESHOLD DECISION
 

Project Location Jamaica 

Project Title and Number Revenue Board Assistance 
532-.0095 

Funding $3,146,000 

Life of Project 1Y 1983 .. FY 1986 

IEE Prepar d by : Bruce Kernan, LAC/DR/MAD 

.Recommended Threshold Decision Categorical Exclusion 

Bureau Threshold Decision Concurrence with recommendation 

Action : Copy to Lewis Reade, 
Director, USAID/Jamaica 

Copy to Barry Burnett, LAC/DR/CAR 

Copy to Bruce Kernan 

Copy to lEE file 

Date LQ" ,? 2 

James S. Hester 
Envi ronmental Officer 
Bureau for Latin America 

and the Caribbean
 



)NITIAL ENVIRONMENTAL EXAMINATION
 

Project Location Jamaica 

Project litle and Number : Revenue Board Assistance 
b32-0095 

Funding $3,116, 000 Loan 

Life of Project 

IEE/CE Prepared by 

Environmental Action Recommended 

: 

; 

: 

FY ]983 - FY ]986 

Bruce Kernan, LACDR/MAD 

Categorical Exclusion 



), Examination of Nature, Sope, and Magnitude of Emvironmental Impacts 

The project purpose 
is to assist the GOJ in its efforts to broaden its
 
revenue base, increase its revenue, and develop a revenue structure and 
administration that will provide adequate revenue for the public sector and
 
reduce disincentives for the growth of the private sector. The purPcse is 
also to insure that the financial hurden will be equitably distributed
 
among the population.
 

lo accomplish this purpose, the project will 
provide technical assist
ance, training, training aids, and in-country travel and special support
 
services.
 

Two subparagraphs of the AID Environmental Regulations, 22 C.F.R.,
 
Part 216, Section 216.2, apply to the project. Under subparagraph (i),

Initial Environmental Examinations are not 
required for education, techni
cal assistance, or training programs, except to the extent such programs

include activities directl'y affecting the environment. The project
 
includes no activities directly affecting the environment. Under sub
paragraph (iii), projects supporting analysis, studies, academic 
or
 
research workshops and meetings do not-require an Initial Environmental 
Examination. The project will support analysis and study of the Jamaican
 
tax system.
 

Based on the above, this determination of categorical exclusion finds 
that the project will not have a direct, significant environmental impact. 

•1. Recoirimendation for Environmental Action 

The proposed project will foster no foreseeable harmful change in the
 
human or natUral environment of Jamaica. It is recommended that the Chief 
'Environmental Officer for Latin America and the Caribbean approve a
 
Categorical Exclusion for this proiect.
 

!.- A
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Annex E 

5C(2) PR JCT CEZCKLIST 

Listed below are statutory 
criteria applicable to Projects. 
This section is divided into two 
parts. Part A. inludes criteri.a 
applicable to all projects. Par
3. anplies _o =ro-ects funded 
from specific sources only: 3.1. 
applies to all "n:ciec:s funded 
with Development Assistance 
Funds, -.2. applies ;rojects-o .
funded wit-h Develo-ient 
Assistance loans, and B.3. 
applies to projects funded from
 

S. 

CROSS REFE.PcNCBS: 	 IS COUN-rqy 
CEECKLIST UP 
TO DATE? HAS 
STANDARD !T-M 
CEECKLIST BEEN 
REV-ZIE':,D FOR 
TEIS PROJECT? 

A. 	 -TEP.III, 

v 102- .on Act
 
Sec. 523; ..A Sec. 6A;
 
Sec. 6533(1).
 

(a) 	Describe how Congressional Notification 
.. nhoritins has been submittedappro-
'Driaticnis cc=,,i~t tees Cof 

Senate and *ouse have
 
been o: will - notifi.ed
 
concern ing t-.he project;
 
(b) is a ... ,ce t~in
 
(Operational Year Budget)
 

i'
orcni a0eocation 

reported to Congress (or
 
not more tIan million
Mi 

over ."a .
t 

2. 	 FAA Sec. Cl6 a,(2). ?ror
 
to o . Icatlon ,:. excess
 
of $]00,00, will there be
 

http:notifi.ed


AIL) , ": 	 Sc-r ; n 30, ,, HANDBOOK 

() engineerins, finan-
.ia. or other plans 
necessary to carrv cu
the 	 a.si..sance anc (b) a 
reasona-)y firm estimate 
of the cost to the U.S. 
of the assistance? 

.1.?k Sec. C(a)(2)
"u ...... 

S rWa ~-- c..... ... 

recipient counhat 
is basis for reasonable 
exnecta-t.on that such 
action wb.l De ccmpleted 
rintime to :- t orderlv 

acco2.-h~:-tt of purpose 
of the ass "tance? 

4. 1VAL Sec. ?Y i12,:b):.982 
-A -m.i m z - Sec. 

a0z. e 1 C n " odZ:eE% a-
:a'cer--[ct a in c.-.resource ,2u-'2u..." on, 

has zo : ,et the 
, .1c...(3 ,.n; c=r:izeria as 

set cr - , h 
-n ' a Stzandards 

for P!arn1-'n (F.ter and 
?elaae£ Lanc] Rescurces, 
cated Oc:cber 25, 1973? 
(See D ian!dook 3 for 
new cu4&!7.4es. 

, 	 'F7A Sec. £ 1el). 1f
 
project ?.s c:0ta. 


constUC t.. -n), and al 
U.S. assistance for it 
wil exceQO< S1 million, 
has ViSsCn D-ector 
certz-::ed and -:e"ona 

";-Assistant 7% itrtor 
taken into consideration 
the ccunrvy' caaiity 
effectively to maintain 
and .t.l'ze t.e zo ject? 

(a) 	 Yes, firm financial 
plans 
Yes have been developed
 
as 	 part of the Project 
Paper.
 

(b) 	 Yes 

No, further legislativeaction required.
 

N/A
 

N/A 

F'- 2
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6. 	Fk_, Sec. 209. :s Pro)ect 

susc tIZIE.to execution 
as part of regional or 
Multi2aterl ;:oject? lf 
SO, why is pzuject not so 

and 	concluzion wbe6her

assisancevi!!CaOLtace
 

regicna2 eevelczm_-n
 
progra~..s 

7. 	 FAA Sec. 601(a). 

conclusions whether
Croeclt w41i encourage 

effocts wi. thencounre 

eftOrtz ofitce Country 

to: (a) increase the 

flow of international 

trade; 
(b) 	foster private
 
initiative and 
conpetition; and 	 (c) 
encourace 6evelopment and 

use of cooPeraives, and
 
credit unions, and 

savlngs and loan 
associations; (d) 
discourace Monnolistic 
practices; (e) iprove
technical e=ffciency of 

ind 	 agicutu~e andry, 
co-.e:ce; and (f)
strengthen f'ree labor 
unions. 

8. 	FAA Sec-. 601(b).
 

Inaconcusio-ns aImproved
an how 

on c. L 

project will encourage 
D.S. private t:ade and 
investment abroad and 
encourace private U.s. 
participation in fore'-gn 
assista.-ce 
(includin uzne of private
trade ch nne!.- and the
services, of U.S. privateenterprise). 

AID HANDBOOK 3 , A p 3, App .M 

This project is nct 
susceotable to executiun 
as a recional or multi

lated project. Impact
 
will be country specific
 

(b) 	Project will have
 
impact on private
 
companies and indivi
duals and will promote

economic equity.
 

(c) 	Not directly.
 

(d) 	No.
 

(e) 	Yes, equitable taxation
 
should result in better
 
planning.
 

(f) 	No.
 

tax 	adminis
tration should inarove
opratin ccnditsnnw; for
 
U.S. investors an! others 
Commodities and tecinical 

dssistance are U.s. 

I.;-.
3
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9. 'FAA Sec. 612(b)', E36(h); 

FY 19 62- A,*,-:rczri - icn 

step, tzxen to az=Ze 

extent possible, the 
country is contributing
 
local currencies to meet
 
the cost of contractual
 
and other services, and
 
foreicn currencies owned
 
by the U.S. are utilized
 
in lieu of dollars.
 

10. 	 FAA Sec. 612(d). Does No
 
tne U.S. own excess
 
foreign currency of the
country and, if so, what
 
arrkngements have been 
made 	for its release?
 

11. 	 FAA Sec. 601(e). Will Yes
 
tbe pro~ect utilize.
 
competitive selection
 
procedures for the
 
44wa:ding of contracts,
 
except wherp applicable
 
procurement rules allow 
othervise?
 

12. 	 FY 1982 ADoropriation Act Not Applicable
 
Sec. 521. l1 ass2.stance
 
"is Zor the proeucl-ion.of
 
any commodity for export,
 
is the cc..odity likely
 
to be in surplus on world
 
markets at the time t*he
 
resulting productive
 
capacity becomes
 
operative, and is such
 
assistance likely to
 
cause substantial injury
 
*IoU.S. producers of the
 
same, similar or
 
competing commodity?
 

13. 	 F,-"A I!8(c an (d. N/A
Does :ne p:o3ec) coplyN/
 
with the envronmpntal
 
procedures setw fortb in
 

t:D Pec-uation 167 Does 

http:proeucl-ion.of


'
" ' -
7 ' ,.7 ,,; , ""'I-"**.,,* -7
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14 ,Jt l r , I J .... A-- . .I All)...... "' 

the project o:' prog:am
 
take into co.z4dieratior.
 

t:uction of tropical
 
f.o:Csts?
 

4. A 121 (d. -f a Sab l N/ 

pro~ec:, ,as a deterna
tion been zade tba: the 
host govern:ent has an 
adeguate systeo fc: 
accounting fo: and
 
cont.o.ling :eceipt and
 
expenditure of project
 
funds (dollars or local
 
currency generated


eefom)?
 

~.FT3N:)NG CRITERIA FOR PAOJICT 

1. Develonment Assistance 
Prc~ec: C:z.:er.a Not Applicable
 

a. FM Sec. 102(b), 111, 
113, 281(a.). Extent to 
wt.cn act.vity will (a) 
effectively involve &he 
poor in development, by 
extending access to 
economy at local level,
 
increasing labor-inten
sive production and the
 
use of appropriate
 
technology, spreading
 
investment out from
 
cities to small iowns and
 
rural areas, and insuring

wide participalion of the
 
poor in the benefits of
 
development on a sus
tained basis, using the
 
appropriate U.S. insti
tutions; (b) help develop
 
cooperatives, especially

by technical assistance, 
to assist rural and urban 
poor to help themselves 
toward better life, and 
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citherwise encourage
 
e-moc.ratic -riva-e and
 

i11 ,,t t~U.....onS lcl)SU:m C 
the seif-hel: efforts ef 

c6evelopling coUnt:ies; (d)
 
q 1.cth, apat,'
%- on
,-e 

of women in the national
 
economie. os deve0o.ing
 
countries and the
 
improvement of women's
 
status; and (e) utilize
 
and encourace recional
 
cooperation by developing
 
countries?
 

b. F A Sec. 103, 103A,
 
104,705, 106. Does the
 
P:oect !it the criteria
 
for ubc yp. of funds
 
(functional accounC)
 
being used?
 

c. FKA Sec. 107. is N
 
emphasis on use of apprc-
priate technology
 
(relatively smaller,
 
cost-saving, labor-using

technologies that are
 
generally most appro
priate for the small
 
farms, small businesses,
 
and small inczmes of the
 
poor)? 

a. 
 FA Sec. 110(a). Will 
the rec.pzent country Yes 
provide at least 25% of 
the costs of the program, 
project, or activitiy 
with respect to which the 
assistance is to be 
furnished (or is the 
latter cost-sharing 
requirement being waived 
.or a 'relatively least
 
developed",country)?
 

iv1.--6 
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pAx sec. 120(b). 


assistance be disbursed 
fo project over more 
than 3 years? If so, has 
JUstif.cation sat-is
factory to Congress been
 
nade, and efforts for 
other financing, or is 
the recipient country
 
"relatively least 
developed'? (M.D. 1232.1
 
defined a capital project
 
as "tbe const:uction,
 
expansion, equipping or
 
alteration of a physical
 
facility or facilities
 
financed 'y AID dollar
 
assistance of not less
 
than $1OO,00O, including
 
related advisory,
 
managerial and training
 
services, and not under
taken as part of a
 
project of a predom
inantly technical
 
assistance character.
 

f. FAA Sec. 122(b). Does
 
the activity give 

reasonable promise of
 
contributing to the
 
development of economic
 
resources, or to the
 
increase of productive
 
capacities and self-sus
taining economic growth?
 

g. FAA Sec. 281(b).
 
Describe extent to which
 
program recognizes the
 
particular needs,
 
desires, and capacities
 
of the people of the
 
country; utilizes the
 
country's intellectual
 
resources to encourage
 

N
 

Yes
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111stitutional development; 
and supports civil 
e-du cat.i 6 n--ani7d~training in 
skills required for

effective participaion- ;n 
governmental processes

esential to self-government. 

2. 	 Development tss.stance Projecty2 _cCriter a (Loans On ) 

a. 	FAA Sec. 122(b).

Information and conclusion 
on capacity of tbhe country
to repay the loan, at a 
reasonable rate of interest. 

b. 	 FkA-Sec. '620(d). If 
assistance is for any
productive enterprise which
will compete with U.S. 
enterprises, is there an
 
agreement by the recipient
 
country to prevent export

to the U.S. of more than
 
20% 	of the enterprise's
annual production during

the 	life of the loan?
 

c. ISDCA of 1981, Sec. 724 

(c) and (d). If :or
 
Nicaragua, doe*s the' loan
 
agreement require that '.he
 
funds be used to the
 
maximum extent possible for 
the private sect.or? Does
 
the project provide for
 
monitoring under FAA Sec.
 
624(g)?
 

3.Economic SU=ort Fund 
Propect Cr: er:a 

a, FK sec. 522(a). Will 
. a3si:ztnce promote

economic or political 

N/A 

N/A
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possible, does it reflect
 
the policy directions of
 
FAA Section 102?
 

b, 	FAA Sec. 531(c). Will
 
ass'sance uncer this
 
chapter be used for
*=41iitary, or paramilitary 
activities?
 

c. 	 FAA Sec. 534. Wil ES? 
!unds :e used to finance 
the construction of the
operation or maintenance 
of, or the supplying of 
fuel for, a nuclear 
facility? :f so, has the
 
Pre.sident certified that
 
such use of funds is
 
indispensable to
 
nonprolifera ti on 
ob ectives? 

-. 	FAA Sec. 609. If 
commodit-es are to be 
granted so that sale 
proceeds will accrue to 
the recipient country,
have Special Account 
(counterpart)
 
arrangements been made?
 

[ 


* i , a.. sL . 
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Listed below are the sjatUory

items. which normally wil1_be
 
covered routinely in those
 
p:ovisions of an assistance
 
agreement dealina with its
 
i .mplementation,or covered in the
 
agreement by i=os-n limits on
 
certain uses of funds.
 

These items are a:ra:.ed under
 
the 	general headings of (A)

Procurement, (B) Construction,
 
and 	(C) Other Restr.ctions.
 

A. 	Procurement
 

1. 	FAA Sec. 602. Are there Yes
 
arrangements to permit

U.S. small business to
 
participate equitably in
 
the 	furnishing of
 
commodities an'd services
 
financed?
 

2. 	FAA Sec. 604(a). W L1 al)

procurement ze from the 	 Yes
 
U.i. except as otherwise
 
determined by the
 
President or under
 
delegation from him?
 

3. 	FAA Sec. 604,d). If the
 
cooperating :ountry
 
"discririnatesagainst

marine insura.nce Jamaica does not so
 
companies au-horized to discriminate
 
do business in the U.S.,
 
will conjnod4-ies be
 
insured in the United
 
Staes against marine
 
risk with sucb a company?
 

4. 	FAA Sec. 6041e)s ISBCA of
 
'180sec. 7C(a). 1f
 
offshore prc:urement of
 
agricultura, commodity or
 
product is to be
 

http:a:ra:.ed
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financed, is there
 
provision against such
 
procurement when the
 
domestic price Of Such 	 Not Applicable
 
commodity is less than
 
parity? (,xcepton wbe're
 
cormmodity financed could
 
not reasonably be
 
procured in U.S.)
 

5. 	FAA Sec. 604(c). Will
 
Not 	Applicable
cons.ruc-on or 


engineerin services be
 
procured from firms of
 
countries otherwise
eligible uncer Code 541,
 
but which have attained a
 
competitive -apabiliity in
 
internat.iona. markets in
 
one or these areas?
 

6. 	FAA Sec, 603., is the
 
shipping excloded from No
 
compliance with
 
recuirement in section
 
901(b) of the Merchant
 
Marine Act of 1936, as
 
amended, th.at at least 50
 
per 	cent :, f the gross
 
tonnage of c:znodities
 
(comp'lteC separately for
 
dry bulk rriers, dry
 
cargo and
 
tarike•r.z) --. ,nariced shall
 
be tr;n-1po:ted on
 
privately owned U.S. flag
 
,ocr~e.1 've~se.sto the
 
e xert Inzt such vessels
 
are available at fair and
 
reasonable rates?
 

7. 	FA -.Sec 7; L Z
 

:ecnniic:e azz zance is 
finzincec, .such 
assistance_'". 2:.,sbed
 
by privAv cnterpise on
 
a co--"s to the
 

pract-c'C2!e? if the
 
Facil:tes of other
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P~dera2 agencies will be 
utilized, are they 
particularly suitable, 
not confpetitive with 
private enterprise, and 
made a.7alable without 
undue interference with 
domestic nzocrars? 

Yes 

8. Inte-na':ional Air 
-an-s~orc...Fa::. 

Yes 

CoDet-.:v
Act, 17,4 

e ?ractices 
air 

transportation of persons 
or prcperzy is financed 
on grant basis, will U.S. 
carrier:s be used to ,the 
extent such service is 
available? 

9. FY.-2 Arcpriation Act 
Sec. 504. If tne U.S. 
Government is a party to 
a .. o 
procurement, does the 
contract contain a 
provision authorizing 
termination of such 
cont ract fo the 
convenience of the United 
States? 

It will so provide 

B. Construction 

1. FAA. ec. 
caplIta! 

601(d).
(e..g., 

If 

construction) project,
will U.S. engineering and 
p ofessional services to 
be used? 

Not Applicable 

2. FA Sec. 6JA(c). If 
contracts :or 
const:ucticn are to be 
financed, w-i1 they be 
let on a cc...etitive 
basis to zaxirum extent 

Not Applicable 

practicable? 
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3. FAA Sec. 620(k). If for 
construction of 
productive enterprise,
will a ccrecate value of 
assistance to be 
furnished by the U.S. =ot 
exceed S100 million
(except .cr P? -.. ve 
enterrises in Eclt that 
were described zn -be CP)? 

Not Applicable 

C. Other Restrct:ions 

I. ?AA Sec. 122(b). If 
develop=en' .oan, is 
interest :ate at least 
per annun during grace 
period and at least 3% 
per annuin the.reafter? 

2% 

2. FAA SEc. 301(d). If fund 
is estaZl:sned solely by
U.S. contributons and 
administed by an 
internatioal 
organizaticn, does 
Comrptoler General have 
aud h L. 

Not Applicable 

3. F.1-7. Sec. 620(b). Do 
arrancemenns exist to 
insure that United States 
fcreicn aid is not used 
in a -maner w-'icb, 
contrary to the !bes
interests cf the Vnited 
StateS, r.:...s Or 
assiszs the foreicn aid 
project.s Cr acz.. :t':es of 
the Cc...7. 'o C
count'ies? 

Yes 

4. Wi"21 
use cf 

rnezet 

f'nanci.c: 
preclude 

.. ..... ... .. . . A c t 

Sec.o 
per~:.crnce of 

Fay for 
abortions 
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planining or 
to motivate 
or coerce persons to 
practice abortions; (2)
to pay for performance of 
involuntary sterilization 
as method of family
plarning, or to coerce or 
provide fZ--nial
 
incentive to 
any person
 
to undergo sternlization;
 
(3) to pay for any

biomedical researcb which
 
relates, in whole or 
part, to methods or the 
performance of abortions
 
or involuntary 
sterilizations as a means
 
of faMily planning; (4)

to lobby for abortion?
 

b. FAA Sec. 620(q). ToY 
compensaze owners for 
expropriated nationalized 
property? 

C. FkA Sec. 660. 0 
provide training or 
advice or provide any
financial supcr: for
 
police, prisons, or other
 
law enforcement forces,
 
except for narcotics
 
programs? 

d. 
FAA Sec. 662. For
 
CIA activ:-zles? 


e. FAA Sec. 626(i). For
 
purchase, sale, long-termY

lease, exchange or 

guaranty of 
the sale of
 
notor vehic2es
 
manufactured outside
 
U.S., unless a waiver is
 
obtained?
 

f. FY 9S2 z:ri::icnAct,sec. 5C2.
. . . Pc"a
c t-c3av 
....
!ties, 

retirement pav, cr 

EFFECTIVE DAIL.September 9 AGE30, 1982 7'1- N . 

Yes
 

Yes
 

Yes
 

Yes
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adjusted service
 
compensation !or military 

personnel?
 

g. FY 15C2 A-'iropration 
Act, sec. 505. To pay 
U.N. assess7ments, 
ar: ear aces or 2ues?
 

h. FY 1982 A=:opriation 
Act, Sec. 506. To carry 

out provlsicns of FAA
 
section 209(d) (Transfer
 
of FAA funds to
 
multilateral
 
organizations for
 
lending)?
 

i. FY 1982 AtzroDriation
 
Act-, Sec. 510. To
 
finance the export of
 
nuclear equipment, fuel,
 
or technology or to train
 
foreign nationals in
 
nuclear fields?
 

j. FY 1982 Apropriatlon 
Act, sec. 511. WiIl 
assistance te provided
for the purpose of aiding 
the efforts of tre 
governnent cf such 
country to repress the 
legitimate :ichts of the 
population cf such 
country contrary to the 
Universal Declaration of 
Human Rights? 

k. FY 29E2 .:o-riation 
Act, Sec. . To e 
used for pu licitv or 
propaganda purposes
within U.S. not 
authorized by Congress? 

Yes
 

Yes
 

Yes
 

No
 

No
 



ANNEX F 

LOG FRAME 

Narrative Summarv Objectively Verifiable Indicators Means of Verification Important Assumptions 

Program or Sector Coal: 

Promote the recoverv and 
sustained broadbased growth 

--Real growth of GDP equals or 
exceeds 4 percent ner year by 

rOJ national accounts data --World economy recovers 
current recession 

from 

of the Jamaican economy 1986 

--Unemployment declines below GQJ unemployment statistics --Key structural reforms of 
22 percent of the labor force Jamaican economy are carried out 
bv 1986 

Project Purpose: 

De'ign and introduce a 
tax system tb3t 

-Tax avoidance and under-
reporting b\ self employed 

--Board of Revenue --EEC assistance in providing ADP 
is completed on schedule 

suvpcrts the government's Is reduced by 75 percent 
economic recover-v program. by 1986 
In particular, the reorgan
ized structure and procedure --individuals who are econom- --GOJ budget data 
of tax administration must icallv similarly situated 
encour3ge an export oriented pay ossentially the same tax 
market based recover-v aid 
grwt' --revenues equal current account 

expenditures 

-budget deficit declining to 
10Z of GNP by 1986 

--GOJ budget and GNP data --Economic stability and growth 
-- Improvements in tax administration 

will lead to greater revenues 

--Consistent application of equitable 
tax policy and regulations 

--Continued COJ support of the tax 
departments 

G-1
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utpuits M df ts Means of Verification Important Xssor;,t ions 
Analysis of incIe tax I final report Con-,,ltait ion with Proiect - taim.v availab ilitv of consul tant.' 

B. Analysis of Tax Incentives I final report 

Coordinator m'rhors of T.A. 
team, and l>'venue Board 
coiunterparts 
Consultation with Project 

avail'1hilitv of adne,,,ate data: fl 
coope-ation of all relevant elernntr 
of tile t(0 . 

- timely availability of consultants, 
Coordinator, members of T.A. 
team, and Fvenue Roard 

avai1bilitv of adeuate data. full 
cooperition of all relevant ele-t 

.ad'vsis of foreign trade 
and domestic indirect tax-
a: ion 

1 final report 
counterpa-tsa 
Conqultation with Project 
Coordinator, members Lf T.A. 
team, and tevenue Board 

of tile C0. 
--tir.l1v availability of consultantz, 

availability of ndenuate data; full 
cooperation of all relevant eler--:-t 

.nalvsis of wealth taxation I final report 
coonterparts 
Consultation with Project 

of tile (OJ. 
--timely availability of consultants. 

Coordinator, members of T.A. 
team, and Revenue Board 

availability of adequate dIta: f ' 
cooperation of all relevant elemer-tz 

Anaivsis of the taxation 
of mbauxite and alumina 

i final report 
counterparts 
Curioultation with Project 
Coordinator, members of T.A. 

of the C, . 
--timely availability of consultant-. 

availability of adequate data: full 
team, and Revenue Board cooperation of all relt-vant elementz 

'5ecialstudies 
. rhedistribution of tax 

burdens 
.1:eelasticity of the 

4 final reports 
counterparts 
Consultation with Project 
Coordinator, members of T.A. 
team, and Revenue Board 
counterparts 

of the COO. 
--timely availability of consultants. 
availabilit, of adequate data: ful 
cooperation of all relevant elementz 
of tile GIJ. 

tax s'stem 
!=pact on low income 
families 
Computerization and 
tax administration 

grained core group of 
=anagers and collectors 

14 persons trained in U.S.. 
persons trained by GOJ. 

30-70 Review of U.S. and GOJ training 
statistics 

--that the GO. will provide the financial 
and other ir(entives necessary. to retair 

A comprehensive tax 
reform proposal 

1 final report Consultation with Project 
Coordinator, members of T.A. 

core group 
-that the COJ tax system is in need 2f 
major overhaLl 

team, and Revenue Board 
counterparts 

G-2 
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L 

Outputs 

Long term Implementation 

P.nitde ofOutPIts 

Plan prepared 

Mcan;-_f Verification 

Consultation with Project 

Coordinator, members of T.A. 
team, and Revenue Board 

Import ant Auiompt ions 

--that the consultants will be available 

in a timely manner 

3. Initiation of Implementation 
of accepted tax reform(s) 

Draft legislation prepared; 
training oriented to specific 
tax reforms. Approx. 30-70 
personnel trained in-service 
and at CCU st3ff training 
insti.tutes 

counterparts 
Consultation with Project 
Coordinator, members of T.A. 
team, and Revenue Board 
counterparts 

--that the GOJ will adopt a specific tax 
reform package. 
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INPUTS 

A.I.D. Technical 

j.-rses 

Co-modiries 

Assistance 

Implemen .1t ion Target/
- objectively verifiable indicators 

140 pcso" month, of assistance, 
96 long term, "4 short term 

-- L4 tax jeart ment personnel 

trained at Executive and working 
level in accounting, collection,co m pl i a nc e , e t c . 

-- $45.000; for ADP equipment 

and 2 motor vehicles, 

Means of Verification 

Project records 

(USAID files) 

Site inspection 

-- AID Mission files --

Important Assumptions 

Availability of U.S. and GUJ 
resources- acceptance of U.S. 
technical.Assistance modes and 
ability of technicians to 

adjust to Jamaican context. 

That the GOJ will provide 
adequate incentives toa e u t n e t v s tretain qualified personnel. 

Timely procurement of needed 

equipment. 

6 J Inputs 

F-7ctional responsibilities 
u assigned to counterparts, 

m.sin; and PER DIEN of 
i,'tr~ae Staff 

o--ZvuncryLogistics Costs 

. iinirg i!n-Coantry, Government 

!:;f tranirng institutes), 

-- GOJ provides J$243,213 
over LOP for payment of 
c o un t er p art sc 

-- t p3provides 0 60f7,668 

-- GOJ provides J28,128 

-- GOJ provides J$822,000 

over LOP 

--

--

--

--

On-site review of operations 

Consultation with 
Expatriate Staff 

Consultation with GOJ 

senior personnel 

On-site review of operations 

GOJ will nominate project 
counterparts to oversee 
o n e p r s t ov s e implementation 

of project. 

GOJ will provii, an adequate
G J w l r v d n a e u t 
host-country coptribution. 

GOJ will provide an adequate 

host-country contribution. 

That current priority placed 

on training by GOJ is 

maintained. 
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1. SUMMAnY. THE DAEC MET AND REVIE4ED IHE SUBJECTPROJECT ON WEDNESDAY, SEPTE .BER 8. THE PID I/AS APPROVEDSUBJECT TO THE GUIDANCE SET FORTH BEL0h, AND TO THE iSUBMISSION OF AN INT.RIM REPORT DESZRIBED MORE FULLYSELOM,; IN PARA 3. B'JPEALI RECOMMENDS REDUCTI3' IN SCCPE OFPROJECT TO FOCUS ON POLICY STJDY AS INITIAL ST P BEFOREPROCEEDING .4ITH OTHER AREAS SUCH AS ADMINISTRATION. END
SUMMAqY. 
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2. IN T lEGATIrN OF PROJECT ELEMENTS. TH MOST SERIUSPROBLCM -NOTED IN THE PID REVIEW 4AS THAT THE THR 'EELEmENTS CF THE PPCJECT--TAX ADMINISTRATION, CUSTOMS, ANDTAX PILICY-4ERE NOT qELL INTEGRATED. PID DOES NOT :1A.( ETHE POINT coNVI\:CINGLY THAT ALL THREE ACTIVITIES MUST BE 
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C. 
TAX C'LICY. BUREAUTHE REY VIEW.STO SUCCESSFUL TAX PcLICYIN1PLE4M,,TATIIN ELEvENTURGES ASMISSInT PARTICIPATION OF'THIs PROJECT, ANDNATIPNAL INREVEut4e THE JEVELOPRENI'BOARD (NR3), 2UREAU OF THEG0J'. INTECEST IS ENCJURAGEDIN ESTABLISHIENT BYEVIDENCED SY THE RESOURCES CF THE 3OAIR, ASBELIEv\ES BEING INVESTE)THAT SUPPORT THERE,IMPROVEMENIT F2R THIS INITIATIV= AND

OF THE TAX STRUCTURE. IS <EY TO
BECOYE A PEPAN NT URGE THATTAX POLICY THE NR3BOARD, SENSITIVE TOFLUCTUATIONS IN THE JAMAICANPRESC^I3E 4ACRPECJNOMY,SUND TAXOF POLICY CNI AN) ABLEIP']tRTANCE A DYNAMIC 3ASIS. 
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IPILEMINTATETAX REFrRM,APPRoPRIATFNESC SUGGEST THATrF SCALIG PRJECT 3ACT TO 
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4, A.DITI NA L CCNSIERTI ,S. SEVEPALISSiS OTH.-':. DISCUSSED JESI3,AT THE 5AEC, AS D.SCRI5") 5ELCq: 
A. TECHNICAL ASSISTA N,.THE EC ; AS.JJTILITY '-LA 
WITH Al 

0 F A TH REE- CR F 'UR-PE-S3q TEAt,APSA "F SPECIALIZATICN, EACH 
TAX AS DESCREJ0?LICY INDIVIDUAL W4ULD HAVE 

IN THE ,RESO2N'SIETLITY AS
OF PARTY AND CHIEF
AS SCCIN'ATOR FOR 
PROOUCTIDN OF
SUMMARY "EP.PT, THIS MAY NOT THE GLC3,.LBE THE
CHIEF CF IDEAL SSHE_- AS
PARTY ,ILL CERTAINLY BE THE

EXPCCTED
LOGISTICAL ANO Tr. ASSUME MANYC)JRDINATING P.ESPNSIBILITI:S
I--PEDE 'CUPLETIG'4 wHICp MAYOF HIS RESEARCH. ALSC, ISSZj,4 SHOULD'EXAMI ,E A VAR.IETY OF CONTRACTI VPOSSIRILITY "OJES, IoCL'JDi.PF EYP 0YIN' INSTITUTIC.JSiHICH MAY NOT HAVE THE 

DTHER THAN' THE IPS,EQUISITE EXPEPTS: IN 
TAX
 
POLICy. 

POLICY BE 

SUGGEST THAT AN ECONOMIST 4rTH "XP-RIENCC
CnlNSIJERCD iN TAXTO STREINGTHEN
AND FD:mULATI'?N CAPABILITY 

THE POLIY A$N'ALYSIS 
ACN4X-LEDGING THE OF THEIPr.RTAhN!CE OF 

TEAM. FINALLY,
TAX POLIY T2
SECTn{Q, URGE THE PRIVATETHAT THE JAMAICAN SUSI -SS
INVOLVED IN THE C'IO"14UITY
STUDY. DEP5N.'ING ON GOJ 

BE 
PAPA 2C AP'/-,v 03J-ZTIV:S
'IISSION 'AY WISH TO 
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FIRM TO ANALYSE CLINATE FOR C3NSI)EO :INTRACTING
Fj13- INVESTNT.
INTEqNATICNAL (31) 

USINESS
 
IS ONE
PROVIDES SUCH PRIVATEADVISPPY .IRM WHICHSERVICES CONCERNING LA4S,A,'O PCLICIES ,!,HICH AFFECT PRIVATE 

:RGULATIAS
 
INVEST!ENT
OEVEL-PING COUNTPIES. IN


REF B PROVIDES GREATER DETAIL
ABIUT Bi.
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~,"Ev*1JST"ATcS TLOEIC PTiC OF C*-OVE; 4MENT C"M ITYCV\T Tr
TAX PP1JCCTS. " ISSIlrA SH9ULD DEVTNST;ATE THAT GcJ) IS

* SOJLI "LY 5rEHIt'I9 THIS IkITIATIVE AND AILLINS TO DEVCTE .'ES3.sCES TO IT. 
 SIE'EAJ URGES STUDY OF r.ESULTS .F
P;cEV7_US LAC TAX P'JJECTS A!ITH EYE
A') TO MAXIVZI.NG
 
IMPACT AkD A/V9I0INI5 IDENTIFIAELE PITFALLS. 3JPEAU
 
PrcV'/
T IIG LIST OF SUCH onJECTS PREPARED 3Y ):U. P:JEST 
DOCUJMENTS CAN BE "EUESTED THROUGH TPEM FOP CLOISER STUDY.
 

0. PROJECT PURPOSE. 
 IN LIGHT CF ABOVE SJGGESTED
 
MODIFICATIC,'S, VISSIN DEVELOP ANOTHER P;JEZT PURPOSE

4HICH IS MORE SHA'PLY FOCUSED. FYI, PUR?.OSE STATED iN

P10 *%AS VAGUE ANJD CVELY GENE"AL. END .F'I.
 

5. ECONOMIC ANALYSIS. 
 ECONJOIC ANALYSIS O A PROJECT OFTHIS TYP IS COMPLEX AND DIFFICULT. eUREAU OREPAREO TC
PFOVIDE ASSISTA :CE-IN THIS AREA IF N-EDED. PLEASE ADVISE
 
H94 ANALYSIS IS TO 5E UNDERTA<eN.
 

6, FYI, ALL LAC BUREAU PID APPROVALS SU3JEZT TO
REVAL!DATICN IF POST-PID PPDJECT PAPEP PREPARATON
 
EXCEEDS ONE YEAR. DAM,
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ASSIST&,AaMINSTRATOR,p.CTION MEMORANDUM FOR TH LAC 

B. J~hnuonf, .FRC'1 : LAC/DR, Dwight 
of 

: Jamaica Revenue Board Assistance 
Project (532-0095) -Waiver 

;- ---SUBJECT 
 ..... ----
Com petition 

2: Your approval is required to kermit noncompetitive 
negotiation with
 

Syracuse University for the provision of 
technical assistance under the
 

subject project. 

reviewed on September 8,
 u: The PID for the subject project was
pX 

The project's purpose is to assist the Government of Jamaica 

(GOJ) in
 
1982. 
 revenue and develop a
base, increase its 
an effort to broaden its revenue 
 revenue
 
revenue,structure and administration 

which will (i) provide adeqhate 


for the public sector and reduce disincentives for the growth of the private
 

(ii) distribute the tax burden equitably among 
the population.


sector and 


The intensive review and implementation 
phases of the project will require the
 

At the, time of PID review, the
 
procurement of technical assistance 

services. 


Mission was instructed to "consider 
a variety of contracting modes" and 

submit
 

The Interim Report contained a request 
to utilize the
 

an Interim Report. 

services of Syracuse University pursuant 

to an amendment of a Cooperative
 
Although AID/W agreed
 

Agreement (AID/DSAN-CA-0198) with 
A.I.D.'s S&T Bureau. 


with the Mission that Syracuse was 
a logical choice because of its 

prior
 

experience in Jamaica and ability 
to field excellent personnel on 

short
 

notice, the use of the Cooperative 
Agreement mechanism was rejected, 

and the
 

proper instrument for the procurement of the requisite consultant services was
 

However, to contract directly with
 a direct AID contract.
determined to be 

a waiver of competition is required.
Syracuse, 


a critical element of the structural adjustment
' uS4."1 Tax reform is 


required to get the Jamaican economy moving; and 
thus, it is directly related
 

That objective is
 
to the primary objective of the 

A.I.D. program in Jamaica. 


to assist Jamaica to develop economically 
'in a manner which will satisfy
 

an example to other developing countries 
in
 

serve as
Jamaican aspirations and 
 reform a condition for further
 The IBRD has made tax
the Caribbean. The I.F is also concerned.
 
Structural Adjustment Loan funding 

in Jamaica. 


rer.rne to Prime Minister Seaga's 
personal public
 

The proposed project is in 
After the velctorall victory of
 

pledge to reform the Jamaican 
tax system. 


introduced into Parliame-nt and
 carry out his pledge was 
Seaga, legislation to cave 
That legrl1ation created the 

Revenue Board and 

passed in D-ccmber 1981. ' v e tax reform
r i

it the mandate to prerent the Parliament 

with corpreh
en


St a.a and the Board are looking to A.I.D.,
 
legislation by Xsrch 1984. 


specifically tinder the prcpcred project, to 
help develop policy reforms and
 

irprovements.
assist in aiministrative 


reform lgislation

!or prvcunting cc,-prehencive 

tax 

In light of the dctodlinv 


ttly to contrdct te.hfl
 
artch 1984, A.I.D. must ilc %. d 

so -, tto Parliament of designed and authorizedbe quickly , t.h:.t thr' projrct can 
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I, -2
imenintation can start in the 
near term. Only in 
this way will there be
adequate time to permit the development by the technical assistance team of
adequate reform legislation by the deadline. 
 Assuming approval of this
wr.aiver, the projectIs implementation team could have seven-eight months toanalyze the Jamaican tax system and 
 makerecommendations before the
legislation is drafted. 
 If, however, competition is required, ,-he period of
analysis would be cut almost In half to 
four-five months, and the opportunity___,
for A.I.D. toprovidemeaningful.- input-lost-and the' probability of inadequate


.legislation increased.
 

The services of 
a U.S. university are considered preferable to that of a
private firm because of the need for an
Revenue Board and a U.S. 

ongoing re]ationship between the
institution capable of asst-mbling and managing
6f teamshighly specialized 
tax experts on a continuing basis. 
 It is further
believed that the university selected for project design should also be
charged with project implementation. 
Not only would this save time in moving
into the implementation phase, but also would establish early-on a
relationship between the university and the Revenue Board that is considered

critical to project success.
 

Due to the highly technical nature of the technical assistance required (e.g.,
Tax Policy Analyst, Public Administration Economist, Tax Administration
Specialist, Excise Tax Specialist), 
no single university can assemble a team
from its own faculty. 
Therefore, the key to the selection of a university is
its ability to assemble teams of high quality experts and provide them with
necessary support on short notice. 
 Syracuse University has already
demonstrated this ability. 
 it is familiar with the project, having been
involved in pre-PID studies; this familiarity would give Syracuse an estimated
two-three month head start on other universities unfamiliar with the project.
Further, Syracuse has already identified a technical assistance team for
carrying out the 
intensive review of the project under its Cooperative
Agreement with the S & T Bureau. 
Thus, it will have little difficulty in
quickly assembling a team to carry out the intensive review and eventually
implement the project. 
Neither USAID/Jamaica 
nor AID/W is aware of any other
university which can respond as 
rapidly to the critical technical assistance

needs of th.3 project.
 

To obtain the services of Syracuse, a direct AID contract is necessary whichrequires a waiver of copetltlon. It is estimated that the projectdevelopment services will cost approximately S75,000 and the implementation
services $3 million over three years. I

In accordance with A.I.D. Procurement
Regulations (Section 7-3.101-50), the recuirement for competition in awarding
contracts may be waived and norcomp.etitive negotiation authorized when the
Assistant Administrator responsible for the project nakes a formal written
determination that procurement from. any other 
source would impair foreign
assist~nce objectives and would be it,:onsistent with the fulf llinent of the


foreign assistanze program.
 

.-. .,',y t: That ycu apprcvc- n'rkcr;petttivu n , tiatlon with Syrdcuse
tlniVE~r~ty fUr PruLVi.-on of t(-oonial hrsistanc.,c rorvIcec. to the Jamaica
 



Revenue Board Assistance Project dur-ing intensive review and implementation
 

phases and determine that procurement from any other source would impair
 

foreign assistance objectives and would be inconsistent with the fulfillment
 
of the foreign assistance prograza. 

'PPROVED: , _ _____•_ .........
 

DISAPPRO:ED:
 

T)AT 2 %1 


