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Abstract 

 
The GCT and SCT are critically important revenue sources in Jamaica, accounting for 
37.4 percent of total revenues in fiscal year 2003/04 (27.7 percent for GCT alone) and an 
estimated 11.2 percent of GDP (8.3 percent for GCT alone).  In this paper we set out in 
some detail the present structure and administration of the GCT and SCT and evaluate the 
performance of these taxes from several angles – as revenue generators, with respect to 
their distributional effects, and in an international comparison.  We end with 
recommendations for reform. 
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Executive Summary 

The GCT and SCT are critically important revenue sources in Jamaica, 

accounting for 37.4 percent of total revenues in fiscal year 2003/04 (27.7 percent for 

GCT alone) and an estimated 11.2 percent of GDP (8.3 percent for GCT alone).  In this 

paper we set out in some detail the present structure and administration of the GCT and 

SCT and evaluate the performance of these taxes from several angles – as revenue 

generators, with respect to their distributional effects, and in an international comparison.  

We end with recommendations for reform. 

 
Base and Rates 

The GCT is levied on all (non-exempt) supplies of goods and services by a 

registered taxpayer in the course of taxable activity.  In most countries around the world, 

the most important excises are those on what have been called the traditional ‘vices’ of 

drinking, smoking, and driving -- distilled spirits, beer, and other alcoholic beverages, on 

cigarettes and tobacco products, on motor vehicles, and on fuels.  In Jamaica, three of 

these product groups – fuel, tobacco, and alcohol – are taxed under the SCT.   

In 2002, total supplies reported on GCT returns were J$536.1 billion.  Of this 

amount, however, less than half (45.7 percent, or J$244.8 billion) was taxable.  Of the 

remainder, about 5 percent (J$26.8 billion) consisted of zero-rated exports, with the 

remainder being accounted for by exempt supplies (J$167.1 billion, or 31.2 percent) and 

non-export zero-rating (J$72.9 billion, or 13.6 percent). 

Since the latest reform in December 2003 relatively few goods are specifically 

exempted from the GCT.  Many of the remaining exemptions are of items that are 

presumably relatively more important in the household budgets of low income 
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households, particularly food. Unlike goods, a wide variety of services are exempted 

from GCT.  Many of these exemptions, such as that of financial services, are common in 

most countries with VAT in part for administrative reasons.  Many other services such as 

education, charity and medical services are presumably excluded for social policy 

reasons.  The total potential revenue lost through the exemption of almost one-third of 

reported supplies was an estimated J$16.2 billion in 2002.  In 2003/04, adjusting for 

inflation, the equivalent amount would be J$18.6 billion, or about 44 percent of estimated 

GCT collections in that year.  A more detailed examination shows that while by far the 

most costly exemptions are for financial institutions (commercial banks, building 

societies, merchant banks, general insurance companies, health insurance companies, life 

insurance companies, investment companies, etc.), food, and utilities, there are many 

other notable items e.g. petroleum products (J$1.2 billion), horse racing and betting 

(J$326 million), and drugs (over J$200 million).  Thus, there appears to be some room for 

widening the GCT tax base in this extensive list. 

While Jamaica recently reduced its previously extensive exemption list, the GCT 

continues to have an unusually large number of ‘zero-rated’ items, in addition to exports.  

Not only are many items acquired by government or international organizations zero-

rated but also many items used in such socially- favored activities as health and 

education.  Indeed, some groups are even able to purchase zero-rated motor vehicles.  

The potential revenue gain from eliminating all zero-rating other than that on exports 

may be estimated at J$12.4 billion for 2004/05, or 29 percent of the estimated yield of the 

GCT in that year.   By far the largest share of zero-rating is recorded in the retail sector, 

which is not surprising.  It is startling, however, to see how large a share of the total 
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estimated revenue cost (16.7 percent) is attributable to the sector labeled “Wholesaler of 

Auto Parts and Accessories.”  All in all, it appears not unreasonable to expect that some 

additional revenue can and should be obtained by restricting the present still extensive 

exemptions and zero-rating in the GCT 

The standard rate of the GCT is 15 percent. However, additional (non-zero) rates 

are applied to motor vehicles, construction materials, and some telecommunications 

services.   In addition, tourism activities are subject to lower rates. All in all, the GCT has 

a surprisingly complex rate structure, owing largely, but not entirely, to the imposition of 

an incredible number of different rates on motor vehicles. 

 
Distributional Effects 

 The indirect tax system in Jamaica appears to be roughly proportional across the 

bottom five deciles.  That is, the average person in each decile pays approximately the 

same proportion of total spending in indirect taxes.  The system overall is progressive, 

however, because the proportions increase as individuals enter the remaining decile 

groups.  The average person in the highest consumption group (decile 10) pays 9.14 

percent of total spending in indirect taxes, or over 37 percent more than the 6.64 percent 

paid in such taxes by those in the lowest consumption group (decile 1).  

 Most studies of the annual incidence of consumption taxes find them to be 

regressive.  The results in Jamaica are thus somewhat unusual.  However, owing to data 

limitations, the base for these calculations is total spending, not income.  Because 

individuals tend to save larger shares of their income as their incomes increase, if we 

could use income as the basis for the incidence study, consumption taxes would 

undoubtedly be less progressive and might be regressive.  In addition, some items which 
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are zero-rated or exempted from GCT, especially food, may be relatively more important 

for households with lower incomes (and lower total consumption).  Finally, higher 

income groups in Jamaica spend more of their total spending to motor vehicles (about 3 

percent of total expenditure for the top two deciles), which are taxed at high rates, than do 

lower income groups (close to zero for the bottom four deciles).   Perhaps a bit more 

surprisingly, the household expenditure survey also suggests that higher income 

households spend relatively more on alcohol than lower income households, with tobacco 

consumption peaking in the middle deciles of the distribution, so that the higher rates on 

these products also tend on the whole to reduce the measured regressivity of the 

consumption tax system.    

 If the individual components of the indirect tax system are viewed separately, it is 

clear that much of the progressivity of the system arises from the high taxes on motor 

vehicles and the SCT structure.  GCT alone (excluding the SCT) exhibits some 

progressivity, but the burden in the top three deciles of the distribution is much lower 

relative to the burden in the bottom deciles.  When motor vehicles are removed, the GCT 

exhibits only very moderate progressivity. 

 Another concept of equity that is often invoked is horizontal equity.  A tax system 

is said to be horizontally equitable if taxpayers with equal capacities to pay taxes pay 

approximately the same in taxes.  One way that a tax system can be horizontally 

inequitable is by excluding a significant portion of taxpayers from the system.  In 

particular, the so-called ‘informal’ sector of the economy generally escapes the direct tax 

system.  It is less able, however, to escape indirect taxes, and it has often been suggested 
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that one way to impose an appropriate tax burden on those in the informal sector is 

through indirect taxes. 

Heavier reliance on indirect taxes, no matter what form such taxes may take, will 

of course not in itself bring tax-dodging businesses into the formal sector, but it may thus 

be argued to increase both the equity of the relative tax treatment of the formal and 

informal sector and the efficiency of resource allocation in general.  These issues are 

important in Jamaica.  A recent estimate is that the size of the ‘shadow economy’ in 

Jamaica is 36.4 percent of GNP.  Although this figure is a bit below the average for the 

region, it is, for example, almost twice the size of this sector in Chile and indeed larger 

than that in some neighboring countries such as the Dominican Republic.  While all such 

estimates are at best rough approximations, all evidence, quantitative and qualitative, 

appears to support the common idea that there is a relatively large hidden or informal 

economy in Jamaica. 

 
An Evaluation of the GCT 

Jamaica does not have a uniform rate GCT but rather what has been called 

“anarchy in tax rates.”  In addition to imposing a rate of only 12.5 percent on some 

construction inputs (cement, steel bars, etc.) and rates varying between zero and 155 

percent on motor vehicles, Jamaica also imposes special rates (higher) on some 

telecommunications services and an effectively lower rate on tourist activities.   

International experience argues strongly that a good VAT should in principle have 

only two rates: a standard rate and a rate of zero (and the latter should be limited for 

administrative reasons essentially to exports).  Such a system is both efficient and 

effective.  But is it fair?  The usual reason for imposing more than one rate is that it is 
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more ‘equitable’ to do so, but this conclusion is disputable for at least three reasons: (1) 

more rates make it harder to administer any tax and hence require a higher average rate to 

raise a given revenue, thus increasing the economic costs of imposing the tax, (2) higher 

sales tax rates on ‘luxury’ goods are an ineffective means of increasing the progressivity 

of the fiscal system and any minute ‘benefits’ attained in this fashion are unlikely to 

suffice to offset the costs in terms of reduced efficiency and effectiveness of the tax, and 

(3) lower tax rates on ‘necessities’ are generally either extremely costly in revenue (and 

administrative) terms or do little to help the poor, or both. 

With the exception of a few instances, there seems little good reason to retain the 

present, still lengthy list of items now exempted and zero-rated in Jamaica. There is no 

conceivable equity or other rationale for many of these concessions that can possibly 

justify the cost and complexity of administering and complying with them. In particular, 

concessions that exempt certain items when used by certain people for certain purposes 

should vanish.  Tax departments have enough trouble administering simple general 

consumption taxes; they should not be burdened with such complex and ultimately 

unachievable tasks. 

Perhaps the single most striking fact about the GCT in Jamaica is how very few 

firms collect most of the tax.  Almost 99 percent of domestic receipts in calendar 2002 

came from the top ten percent of taxpayers.  With respect to imports, 89 percent of GCT 

comes from the top ten percent.  The ten largest domestic taxpayers accounted for 

approximately one-third of domestic GCT receipts for 2002, and the top 50 taxpayers 

accounted for over one-half of all receipts.  Almost two-thirds of total domestic GCT 

receipts were collected from only 100 registered taxpayers. 
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The costs of a tax system for taxpayers include not only the tax payments 

themselves, but also the costs involved in complying with the tax system, such as keeping 

detailed records and filing complicated forms.  Many have expressed concern about the 

possible compliance costs a VAT such as the GCT imposes on small business.  Such 

concerns have led many (but not all) VAT countries, including Jamaica, to introduce 

various forms of special treatment for small traders.  In view of the extreme concentration 

of tax receipts, however, perhaps the most pertinent question is whether too many 

taxpayers are registered for GCT. 

Jamaica set an initial threshold of J$144,000 in 1991.  By 2003, owing to 

inflation, the threshold had fallen to only J$51,088 in 1991 terms. A   threshold 

equivalent to that initially established would have been over J$1.3 million.   Although the 

threshold was raised to J$300,000 in that year (equivalent to US$50,000) – dropping 

1,200 taxpayers from the GCT rolls – it was still only about a quarter of that initially 

imposed.  A very rough estimate of the ‘correct’ threshold suggests that it should likely 

be at least twice as high, or about J$600,000.  Indeed, in view of the extreme 

concentration of the reported tax base in Jamaica, even higher thresholds than this may 

warrant consideration.  The revenue loss from a threshold even four times higher than the 

present level – that is, roughly equivalent to the original threshold – would be miniscule.  

Indeed, it appears that with the present structure thousands of taxpayers who are below 

the threshold may be filing returns largely because they can claim refunds.  If true, 

processing and handling such returns and refunds does not seem to be a very sensible use 

of scarce tax administration resources. 
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Finally, it is of course little more than a cliché to say that tax administration 

should be improved.  Like many clichés such a statement is in fact correct – no 

administration is ever as good as it could be.  Also like many clichés, the statement hides 

some deeper truths.  In particular, it is by no means clear that the public support needed 

to improve the administration of the GCT really exists.  Not only is the GCT arguably 

already the best-administered tax in Jamaica, but the relatively few large formal-sector 

firms who currently account for most of the revenues are understandably likely to react 

adversely to any measures tightening up the system as it applies to them.  Nonetheless, 

there appear to be a number of fairly obvious things that can and should be done to 

improve the administration of this important tax, for example:  

(1) it would constitute a major change and improvement in both tax policy and 

administration if a more systematic approach were taken to assembling and 

analyzing data;  

(2) it does not seem necessary to have the present four different types of GCT 

return, but rather all tax payers ought to utilize a single return;  

(3) all payments, including those on estimated assessments, should be 

accompanied by returns;  

(4) there should be no arrears at all with respect to SCT or GCT due on imports, 

since these taxes should be paid before goods are released for sale;  

5) when refunds are due, they should be paid;  

(6) it is critical to ensure that refunds are not only legitimate in the sense of being 

related to legitimate business inputs but that the taxes for which reimbursement is 

being claimed have actually been paid;  
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(7) audit procedures should be modernized;  

(8) when penalties are assessed, they should be enforced rigorously and at once. 

 

An Evaluation of the SCT 

Essentially, three questions need to be considered with respect to selective 

consumption taxes embodied in the SCT:  (1) which items should be subject to such 

taxes?  (2) How should these items be taxed?  (3) How should such items be treated 

under the general consumption tax?   

Specific taxes are levied as a flat amount per physical unit, say liter (or, often, 

liter of alcohol), of the good.  Ad valorem taxes are a percent of the price (wholesale or 

retail) of the good.  In Jamaica, fuel, tobacco, and alcohol are taxed under the SCT.  

Alcohol is subjected to ad valorem taxes, but the taxes on the other two have both 

specific and ad valorem components.  Finally, petroleum products are exempted from the 

GCT. On the other hand, although not subject to SCT, the sale of new and used vehicles 

is instead taxed at extremely varying rates under the GCT, as well as being subject to 

annual license fees.  Should this rate structure be reconsidered?  Various factors need to 

be considered with respect to this question.   

Specific taxes greatly simplify administration.  The tax inspector only needs to be 

able to count, and does not have to worry about the often troublesome issue of valuation.  

On the other hand, specific taxes have some defects.  First, they may prove “sticky” – 

difficult to change – in the face of inflation, with the result that real revenues may fall in 

the face of price increases.  Secondly, specific taxes may also discriminate against 

relatively cheaper products – since the tax as a proportion of final price will be larger the 

lower that price – and this may be considered undesirable, for example, because such 
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products are mostly consumed by low-income people.  Thirdly, specific taxes are often 

levied on ‘one unit of the good,’ which may be difficult to define.  Finally, since specific 

taxation is based on some physical characteristic of the product, the levy may not tax the 

value of the alcohol to the consumer. 

Of course, ad valorem taxes also have problems.  While tax yields should in this 

case increase with inflation, ad valorem taxes both raise valuation problems, hence 

complicating administration, and discriminate in the other direction – that is, in favor of 

cheaper products.  In theory, how one comes out on the issues of quality and relative 

prices depends on many factors about which little is known even in developed countries, 

and almost nothing in developing countries. On the whole, however, international 

experience suggests that the specific tax approach is probably best in administrative 

terms. 

It appears to be almost universally agreed in the literature, and also supported by 

international experience, that the appropriate tax base for alcohol excise taxes is the 

alcohol content of beverages subject to tax.  A uniform tax per unit of alcohol or, as with 

the present excise, on some range of alcohol content is probably the best approach from 

either public health or economic perspectives.  From this perspective, the SCT on beer 

and wine in Jamaica is odd since they are (relative to alcoholic content) taxed relatively 

much more heavily than spirits.  There is no apparent justification for this anomaly. 

One case where differential tax rates do appear to have a place to play, however, 

is with respect to motor vehicles. In principle, the appropriate rate structure for taxes 

imposed on the import and sale of motor vehicles should be determined in conjunction 

with other taxes and charges affecting vehicle acquisition and usage, notably those on 
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fuel.  Even so, it seems clear that the present highly differential rates imposed on motor 

vehicle rates should be removed from the GCT and vehicles subjected to the standard 

rate, with any desired differentials being imposed in the form of an SCT.  Three types of 

differentials might perhaps be considered.  First, rates might be related to engine size, 

since larger vehicles generally contribute more to pollution.  Second, they might also be 

related to axle weight since heavier vehicles do exponentially more damage to roads and 

require roads that are more costly to build.  Third, and apparently the dominant factor in 

the existing vehicle rate structure in Jamaica, policymakers may wish to achieve some 

redistributional goal through automotive taxation.  The present complex set of 66 rates 

applied to motor vehicles is not wholly explicable along any of these lines.   

Given that the present excessively high and differentiated rates complicate the 

administration of the GCT, require special restrictions on input credits granted with 

respect to vehicles, and undoubtedly result in both considerable pressure for special 

concessions to favored buyers and to evasion, several modifications may be advisable.  

First, all vehicle sales (new and used) should in principle be subject to the standard rate 

of GCT (taxes can be imposed on used vehicle sales by requiring payment when vehicle 

registration is transferred).  Second, any higher rates desired on vehicles should be 

imposed by an SCT.  The average rate of the SCT might be set anywhere between 35 and 

55 percent, depending on how much additional revenue (ranging at these rates from zero 

to J$1.7 billion) is desired from this source.   If desired, of course, differential SCTs can 

be applied to replicate the present system.   

 The most important change that needs to be made in other SCT on tobacco and 

especially fuel is to ensure that the specific rates are adequately indexed in order to at 
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prevent the real revenue from these highly justifiable levies from eroding with inflation.  

For example, if the present SCT rates were adjusted so that the same effective tax rates 

were applied as when changes in these rates were last legislated, an additional J$2.7 

billion in revenue would be collected in 2003/04.  Applying GCT to petroleum products 

along with these new SCT rates would generate another J$2.7 billion.  There is never any 

excuse for letting excise tax revenues wither away with inflation.  If the rates are not 

automatically indexed, then periodic adjustments – larger the longer they are delayed – 

become necessary with, in the case of fuel in particular, the inevitable political protests.  

It would seem both economically and politically preferable to keep ahead of the game by 

introducing a formal indexing system.  An additional rate change that might be 

considered would be to tax diesel fuel at the same rate as high octane gasoline, something 

that is, as many studies of road taxation have shown, highly desirable on efficiency 

grounds. 

 
Conclusion 

 The preliminary evaluation of Jamaica’s present consumption tax system 

presented above suggests that it is in many respects in quite good shape.  It produces a 

considerable amount of revenue and has over time demonstrated a respectable 

performance in revenue terms.  It is not excessively regressive, and indeed in expenditure 

terms actually appears progressive.  It does not appear to impose serious distortions with 

respect to investment, exports, or economic growth.  On the whole, it appears to compare 

well with similar taxes in other countries.  Nonetheless, despite their merits the GCT and 

SCT could definitely be improved in a number of respects, and some suggestions for 

possible change have been made in this summary of the full report.   
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 There are four broad options for reform, each of which is discussed in detail in the 

main report: 

1. An appealing and indeed often essential response to pressures for more revenue 

from a consumption tax is of course ‘simply’ to improve administration rather 

than to face the political forces that inevitably assemble in opposition whenever 

policy changes are proposed. 

2. A second possible option is to make relatively small changes in the structure of 

the GCT and SCT – to, as it were, ‘clean up the system.’ 

3. Finally, some more basic changes in tax structure may perhaps be considered.   

4. Of course there is always a fourth possible option: do nothing.  The present 

system is working fairly well, so perhaps it might be as well to leave it alone.  

This option obviously has the considerable political attraction of requiring no 

action.  Unfortunately, experience in Jamaica and elsewhere suggests that, while it 

is certainly a viable short-term approach, it is not one that can be followed for too 

long.   
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Taxing Consumption in Jamaica: The GCT and the SCT 

Introduction 

Thirteen years ago Jamaica substantially reformed its consumption tax system.   

Eight separate taxes -- excise duty, CARICOM duty, retail sales tax, telephone service 

tax, entertainment duty, hotel accommodation tax, consumption duty, and additional 

stamp duty – were replaced by two new levies, the General Consumption Tax (GCT) and 

Special Consumption Tax (SCT) on  October 22, 1991 when the General Consumption 

Tax Act (hereafter cited as GCTA) came into effect.  The GCT is a value-added tax 

(VAT) applied through the normal invoice-credit method to all stages of production and 

distribution, with credit allowed for tax previously paid on inputs so that the final burden 

is borne in principle only by purchasers of final goods and services.  The SCT, which is 

also imposed under the GCTA, generally has both a specific excise component and an ad 

valorem component and is in effect an excise tax on three categories of products: 

petroleum products, tobacco products, and alcoholic beverages.  

This new consumption tax system underwent further reforms in 1993, 1995, and 

2003.  The initial reform in 1993 moved many zero-rated items to the exempt category 

and raised the standard rate from 10 percent to 12.5 percent.  The 1995 reform further 

increased the general rate from 12.5 percent to 15 percent.  On the other hand, it also 

added a substantial list of additional exemptions.  In contrast, the most recent reform in 

December 2003 both removed a number of exemptions and increased the rate on a 

number of formerly zero-rated goods.  In addition to these three major reforms, minor 

adjustments in the GCT base were made in other years, and there have been a number of 

changes in SCT rates at different times, most recently for alcoholic beverages in 2003.  
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 In the next section of this report, we set out in some detail the present structure 

and administration of the GCT and SCT.  In subsequent sections, we evaluate the 

performance of these taxes from several perspectives – as revenue generators, with 

respect to their distributional effects, and in international comparison. The final sections 

of the report set out our recommendations for possible improvements in Jamaica’s 

consumption tax system. 

 
 
The Current System 
 
 

The GCT and SCT are critically important revenue sources in Jamaica, 

accounting for 37.4 percent of total revenues in fiscal year 2003/04 (27.7 percent for 

GCT alone) and an estimated 11.2 percent of GDP (8.3 percent for GCT alone).  This 

section describes the present structure and administration of these taxes.   

 

Tax Rates 

 The standard rate of the GCT is 15 percent.  As shown in Table 1, however, 

additional (non-zero) rates are applied to motor vehicles, construction materials, and 

some telecommunications services.   In addition, tourism activities are subject to lower  

rates, as discussed below. In 2003, the rate structure was complicated even further when 

not only were new rates imposed on cellular telephone calls and calling cards but trucks 

and pickup trucks were separated and new rates were imposed on pickups (as shown in 

Table 1).  At the same time, however, the GCT rate on motor cars and SUVs exceeding 

3000cc (3200cc diesel) was reduced from 176.92 percent to 100 percent.  All in all, the 
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GCT has a surprisingly complex rate structure, owing largely, but not entirely, to the 

imposition of an incredible number of different rates on motor vehicles. 
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Table 1: Special GCT Rates 
 

New Motor Vehicles 
Description Use Motor Fuel Size Dealer Final User 
Motor Cars All All ≤ 1000cc 17.0940 19.2300 

   1001cc – 1500cc 27.3500 30.7690 
  Petrol 1501cc – 2000cc 34.1880 38.4600 
   2001cc – 3000cc 51.2800 57.6900 
   > 3000cc 157.2600 100.0000 
  Diesel 1501cc – 2200cc 34.1880 38.4600 
   2201cc – 3200cc 47.8600 53.8460 
   >3200cc 157.2600 100.0000 

Limousines Carriage of 
tourists All 

 51.2800 57.6900 

Motor Tractors and 
Trailers Agriculture All 

 12.6984 14.2857 

 Other Uses   21.1640 23.8090 
Trucks Agriculture All  8.0800 9.0900 

 Other Uses  ≤ 2,032kg 36.3600 40.9100 
   > 2,032kg 20.2000 22.7200 

Pickup Trucks   2 doors, ≤ 1,700 kg  40.9100 
   > 2 doors, ≤ 1,700 kg  51.8180 
   non-luxury, > 1,700 kg  76.3640 
   luxury, > 1,700 kg  154.5450 

Chassis & Engine Agriculture All  12.6984 14.2857 
 Other Uses   21.1640 23.8090 

SUV Agriculture All  20.5100 23.0760 
 Other Uses Petrol ≤ 2000cc 51.2800 38.4600 
   2001cc – 3000cc 51.2800 57.6900 
   > 3000cc 157.2650 100.0000 
  Diesel ≤ 2200cc 51.2800 38.4600 
   2201cc – 3200cc 51.2800 57.6900 
   >3200cc 157.2650 100.0000 

Buses Public passenger transport; 
Tourism; Other approved by 

Minister 

< 9 seats 17.0940 19.2300 

   9-14 seats 36.3600 40.9000 
   15 – 24 seats 20.2000 22.7200 
   ≥ 25 seats 0 0 
 Other Uses   76.7700 86.3600 

Other    29.6296 33.3333 
 

Used Motor Vehicles (Second Sale) 
Description Use Motor Fuel Size Dealer or Final User 
Motor Cars All All ≤ 2000cc $1,000 

   2001cc – 3000cc $2,000 
   > 3000cc $3,000 

Trucks All All ≤ 1,524 kg $2,000 
   1,525 kg – 3,048kg $4,000 
   > 3,084 kg $6,000 

 
Other Items 

Category Description Rate 
Construction 

materials 
Marl, sand, gravel, stone, topsoil, Portland cement, pre-mixed 

concrete, cement blocks, steel reinforcing bars 
12.5 

Cellular telephone 
calls and calling 

cards 

   20.0 
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Table 2 shows the current rates at which the SCT is imposed on prescribed 

petroleum products, tobacco products, and alcoholic beverages.  Petroleum products are 

subject only to the SCT and are not subject to the GCT.  Tobacco and alcohol products, 

however, are also subject to the GCT, which is imposed on the SCT-inclusive price.  

Over the years, there have been numerous changes in the SCT rate structure, as shown in 

Table 3.  Public reaction has been especially strong with respect to SCT for petroleum 

products.  In 1992, for example, following protests, the ad valorem portion of the SCT on 

these products was frozen.  Although this freeze was lifted in April, 1994, it was 

reinstated in October, 1999.  Similarly, an increase in the SCT on specified petroleum 

products was reduced by 50 percent following public outcries in May, 1999.  On the 

other hand, past increases in SCT on tobacco and alcohol products appear to have been 

much more readily accepted.  
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Table 2: SCT Rates 
 

Petroleum Products 
Rate per liter 

Category Description Specific 
Ad 

Valorem 

Ad valorem tax 
applied to part of 
price exceeding 

Motor spirit Leaded $7.7198 87.30 $8.8427 
 unleaded, octane ≤ 87 $7.3561 83.19 $8.8427 
 unleaded, octane > 87 $7.7292 84.04 $9.1970 
Aviation spirit  $0.6357   
Kerosene manufactured in Jamaica $6.0186 73.56 $8.1812 
 Imported $6.0186 92.67 $8.1812 
Marine diesel oil  $0.6401 41.31 $1.5497 
Automotive diesel oil manufactured in Jamaica $6.6645 85.96 $7.7529 
 Imported $6.6645 106.12 $7.7529 
Fuel oil  $0.1512   
Petroleum asphalt and 
cutbacks  $0.3703   

Liquid propane and 
butane  $0.6005 39.50 $1.5190 

Tobacco 

Category Description Specific 
Ad 

Valorem 

Ad valorem tax 
applied to part of 
price exceeding 

Cigarettes (per 100)  $128.608 39.9 $252.392 
Other manufactured 
tobacco   14.5  

Alcoholic Beverages 

Category Description  Ad 
Valorem  

Spirits ≤ 31.5% alcohol by volume  22.0  
 31.6% – 57.1% alcohol by volume  24.0  
 > 57.1% alcohol by volume  30.0  
Beer ≤ 6 percent alcohol by volume  16.0  
 > 6 percent alcohol by volume  21.0  
Wine   21.0  
Cordials and Liqueurs   21.0  
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Table 3: Changes in Special Consumption Tax Rates, 1991-2004 
Petroleum Products (per liter) 

 Initial 1992 1998 1999 2000 

Item Specific Ad 
Valorem 

Ad Val. 
Floor Specific Ad 

Valorem 
Ad Val. 
Floor Specific Ad 

Valorem 
Ad Val. 
Floor Specific Ad 

Valorem 
Ad Val. 
Floor Specific Ad 

Valorem 
Ad Val. 
Floor 

LPG ¢0.55 0.395 $1.39 ¢0.70 0.395 $1.82       ¢0.60 0.395 $1.52 
Unleaded $1.01 47.470 $2.13 $1.32 55.650 $2.36  60.750 $8.87 $7.37 80.090 $9.20 $7.36 83.190 $8.84 
Premium $0.97 47.470 $2.04 $1.17 52.180 $2.24  57.750 $8.04 $7.72 87.300 $8.84 $7.73 84.040 $9.20 
Kerosene $0.78 43.470 $1.79 $0.88 49.390 $1.79  47.580 $8.40 $6.02 73.560 $8.18 $6.02   
Aviation $0.53   $0.63         $0.64   
Auto Dl $0.82 49.870 $1.65 $0.93 56.280 $1.65    $6.66 85.960 $7.75    
Marine Dl $0.53 34.490 $1.55 $0.64 41.310 $1.55          

Tobacco Products (per 100) 
Item Initial 1992 1995 1998 1999 
Cigarettes $9.93   $10.05   Unk 39.9 Unk $113.03 39.9 $213.36 $128.61 39.9 $252.39 

Alcoholic Beverages 
Item Initial 1995 2003 
Spirits abv 
> 57.1  22.2   24.3   30.0  

Spirits abv 
31.5 – 57.1  13.8   16.1   24.0  

Spirits abv 
< 31.5  5.0   14.5   22.0  

beer abv 
< 6.0  13.6   15.9   21.0  

beer abv 
> 6.0  5.0   10.0   16.0  

Wine  14.5      21.0  

 

Source: “Tax Measures Implemented 1991 to Present,” Ministry of Finance 
Notes: 
unk = unknown 
abv = percent alcohol by volume 
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In inflation-adjusted (real) terms, the specific portion of the SCT (as with any 

specific tax) tends to decline over time in the absence of rate changes.  The decline is 

especially steep when inflation is high, as was the case in Jamaica in the early 1990s.  As 

shown in Figure 1, while the specific rate on unleaded gasoline was fixed at J$1.32 per 

liter over the 1992-1998 period, when expressed in constant (1991) dollars the rate 

actually fell sharply from J$0.94 to J$0.33 over the period after adjusting for inflation.   

That is, a tax of J$1.32 per liter in 1998 was equivalent to a tax of only J$0.33 in 1991.  

The substantial increase in the nominal tax from J$1.32 per liter to J$7.37 per liter in 

1999 increased the tax to the equivalent of J$1.75 in 1991 dollars, but the effective rate 

had again fallen to J$1.25 by 2003.  The marked effect of inflation on effective tax rates 

remains an issue in Jamaica, since inflation, although remaining well below the rates of 

up to 80 percent seen earlier, remained a substantial 14 percent in 2003.  We shall return 

to this issue later.  
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Figure 1: Nominal and Real Taxes on Fuel 
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The Tax Base 

 
 The GCT is levied on all (non-exempt) supplies of goods and services by a 

registered taxpayer in the course of taxable activity.  A taxable activity is defined as any 

activity carried on continuously or regularly, in the form of business, trade, profession, or 

association, that involves the supply of goods and services to any other person or entity 

for consideration, including anything done in connection with the commencement or 

termination of that activity.  Taxable activities exclude private recreational pursuits or 

hobbies. 

 In 2002, total supplies reported on GCT returns were J$536.1 billion.  Of this 

amount, however, less than half (45.7 percent, or J$244.8 billion) was taxable.  Of the 
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remainder, about 5 percent (J$26.8 billion) consisted of zero-rated exports, with the 

remainder being accounted for by exempt supplies (J$167.1 billion, or 31.2 percent) and 

non-export zero-rating (J$72.9 billion, or 13.6 percent).  These last two items merit a 

closer look. 

 

Exemptions 

 As shown in Table 4, since the latest reform in December 2003 relatively few 

goods are specifically exempted from the GCT.  Many of the remaining exemptions are 

of items that are presumably relatively more important in the household budgets of low 

income households, particularly food.  Most raw foodstuffs are exempted, such as fresh 

fruits and vegetables, meat, poultry, and unprocessed fish, as well as such staple food 

items as infant formulae, bakery products, sugar, salt, eggs, rolled oats, legumes, cooking 

oil, rice, and cornmeal and flour.  
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Table 4: Exemptions from GCT 
 
Goods 

Food Items 

raw foodstuff including fresh fruit and vegetables, ground provision, legumes, onions 
and garlic, meat, poultry, fish, crustaceans, and mollusks; milk; cornmeal and cereal 
flour; corn, soyameal, and wheat; infant formulae; bread and other bakery items; rice; 
brown sugar; salt; eggs; meat and vegetable patties; rolled oats; baking flour in large 
quantities (45+ kg); live animals used to yield or produce food; unprocessed 
agricultural produce; cooking oil; corned beef; pickled mackerel, herring,  shad and 
dried salt fish; canned sardines, herring, and mackerel; syrup; fish, crock, and noodle 
soups in aluminum sachets; 

 
Other Goods school uniforms and school bags 
 
Services 

Buildings and 
Structures 

construction, alteration, repair, or destruction of buildings and structures or of works 
forming part of the land, such as road works, railways, docks, pipelines, and sewers; 
operations which are integral to or preparatory for other operations in this category; 
painting; rental or lease of residential property for residential purposes; the rental or 
lease of land for agricultural purposes or as a building site 

 
Financial Services  

 
exchange of money; issuance of letters of credit, traveler’s cheques, bank cheques, 
postal notes, cash cards, credit cards, or money orders; issuance, allotment, drawing, 
endorsement, transfer of ownership, or payment of a debt security; issuance, allotment, 
or transfer of ownership of an equity security, debt security, or participatory security; 
provision of credit under a credit contract; provision of a guarantee, indemnity, 
security, or bond in respect of the performance of the above; assignment of a hire-
purchase agreement; the provision or transfer of ownership of a life insurance contract 
or reinsurance of such a contract; the provision or transfer of ownership of an interest 
in a superannuation scheme; the provision or assignment of a futures contract through a 
futures exchange; arrangement of any exempted financial service; payments of 
dividends and interest 

 
Utilities and Public 
Works 

public postal and telegraph services; water supply (excluding bottled water); electricity 
supply to the public; sewerage disposal services 

 
Charitable and Social 
Works 

 
services rendered by Legal Aid clinics and under the Poor Prisoners’ Defence Act; 
services rendered by the Jamaican branch of the Red Cross Society or the St. John’s 
Ambulance Brigade; services rendered by the Boy Scouts or Girl Guides Associations 
of Jamaica or any other approved youth organization or association 

 
Medical Services medical, dental, nursing, and optical services 

 
Other Services 

 
undertakers’ services; transportation within Jamaica other than armored courier 
services and tour operations; most services pertaining to education and training; 
services performed under contract paid for by a foreign government or multilateral 
agency; services, excluding catering, rendered in a port or international airport in 
connection with importation or exportation of goods or international transport of 
people; travel tickets for international travel 

 

 Unlike goods, a wide variety of services are exempted from GCT.  Many of these 

exemptions, such as that of financial services, are common in most countries with VAT 
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in part for administrative reasons.  Many other services such as education, charity and 

medical services are presumably excluded for social policy reasons.  

 The potential revenue forgone by this array of exemptions is large.  While the 

data do not permit a detailed item-by-item estimate of the revenue cost of individual 

exemptions, a rough estimate may be made by using the 2002 GCT data base (discussed 

further below) and making several assumptions.  In particular, we assume for purposes of 

these calculations that the exempt supplies reported in each sector would have been 

subject to the effective rate (GCT Payable/Taxable Supplies) applied to that sector.  In 

sectors in which no taxable supplies were reported or in which exempt supplies exceeded 

50 percent of total supplies, we applied the average effective rate (5.3 percent).  Finally 

for utilities, we applied an arbitrary 10 percent rate.  With these assumptions, the total 

potential revenue lost through the exemption of almost one-third of reported supplies 

amounts to an estimated J$16.2 billion.  In 2003/04, adjusting for inflation, the equivalent 

amount would be J$18.6 billion, or about 44 percent of estimated GCT collections in that 

year. Table 5 shows that most of this apparent revenue ‘loss’ appears to be attributable to 

the exemption of food, utilities, and financial activities.   
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Table 5: Estimated Revenue Cost of GCT Exemptions, 2002 

Sector No. of firms 

 
Effective Rate on 

Taxable 

Estimated Revenue 
Cost 

(in million J$) 
Financial institutions 226 11.5 5,019.2 
Insurance 128 25.1 1,532.5 
Utilities 4 10.0 1,722.2 
Manufacture of Food 334 11.7 1,456.0 
Retailers 6,302 5.8 1,950.5 
Auto wholesale 1,431 5.7 1,189.8 
Other 8,777  3,367.5 
 
Total  17,202  16,237.7 
 

A more detailed examination shows that while by far the most costly exemptions 

are for financial institutions (commercial banks, building societies, merchant banks, 

general insurance companies, health insurance companies, life insurance companies, 

investment companies, etc.), food, and utilities, there are many other notable items e.g. 

petroleum products (J$1.2 billion), horse racing and betting (J$326 million), and drugs 

(over J$200 million).  There appears to be some room for widening the GCT tax base in 

this extensive list. 

 

Zero-Rating 

While, as just noted, Jamaica recently reduced its previously extensive exemption 

list, the GCT continues to have an unusually large number of ‘zero-rated’ items in 

addition to exports, as shown in Table 6.  Not only are many items acquired by 

government or international organizations zero-rated but also many items used in such 

socially- favored activities as health and education.  Indeed, some groups are even able to 

purchase zero-rated motor vehicles. 
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Table 6: Zero-Rated Items under GCT 
 
Category Items 

Agriculture 
animal feeds, except pet food; machetes; farm forks; planting material; agricultural 
chemicals; insecticides; coverings and containers designed for the packaging of 
agricultural goods 

Health 

 
most drugs; contraceptives; orthopedic appliances; laboratory appliances; invalid 
carriages; goods acquired on behalf of Jamaican branch of the Red cross, St. John’s 
Ambulance Brigade, or the University Hospital of the West Indies or any private 
hospital necessary for their functioning 

 
Government and 
Diplomatic and 
International 
Organizations 

 
goods and services for the personal or official use of  non-service staff of missions and 
international organizations, trade commissions, and consular officers; Goods and 
services for a ministry or department of government or a statutory body or authority 
(with some exceptions) 

 
Exports 

 
Exported goods and services other than used goods 

 
Places of Worship 

 
non-consumable goods used as vestments, furnishings, or decorations in a place of 
worship; altar bread and wine; offertory envelopes 

Education 

 
school books; school buses; items for use in an examination on behalf of examination 
bodies approved by the Minister of Education; goods and services acquired by the 
University of the West Indies and the Council of Legal Education; exercise books 

Motor Vehicles 

 
motor vehicles for numerous categories of persons, mostly people in political positions 
or higher government offices, people recruited by the government from overseas; or 
people employed by educational institutions 

Items Under Certain 
Enactments 

 
Exemptions from customs duty due to The Bauxite and Alumina Industries 
(Encouragement) Act; The Export Industry Encouragement Act; The Hotels 
(Incentives) Act; The Industrial Incentives Act; The Industrial Incentives (Factory 
Construction) Act; The Jamaica Export Free Zones Act; The Motion Picture Industry 
(Encouragement) Act; The Petroleum Act; The Petroleum Refining Industry 
(Encouragement) Act; The Resort Cottages (Incentives) Act; goods used in the 
Modernization Programme 

 
Other Items 

 
coins and currency imported by the Bank of Jamaica; equipment and materials used 
solely in a research and development program 

 

 Using an approach similar to that used for Table 5, the potential revenue gain 

from eliminating all zero-rating other than that on exports may be estimated at J$12.4 

billion for 2004/05, or 29 percent of the estimated yield of the GCT in that year.   As 

Table 7 shows, by far the largest share of zero-rating is recorded in the retail sector, 

which is not surprising.  It is startling, however, to see how large a share of the total 
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estimated revenue cost (16.7 percent) is attributable to the sector labeled “Wholesaler of 

Auto Parts and Accessories.”   

All in all, it appears not unreasonable to expect that some additional revenue can 

and should be obtained by restricting the present still extensive exemptions and zero-

rating in the GCT – not least because it should be remembered that the estimates in both 

Tables 5 and 7 are based solely on information reported on GCT returns.   

 

Table 7: Estimated Revenue Cost of Zero-Rating, 2002 

Sector 

 
Zero-rated (other 
than export) as 

Percent 
Total Supplies 

Estimated Revenue Cost 
(in million J$) 

Retailers 20.9 3,932.8 
Auto Parts and Accessories 15.4 1,797.3 
Manufacture of Food 11.2 770.8 
Communication 38.7 710.6 
Real Estate & Business Services 12.9 681.2 
Agriculture 39.8 629.4 
Financial Institutions 11.1 434.9 
Paper, Printing and Publishing 54.4 283.3 
Other  1,543.6 
 
Total 13.6 10,786.9 
 
 

Input Credit Limitations 

Perhaps in part as a response to the extensive use of zero-rating, input credits are 

subject to a number of limitations, as follows:  

1. Credits can be claimed only if the exempt portion of supplies does not exceed 
5% of total supplies or J$48,000, whichever is less.  Given this provision, this 
limit is of course unlikely to be significant.   

2. More importantly, only 50% may be claimed with respect of input taxes paid 
on (1) services rendered in a restaurant, club, or similar establishment or in 
catering services, (2) services incidental to the provision of entertainment, and 
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(3) expenses incurred in respect of cars including the leasing of private motor 
cars.  Such limitations are of course common in other countries also, where 
they are sometimes extended to encompass (e.g.) GCT paid on items also 
subject to SCT (tobacco and alcohol). 

3. When taxpayers claim input tax credits on motor vehicles for use in taxable 
activities, the credit may be claimed (1) over a two-year period and (2) only 
for specified amounts – 6.5% of cost (not exceeding J$35,000) for a private 
motor car and 13% of cost for any motor vehicle where the tax rate exceeds 
15%.  Such limits are needed, of course, because Jamaica includes motor 
vehicle taxes in the GCT system instead of, as in most countries, imposing 
higher than standard taxes under a separate excise (like the SCT). 

4. Finally, and most importantly, input tax credits incurred with respect to capital 
expenditure are also generally claimable only over a two-year period, apart 
from very minor items (costing less than J$20,000).  There are two significant 
exceptions, however: when the investment expenditure is approved under the 
Modernization of Industry Programme and when the taxpayer exports at least 
25% of his output or an amount equivalent to J$5 million. 

 
Owing to these limitations (as well as the exemption of some sectors, such as the 

financial sector) there is of course some cascading inherent in the structure of the GCT.   

 

Insurance 

 Finally, it should be noted that there are some important special provisions with 

respect to how the GCT is applied to tourist activities and to general insurance, as 

indicated by the existence of special tax forms for these two sectors.  With respect to 

insurance, there is in general no ‘standard’ VAT treatment.  Some countries (e.g. in the 

European Union) exempt general (property and casualty) insurance from VAT, 

occasionally (e.g. in Quebec, Canada) it is zero-rated, a few (e.g. South Africa, New 

Zealand) subject it to the normal tax rate, and some (Canada, Japan) impose various types 

of special taxes on premiums.1   

                                                 
1 For a recent discussion, see Duanjie Chen and Jack Mintz, “A Comparison between Property and 
Casualty Insurance Taxation in Canada and Other G-7 Countries,” Tax Notes International, 7 July 2003, 
pp. 47-67. 
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One problem in subjecting such insurance to full taxation under the GCT (that is, 

subjecting premiums to GCT and allowing insurers to credit GCT on their purchases) is 

that the result will inevitably be over-taxation in the sense that since some of the 

premium revenue covers expected losses it is not ‘value added’. It makes no sense, 

however, to attempt to deal with this problem by deducting ‘commissions’ from premium 

income, as is presently done in Jamaica.  While more promising ways may be devised to 

deal with this problem,2 it seems unlikely that the game is worth the candle in Jamaica.  

A simple tax on premiums may be an alternative worth considering.  

 

Tourism 

The situation with respect to tourism is much more complicated.  In the first 

place, registered taxpayers may claim as a tax credit 2.95 percent of what is broadly 

described as “any expense related to services rendered by a person engaged in a tourism 

activity,” a feature that makes the task of tax administration substantially more difficult.   

More importantly, tourist activities are taxed quite differently under the GCT than other 

activities.  To begin with, according to the detailed return information examined (as 

discussed below), the net tax payable for such activities appears universally to be 

calculated at a rate of 11.11 percent (12.5 percent of the GCT-inclusive price, 12.5/112.5 

= 11.11).  In addition, not only can tourist activities credit normal input taxes but also a  

special alcoholic beverage credit equal to 133% of the actual GCT on alcohol and an 

additional special tax credit of 5.2 percent of net tourist sales (the gross value of sales 

inclusive of tax less the value of exempt and zero-rated supplies, overseas commissions 

                                                 
2 See, for example, the discussion of the New Zealand approach of a deemed input tax credit by ‘grossing 
up’ indemnity payments, in Alan Schenk and Howell H. Zee, “Treating Financial Services under a Value 
Added Tax: Conceptual Issues and Country Practices,” Tax Notes International, 25 June 2001, p.3316. 
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for services rendered by overseas travel agents and tour operators, transfers between 

airports and hotels, and gratuities paid to employees for the taxable period) and non-

tourism revenue.   

Table 8 shows the results of this treatment in 2002.  On taxable tourist supplies of 

J$25.2 billion, on which output tax if imposed at standard rates would have been J$3.8 

billion, the actual output tax assessed was only J$2.1 billion owing to the favorably low 

rate applied to tourist activities and the special deductions permitted.  Normal input tax 

credits may be estimated at less than J$1.0 billion.  The two special ‘tourist’ credits more 

than doubled this offset.  The combination of the favorable rate, special deductions, and 

special credits resulted in lowering GCT payable by the tourist sector by over J$3.5 

billion, to about J$220 million – or less than the GCT payable with respect to the 7 

percent of total supplies reported by these firms attributable to non-tourist activities.  To 

put this in another way, the GCT payable on value-added in the tourist sector was less 

than 1 percent of reported revenue from tourist activities. 
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Table 8: GCT and the Tourist Sector, 2002 
(in million J$) 

 
1. Number of Firms 398 
 
2. Tourism Revenue 25,157 
 
3. Less Commissions 4,221 
 
4. Less Gratuities 1,316 
 
5. Less Transportation 350 
 
6. Net Tourism Revenue 
(=2-3-4-5) 19,270 
 
7. Output Tax 
(=.111*6) 2,144 
 
8. Less Input Tax Creditsa 897 
 
9. Less Special Tourism Credits 1,027 
 
10. GCT Payable  
(=7-8-9) 220 

a. Input tax credit attributable to tourism is calculated pro rata to the share (92.7 percent) of 
tourism revenue in total supplies reported by tourist firms. 

 
 
Tax Administration 

 Tax administration consists of several related but separable processes – 

registration, filing, payment, audit, and enforcement.  We shall discuss each of these 

briefly in turn, concluding with an account of the various ‘simplified’ GCT systems 

available to taxpayers. 
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Registration  

Every person, partnership, or company that engages in an activity that is taxable 

under the GCT is required to register for the tax.  A distinction is made in the law (GCTA 

sec. 27) between a “registered person” and a “registered taxpayer.”  A registered 

taxpayer is one who (1) does not manufacture prescribed goods (that is, those subject to 

SCT) and (2) for whom annual gross receipts are at least J$300,000.  All other persons 

liable to register are registered persons.  The registration threshold was initially 

J$144,000. It was raised to the current level in 2003.   

As Table 9 shows, however, if the original threshold had been indexed to CPI, it 

would have been J$1,335,469 by 2003.  The result of failing to adjust the threshold for 

inflation is that numerous small taxpayers have been brought under the GCT umbrella 

simply because the purchasing power of the dollar has fallen.  These taxpayers bring very 

little revenue to the government while costing substantial amounts in administrative and 

compliance activity. 

Table 9: Threshold Required to maintain 1991 Level, Allowing for Inflation 
 
Year 

 
Actual Threshold 

 
Maintenance Threshold 

1991 144,000 144,000 
1992 144,000 259,488 
1993 144,000 363,802 
1994 144,000 473,307 
1995 144,000 600,626 
1996 144,000 753,786 
1997 144,000 872,884 
1998 144,000 953,189 
1999 144,000 1,028,491 
2000 144,000 1,090,201 
2001 144,000 1,156,703 
2002 144,000 1,244,612 
2003 300,000 1,335,469 
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Individuals who supply exempted goods and services are exempted from 

registering (with respect to the exempted supplies). 

Penalties for non-registration vary depending on (1) whether the entity is liable to 

register as a registered person or registered taxpayer, and then, for those in the second 

category, on (2) whether the entity is an individual or a corporate body.  In the case of 

those liable to be registered as ‘persons’, the penalty is J$200 for each complete month he 

is not registered but liable for registration.  In the case of those liable to be registered as 

‘taxpayers’, however, the penalty is J$5,000 for individuals and J$10,000 for corporate 

bodies.  Non-registrants also face an interest penalty of 2 ½ percent per month, 

compounded, on any tax assessed for the period of non-registration. 

 
Filing 

Registrants are required to file GCT returns on a monthly basis if their annual 

taxable sales are J$1,000,000 or greater.  Smaller taxpayers file bi-monthly, but may elect 

to file monthly returns.   Returns must be filed within one month of the end of the 

relevant taxable period.  There are five types of returns.  The general GCT return (form 

4A) is used by all registered taxpayers who do not use the quick method (form 4B) and 

are not engaged in tourism activity (form 4D) or general insurance (4E).  Those 

collecting the SCT file a special return (form 4C). 

If a registered taxpayer fails to file a return, the computer system automatically 

issues a failure to file notification, and the delinquent filer is charged a penalty of J$2,000 

or 15 percent of the tax due, whichever is greater (for individuals, the minimum is 

J$1,000).  After one month from the due date (e.g. on December 31st for October returns 
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due November 30), an estimated tax amount is levied, penalties are assessed, and a 

demand notice is issued.  Enforcement then proceeds as discussed below.   

The estimated tax payment is calculated as the average of the last three returns 

filed, grossed up by some percentage to reflect inflation. In the absence of sufficient 

return history, estimated tax is automatically determined as a month’s share of the 

estimated annual gross receipts reported on the GCT registration application.  Reportedly, 

these estimation methods are in the process of being updated and will be based on the 

modified assessment program (MAP), which is essentially a presumptive assessment 

system based on ‘objective’ indicators such as the size (e.g. the estimated gross receipts), 

nature, and location of the business.  

A potentially troublesome attribute of the estimated assessment program is that 

once payment is made on an estimated assessment, the account is cleared, and in practice 

it appears that there is no requirement to file an actual return for the relevant period.  

Taxpayers who would under these rules be assessed an amount (taking into account the 

non-filing penalty) that is less than they would have owed had they filed an accurate 

return thus have a strong incentive not to file a return.  This is not a trivial issue since, as 

shown below, about 11 percent of domestic GCT revenues are calculated on an estimated 

basis. 

Once a delinquent return is filed and a payment made, if the taxpayer overpays, he 

receives either a credit for overpayment or a refund (at his option).  Understandably, most 

reportedly request a refund.   The government pays interest at a rate of 2 ½ percent per 

month after 90 days on refunds that are not paid, and since it has reportedly been slow in 
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paying refunds owing to lack of cash, it appears in effect to be  borrowing from taxpayers 

at what seems to be a fairly substantial cost.   

On the other hand, if a taxpayer underpays, additional tax is assessed with 

relevant penalties and interest.  As is generally the case for late payment (see below), 

interest is assessed at 2 ½ percent per month and is compounded.  For a twelve-month 

lapse, this amounts to a total interest penalty of 34.5 percent.  Although this rate is indeed 

a penalty rate -- the current rate (6/22) at Nova Scotia Jamaica Ltd. is  22.75% for an 

unsecured loan  -- it is of course unnecessary to pass any creditworthiness or other tests in 

order to secure a ‘loan’ in the form of GCT that has been collected from purchasers but 

not transmitted to the government.  No interest is charged for the first delinquent month, 

so for October returns with payment due on November 30, interest begins to accrue only 

in January.  Delinquent taxpayers thus automatically qualify for a ‘free’ loan for at least 

two months. 

 
Payment 
 

When a taxpayer comes to the Internal Revenue Department (IRD) to file a return 

and pay taxes due, the cashier ‘factor files’ the return, which means that the taxpayer 

registration number (TRN), tax period, payable amount, and amount paid are recorded.  

These data are held in queue and the database is updated overnight.  Within three days, 

the information is then batched and sent to the decentralized data capture facility of the 

Tax Assessment and Audit Department (TAAD).  At the beginning of the following 

month (e.g. around December 8 for October returns due by November 30) IRD conducts 

a compliance run to identify non-filers, partial payers, and non-payers.  



International Studies Program Working Paper Series 
 

 

24

 

If a payment is made without an associated return, taxpayers file Form 51 and 

choose to which assessments the payments apply.  Otherwise, payments on delinquent 

accounts are applied to principal first, then to penalties, interest, and surcharges.  In the 

case of an overpayment made with the filing of a return, the same ‘stacking’ rule is used 

after the current tax due is paid.   

A taxpayer who files a return has four options: (1) pay the tax to an IRD cashier, 

and his account is updated overnight; (2) raise an objection to TAAD, in which case the 

payment of taxes due cannot be enforced until the issue raised by the objection is 

resolved; (3) request a waiver from TAAD, which can be granted only by the Minister of 

Finance (GCTA, sec. 47); or (4) pay only part or none of the tax, in which case IRD 

pursues collection. It is far from clear why the second and third of these options should 

exist at all.    

If a tax due is not paid or paid only in part, there is a fifteen percent penalty 

assessed on the outstanding balance, and as mentioned above interest accrues monthly at 

a rate of 2 ½ percent per month compounded.  In addition, beginning with the third time 

in arrears within a year, a 10 percent surcharge is attached to arrears on a monthly basis.  

The effective interest rate on delinquent taxpayers subject to this penalty is approximately 

311 percent per annum.3  It appears that at least some in authority must feel this is an 

exorbitant level, since many waivers are apparently given for interest and penalties.  We 

return to this subject later. 

                                                 
3 The effective interest rate is ((1 + 0.10 + 0.025)^12 – 1 = 3.11. 
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Audit   
 

Currently audits are done randomly.  For example, in a particular month TAAD 

may choose to look at lawyers.  The information for the people in this group is printed 

out, TAAD then manually reviews the list and selects particular cases for audit based on 

some ‘audit flag’ such as size, tax payable, or gross receipts.  It is currently intended to 

have in place by December  2004 a computer algorithm to flag returns for audit, using 

such criteria as ratios (like output tax to input tax) that fall outside of a typical range, 

credits listed on a return that should have very few if any (like lawyers) and so on.   

To illustrate how this might work, remember that since the GCT is a value-added 

tax it is applied in effect to the difference between sales and purchases, or the ‘gross 

margin’ as it is often called with respect to retailers.  When the reported markup 

coefficient – supplies as a ratio of inputs -- is equal to or less than 1, the taxpayer is 

reporting that his sales are less than his purchases, thus claiming that his ‘gross profit 

margin’ (value-added, under another name) on such sales is negative.  While those 

taxpayers with persistently very low markups (less than 0.5, for example) may sometimes 

have such reasonable explanations as substantial export sales, one authority notes that 

“Experience has shown that taxpayers who report a low markup (under 1.10, for instance) 

have a strong likelihood of turning out to be tax evaders.”4  Firms in particular lines of 

industry that report markedly lower ‘markups’ than their competitors would seem to bear 

close and automatic examination by tax auditors.  

Table 10 illustrates what the current situation in this respect appears to be in 

Jamaica, with respect to the 81 percent of taxpayers for which markups could be 

                                                 
4 Carlos A. Silvani, “Improving Tax Compliance,” in R.M. Bird and M. Casanegra de Jantscher, eds., 
Improving Tax Administration in Developing Countries (Washington: International Monetary Fund, 1992), 
p. 286. 
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calculated.5   About 13 percent of the firms for which the ratio could be calculated 

reporting mark-ups less than 1.  Although this proportion does not appear to be 

particularly high in comparative terms,6 the potential problems in this respect are by no 

means confined to small firms, since an examination of the top decile found that over 100 

of these large firms also reported mark-ups of less than 1, a result that appears to warrant 

further investigation.  Perhaps the most startling result shown in Table 10, however, is the 

very large number of firms reporting very high markups in Jamaica: business, it seems, is 

rather good for many firms subject to GCT.7 Another way to use such data might be to 

compare the markup reported by a firm with the average markup for other firms in the 

same line of business. 

                                                 
5 The remaining 19 percent mainly reported no taxable activity. 
6 Silvani, op. cit., p. 286, reports comparable proportions of 29 and 25 percent of taxpayers with markup 
ratios less than 1 in two cases he examines. 
7 To illustrate, in the two cases studied by Silvani (one in Latin America and one in Europe), only 18 and 
23 percent respectively report markups greater than 210 percent, or less than half the share found in 
Jamaica. 
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Table 10: Markups Reported on GCT Returns, 2002 

 
Markup Range 
(in percent) 

 
Number of 

Firms 
 

As Percent of Total 
<50 722 5.2 
50-75 555 4.0 
75-100 1,220 8.8 
100-110 1,157 8.3 
110-120 1,032 7.4 
120-130 1,761 12.7 
130-140 665 4.8 
140-150 512 3.7 
150-160 442 3.2 
160-170 413 3.0 
170-180 297 2.1 
180-190 270 1.9 
190-200 282 2.0 
200-210 219 1.6 
>210 5,455 39.2 
 
Total 13,902 100.0 

 
 

Enforcement 
 

Although demand notices are sent immediately and for relatively large firms 

enforcement action also occurs almost immediately, smaller firms are included (along 

with larger firms) in a quarterly report of arrears compiled by IRD and sent to the 

relevant local tax office.  The first step in these cases, if payment is not offered by the 

taxpayer, is for IRD to invite the taxpayer to make arrangements for paying taxes due.  

After some (apparently legally unspecified) time has elapsed, compliance officers also 

may visit and issue a ‘writ levy.’  This allows them (in theory) to accept appropriately 

valued property in lieu of cash payment.  In practice, however, the writ levy ledger seems 

mainly to show failures to locate the taxpayer in question, although there are some 

receipts, usually for cash payments.  What is perhaps most surprising in this procedure is 



International Studies Program Working Paper Series 
 

 

28

 

that there appears to be no recourse to the common practice of ‘intercept’ (e.g. of sales 

proceeds or other income flows) as a means of enforcing GCT liabilities. 

After two or three months have elapsed, IRD will get a court summons issued.   

Most delinquents comply at this point.  The next step is a hearing and eventual court 

order to make payment.  If the delinquent firm does not comply with the court order 

within three months, a ‘judgment order’ is issued which allows for the seizure of the 

firm’s (or individual’s) assets.  If the responsible officer of a firm can be determined, his 

personal assets may also be confiscated.  

Total arrears for GCT/SCT for June, 2003, the latest date at which data was 

available (June, 2003 Arrears List), were J$37.8 billion, of which J$30.7 billion was GCT 

and J$7.1 was for SCT.  Roughly half of the total arrears for GCT/SCT were accounted 

for by only 93 taxpayers.  The total level of outstanding arrears has been steadily 

increasing over time.  The June, 2003 total was up 17 percent from the previous month 

(J$32.2b) and roughly 48 percent over ten months (J$25.5b in August, 2002). 

Although only 42 taxpayers were delinquent with respect to SCT, their arrears 

accounted for approximately J$168.6 million each, on average. In principle, of course, 

there should be no arrears on excise taxes like the SCT since, under normal 

administrative practices for such high-rate excise taxes, tax should be paid before the 

goods are released for sale.  This is not the case in Jamaica, however, where it appears 

that SCT taxpayers are treated like any other taxpayers under the GCTA, and hence are 

liable for tax only after sales are made.     
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Simplified Accounting Options 

 Although, as noted above, the failure to alter the threshold level has, over time, 

brought more and more small firms legally within the scope of the GCT, in an effort to 

keep compliance with the GCT as simple as possible for small business owners, Jamaica 

has adopted a rather complex system of ‘simplified accounting.’  In fact, there are three 

distinct methods of simplified accounting available with respect to the GCT.  Methods I 

and II apply to retailers only, while Method III applies to manufacturers and service firms 

as well as retailers.  The thresholds for using simplified accounting are J$1,000,000 for 

Methods I and II and J$500,000 for Method III, which is often referred to as the “quick 

method.” 

Actually, there are two options under Method I, each of which allows the use of 

mark-ups to determine estimated sales value on the basis of the value of taxable goods 

purchased.  The first option is designed for those who sell mostly zero-rated items as well 

as some few standard-rated items.  It allows the taxpayer to use his regular mark-up for 

the standard-rated goods in arriving at GCT payable.  For example, consider a retailer 

that purchases J$15,000 in taxable goods, receives J$2,000 in taxable services and 

employs a 30 percent markup.  His estimated sales are then J$19,500 = J$15,000 x 1.30 

and the calculated output tax is J$2,925 = J$19,500 x 15 percent.  On the other hand, 

calculated input tax is J$2,550 = (J$15,000 + J$2,000) x 15 percent.  The taxpayer remits 

J$375 = J$2,925 - J$2,550 to the tax authorities. 

 Option 2 of Method I is designed for persons who sell primarily taxable goods at 

a price inclusive of GCT.  Consider a firm with a 20 percent mark-up that makes 

J$36,000 in sales.  The firm has J$10,000 of purchases of goods to be zero-rated on resale 
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and J$20,000 of purchases of goods to be standard-rated at resale.  The seller is to 

subtract zero-rated purchases, with the appropriate mark-up, from total sales, giving 

J$24,000 = J$36,000 – (J$10,000 * 1.2).  The output tax is then J$3,130 = J$24,000 x 

15/115 (recall that sales are inclusive of GCT).  Input tax is J$3,000 = J$20,000 x 15 

percent, and tax to be remitted is J$130 = J$3,130 - J$3,000. 

 Method II is designed primarily for smaller taxpayers that sell approximately 

equal amounts of standard-rated and zero-rated goods.  Consider a seller that purchases 

J$30,000 each of goods to be zero-rated and standard-rated, for total purchases of 

J$60,000, and that has total sales for the period, inclusive of GCT, of J$90,000.  To 

compute output tax, total sales receipts are multiplied by the fraction of purchases that 

were standard rated and the appropriate rate applied.  In this case, output tax is J$5,870 = 

(J$30,000/J$60,000) x J$90,000 x (15/115).  Given input tax of J$4,500 = J$30,000 x 15 

percent, the tax to be remitted is J$1,370 = J$5,870 - J$4,500. 

The third method of simplified accounting, Method III or the “Quick Method,” 

applies standard percentages, which vary by industry type, to gross receipts.  The relevant 

percentages are listed in Table 11.  The main taxpayer benefit from the quick method is 

that they are required only to keep records of gross sales.  Businesses engaged in 

accounting, auditing, land surveying, legal, and quantity surveying are not eligible to use 

the quick method. 
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Table 11: Quick Method Percentages 
 
Group 
Number Description Rate 
1 Manufacturers 6.75 
2 Services 10.50 
3 Retailers selling less than 25% zero-rated goods 6.75 
4 Retailers selling 25% to 50% zero-rated goods 5.25 

5 Retailers selling greater than 50% but less than 75 percent zero-
rated goods 3.15 

6 Retailers selling 75% or more zero-rated goods 2.25 
Source: Jamaican Revenue Service 
 

An Overview of GCT Taxpayers 

Most of the data used in this report come from six primary sources: a database of 

taxpayer information, a database of GCT returns (GCT Returns Database), a database of 

SCT returns, a database of customs C78 returns (C78 Database), a database of GCT 

ledger activity (GCT Ledger Database), and a database of SCT ledger activity.   

Some items used in calculations in the text were available only from the returns 

themselves, such as total supplies and input tax credits, while other items were available 

only from the ledger, such as estimated assessments and audit assessments.  Because both 

databases are used in the report, the numbers calculated for total domestic GCT payable 

often differs across tables.  To help keep the numbers straight, we therefore report in 

Table 12 the amounts reported for total domestic GCT payable in the various tables in the 

report.  
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Table 12: Alternative Amounts of Calendar Year 2002 Domestic GCT Payable 
 
Total Domestic GCT 
Payable Source and Description 

14,050.4 

 
Total GCT payable as reported on tax returns in the GCT 
Returns database 

15,168.0 

 
Total GCT payable as reported on tax returns in the GCT 
Ledger database 

17,333.1 

 
Total GCT payable as reported on tax returns in the GCT 
Ledger database plus assessments (estimated and audit) 

19,895.6 

 
Total GCT payable as reported on tax returns in the GCT 
Ledger database plus assessments (estimated and audit), 
penalties, and interest 

 

Table 13 presents a reconciliation of the data from the different sources. In 

addition, it should be noted that historical data is presented in the text by fiscal year 

(April – March) data, while single-year data generally is reported by calendar year 

(January – December).   

Thus, annual totals will also differ depending on whether the relevant data point refers to 

a fiscal year or calendar year. 
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Table 13: Reconciling Differences in GCT Ledger and GCT Returns Databases 

Period 

 
Tax Payable on Return 

GCT Database 
Tax Payable on Return 

Ledger Database Difference 
Returns in Ledger DB 

but not in GCT DB 
Difference in Ledger 

Value and GCT Value 
Return in GCT DB but 

not in Ledger DB 
(1) (2) (3) (4) (5) (6) (7) 

   = (3) – (2) 
= (5) + (6) – (7)    

January-02 1,040,791,731 1,164,550,333 123,758,602 174,564,042 -3,420,805 47,384,634 
February-02 881,551,987 1,012,636,006 131,084,019 130,223,971 860,048 0 
March-02 1,045,914,421 1,170,707,905 124,793,484 125,257,992 -464,507 0 
April-02 1,191,327,606 1,250,246,930 58,919,324 59,554,508 -635,184 0 
May-02 1,049,204,293 1,263,334,040 214,129,747 214,004,305 125,442 0 
June-02 1,211,082,944 1,230,839,368 19,756,424 20,439,463 -683,039 0 
July-02 1,183,105,185 1,338,063,778 154,958,593 156,569,462 -1,610,868 0 
August-02 1,244,984,702 1,312,245,480 67,260,778 68,626,055 -1,365,277 0 
September-02 1,022,447,073 1,071,825,669 49,378,596 42,597,102 6,781,494 0 
October-02 1,193,469,392 1,245,289,087 51,819,695 53,587,680 -1,767,986 0 
November-02 1,293,818,918 1,361,606,770 67,787,852 65,396,607 2,391,245 0 
December-02 1,692,742,578 1,746,610,023 53,867,445 56,736,421 -2,868,975 0 
 
Total 2002 14,050,440,830 15,167,955,390 1,117,514,560 1,167,557,607 -2,658,412 47,384,634 
January-03 1,261,393,867 1,350,572,987 89,179,120 88,801,041 378,080 0 
February-03 1,305,090,227 1,412,739,288 107,649,061 107,534,829 114,231 0 
March-03 1,251,469,053 1,333,176,401 81,707,348 81,872,509 -165,161 0 
April-03 1,282,809,603 1,377,199,529 94,389,926 94,785,119 -395,193 0 
May-03 1,379,669,646 1,496,834,415 117,164,769 118,859,310 -1,694,541 0 
June-03 1,134,518,235 1,446,030,820 311,512,585 311,665,634 -153,049 0 
 
Total Jan – Jun 2003 7,614,950,631 8,416,553,440 801,602,809 803,518,442 -1,915,633 0 
July-03 860,242,560 1,660,272,788 800,030,228 798,758,440 1,271,788 0 
August-03 794,057,248 1,608,820,010 814,762,762 814,552,827 209,935 0 
September-03 587,163,956 1,605,966,559 1,018,802,603 1,022,145,629 -3,343,027 0 
October-03 521,914,877 1,649,097,785 1,127,182,908 1,120,582,784 6,600,125 0 
November-03 2,869,029 296,729,540 293,860,512 293,861,388 -876 0 
December-03 6,866 1,487,470 1,480,604 1,480,604 0 0 
 
Total Jul – Dec 2003 2,766,254,536 6,822,374,153 4,056,119,617 4,051,381,672 4,737,946 0 

Components may not sum to totals due to rounding 
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The Concentration of Collections 

Perhaps the single most striking fact about the GCT in Jamaica is how very few 

firms collect most of the tax.  As Table 14 shows, almost 99 percent of domestic receipts 

in calendar 2002 came from the top ten percent of taxpayers.  With respect to imports, 89 

percent of GCT comes from the top ten percent.  While these figures may seem slightly 

exaggerated, in the sense that the lowest 10 percent of domestic taxpayers actually 

account for - 7.1 percent of receipts – that is, they are net recipients of refunds – Table 14 

actually understates the concentration of GCT collections.   

Table 14: Size Distribution of GCT Receipts, 2002 
Domestic Receipts International Receipts 

Decile GCT Paid Share of Total GCT Paid Share of Total 
1 (lowest 10%) -1,226.3 -7.07 0.0 0.00 
2 -2.1 -0.01 3.0 0.03 
3 6.2 0.04 9.8 0.09 
4 19.8 0.11 21.0 0.19 
5 34.3 0.20 42.4 0.38 
6 72.3 0.42 76.5 0.69 
7 155.0 0.89 135.8 1.23 
8 350.6 2.02 254.4 2.30 
9 819.0 4.73 635.2 5.75 
10 (highest 10%) 17,104.2 98.68 9,867.5 89.33 
 
Total 17,333.1 100.00 11,045.6 100.00 
Sources: GCT Ledger Database; C78 Database 

 

As Table 15 shows, the ten largest domestic taxpayers accounted for 

approximately one-third of domestic GCT receipts for 2002, and the top 50 taxpayers 

accounted for over one-half of all receipts.  Almost two-thirds of total domestic GCT 

receipts were collected from only 100 registered taxpayers.  The remaining 27,790 GCT 

registrants accounted, on average, for only J$182,000 per firm, compared to J$89 million 

for the top 100 and J$466 million for the top 10 firms.  To put this point another way, 

each of the top 10 firms was worth, in revenue terms, more than 2,500 smaller firms.  
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Table 15: Size Distribution of Domestic GCT Receipts, 2002 
 
Category 

 
GCT Receipts (in millions J$) 

 
Share of Total (in percent) 

Top 10 4,655.5 33.1 
Top 20 5,751.5 40.9 
Top 50 7,384.6 52.6 
Top 100 8,868.4 63.1 
All Firms 14,050.4 100.0 

Source: GCT Returns Database 
Note: Total domestic GCT Payable was $17,333.1 million for 2002.  These values exclude entries in the 
GCT Ledger that were not included in the GCT Returns database, including audit assessments and 
estimated assessments. 

 

The Importance of Being Estimated 

 Another interesting, and somewhat puzzling, characteristic of domestic GCT 

liabilities is shown by Table 16, which shows domestic GCT liabilities by month for 

calendar year 2002.  Liabilities are remarkably stable from month to month, averaging 

J$1,658.0 million, with December the largest month for domestic GCT liabilities at 11.3 

percent of the annual total.  This pattern is of course not surprising.  What is surprising, 

however, is the remaining information shown in Table 16, which shows that a very 

substantial amount of GCT liabilities collections are accounted for by estimated 

assessments and penalties and interest.  Total annual GCT liabilities for domestic 

production for the year were roughly J$19.9 billion.  Only a bit more than three-quarters 

of this amount, however, was tax due as calculated on submitted returns.  An additional 

10.9 percent (J$2.2 billion) came from official assessments (audit and estimated), and an 

even larger amount (12.9 percent or J$2.6 billion) came from penalties, interest, and other 

charges.8  

                                                 
8 As mentioned in the note to Table 15, the size distribution data reported earlier did not include the official 
assessments. 
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Table 16: Monthly Distribution of Domestic GCT Receipts, 2002 
(in millions J$) 

 
Month  

Tax on Returns 
 

Assessments 
Penalties and 

Interest 
 

Total 

 
% 

Total 
January 1,164.6 113.2 185.6 1,463.4 7.4 
February 1,012.6 219.8 310.7 1,543.1 7.8 
March 1,170.7 148.0 200.4 1,519.1 7.6 
April 1,250.2 169.8 209.6 1,629.6 8.2 
May 1,263.3 155.5 182.0 1,600.8 8.0 
June 1,230.8 176.6 209.5 1,616.9 8.1 
July 1,338.1 164.7 230.6 1,733.5 8.7 
August 1,312.2 190.1 203.1 1,705.5 8.6 
September 1,071.8 178.0 194.2 1,444.1 7.3 
October 1,245.3 207.3 208.2 1,660.8 8.3 
November 1,361.6 187.6 181.8 1,731.0 8.7 
December 1,746.6 254.5 246.6 2,247.8 11.3 
 
Total 15,168.0 2,165.2 2,562.4 19,895.6 100.0 
 
% Total 76.2 10.9 12.9 100.0  
Source: GCT Ledger Database 
 

Penalties that Pinch? 

It is not surprising that most penalties and interest (86 percent) accrue to 

taxpayers with estimated assessments.  In 2002, almost half (48.4 percent) of all GCT 

registrants were taxed on the estimated basis at least once during the year.  Of the 13,498 

firms subjected to this procedure, almost four-fifths (78.9 percent) reported zero tax on 

returns, which presumably means they did not file at all in 2002.  Although most 

penalties and interest were levied on small taxpayers, it is somewhat surprising to note 

that the top 10 percent of taxpayers (as measured by total GCT liability in 2002) 

accounted for 12.1 percent of such charges.  In principle there should not be any  

significant liabilities accruing with well-run sales taxes. Given that the total accrued 

arrears of GCT are J$37 billion, it may perhaps be worth considering some limited form 
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of ‘write-off’ to clear the books of bad debts that are unlikely ever to be collected in order 

to set the stage for more vigorous pursuit of delinquents in the future.    
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Table 17: GCT Ledger Entries, by Industry Classification, 2002 

Industry No. Firms 
Tax from 

Returns
Audit 

Assessments
Estimated 

Assessments
Penalties for 

Late Filing

Penalties for 
Late 

Payment Surcharges Total Due
AGRI 206 5,144,690 0 13,134,479 -13,850,900 -4,390,886 1,574,202 1,611,585
MINING 18 -27,381,596 0 659,521 268,966 170,224 98,615 -26,184,270
MANF/a/ 1,475 4,147,439,408 54,159 182,878,929 4,932,290 948,560 23,864,579 4,360,117,926
MANF /b/ 238 115,613,112 967,447 25,638,168 5,161,964 4,693,673 3,630,503 155,704,867
UTILITY 11 -47,469,065 0 552,203 112,066 48,798 26,207 -46,729,790
CONSTRU 426 60,106,253 0 36,033,075 6,880,787 2,962,892 4,211,477 110,194,485
TRADE 6,398 4,001,427,999 81,458,476 889,806,160 168,387,129 140,477,833 110,333,477 5,391,891,074
TRAN/COM 772 2,304,659,946 245,167 52,315,947 9,027,489 4,798,815 6,423,423 2,377,470,787
FIRE /c/ 2,983 3,615,940,253 16,658,704 268,781,602 41,444,503 30,517,605 37,607,690 4,010,950,358
SERVICE 1,183 349,518,770 1,588,128 81,515,550 6,102,774 -27,302,902 12,587,879 424,010,200
Not Listed 116 5,530,253 0 21,968,309 3,803,146 3,280,349 1,942,184 36,524,241
 
Total 13,826 14,530,530,024 100,972,082 1,573,283,943 232,270,214 156,204,962 202,300,236 16,795,561,461
Notes: /a/ excluding metal products, machinery, and equipment; /b/ metal products, machinery, and equipment; /c/ finance, insurance, and real estate 
Source: GCT Ledger Database 
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 Table 17 contains some additional information on the structure of audits and 

penalties by sector.  (Unfortunately, these data are not available by size of taxpayer.)  

Three conclusions are suggested by these figures.  First, by far the most important 

additional assessments are those ‘estimated’ automatically as discussed above.  

Additional assessments arising from audit are only 0.6 percent of total GCT payable 

compared to 9.4 percent from estimated assessments.  Second, 3.5 percent of the total 

owed is attributable to penalties, split roughly evenly between those imposed for late 

filing, those for late payment and the surcharge for repeated offenses mentioned earlier.  

Again, almost all of these charges are likely attributable to estimated assessments.  Third, 

by far the largest group of troublesome taxpayers in these respects are found, 

unsurprisingly, in the retail sector, followed by the ‘real estate and business services’ 

category. 

 
The Tax Base 

 A final interesting set of data relates to the base of the GCT.  In 2002, GCT 

taxpayers reported total supplies of J$536 billion.  But less than half, or J$265 billion, of 

these sales were actually subject to GCT.  Of the balance, J$167 billion (31.1 percent) 

were exempt, J$26.8 billion (5.0 percent) were exported, and J$72.9 billion (13.6 percent) 

were zero-rated for other reasons.  Since an estimated J$172 billion in inputs were 

deductible, the net value-added subject to tax was approximately J$93 billion, and (after 

further adjustments) the total GCT payable was only J$14.0 billion, or 5.3 percent of 

taxable supplies and 2.6 percent of total supplies.  Table 18 sets out these data by deciles 

and Table 19 does the same with respect to (one-digit) industry classifications.
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Table 18: The GCT Tax Base, by Deciles 
 
 
Decile Total Supplies Exempt Supplies

Exported 
Supplies

Zero-Rated 
Supplies Taxable Supplies Creditable Inputs GCT Payable

1 27,928,370,511 9,112,644,827 7,905,622,976 10,921,533,656 0 1,579,104,023 -231,417,070
2 326,390,657 164,112,123 11,636,537 143,558,486 7,063,092 23,271,659 -2,353,145
3 1,508,146,512 534,114,487 9,972,445 828,551,980 135,327,163 324,784,362 -28,252,044
4 2,804,955,315 873,826,114 159,425,815 1,372,560,300 399,137,816 605,724,783 -29,197,705
5 6,239,851,935 1,613,609,433 476,243,468 3,301,800,963 848,237,161 951,210,838 -13,832,479
6 9,220,725,193 2,500,023,043 257,265,392 4,808,323,526 1,655,115,190 1,449,776,585 34,690,910
7 9,540,314,766 3,006,587,514 441,949,567 2,916,113,156 3,175,661,542 2,284,107,390 134,359,161
8 21,312,387,265 7,636,745,312 1,669,828,533 5,480,630,404 6,503,689,905 4,645,357,120 278,245,798
9 39,775,762,013 15,269,663,111 1,705,912,542 6,606,037,009 16,143,604,534 11,082,187,801 854,168,147
10 417,442,740,560 126,343,730,975 14,155,619,590 36,550,639,953 236,472,530,094 148,740,483,422 13,053,126,842
 
Total 536,099,644,727 167,055,056,938 26,793,476,865 72,929,749,434 265,340,366,497 171,686,007,984 14,049,538,414
Source: GCT Returns Database 
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Table 19: The GCT Tax Base, by Industry Classification 

 
 
Industry Total Supplies 

Exempt 
Supplies

Exported 
Supplies

Zero-Rated 
Supplies 

Taxable 
Supplies

Creditable 
Inputs GCT Payable

AGRI 11,296,616,223 5,460,946,002 477,961,910 4,340,459,062 1,017,249,452 912,337,575 17,615,544
MINING 8,726,161,433 2,057,069,659 6,333,274,705 110,818,118 216,427,600 416,035,742 -35,417,075
MANF /a/ 84,299,244,417 20,256,733,258 7,549,236,275 10,879,270,181 45,615,368,584 17,345,771,670 4,130,572,929
MANF /b/ 5,801,737,795 592,248,974 121,754,187 1,143,391,636 3,944,343,008 3,109,409,318 116,264,317
UTILITY 17,263,481,764 17,221,862,000 0 4,987,652 36,632,111 303,985,870 -40,107,169
CONSTR 4,237,996,350 1,584,575,289 1,274,353 554,497,477 2,097,654,328 1,635,902,694 61,773,530
TRADE 241,629,536,847 55,443,918,036 8,485,822,662 39,591,768,622 138,198,139,552 107,613,997,433 3,795,204,268
TRAN/COM 43,869,292,058 4,542,944,133 727,172,212 5,538,915,339 33,040,301,640 20,221,154,526 2,151,709,898
FIRE /c/ 104,786,271,215 54,807,490,865 3,046,639,508 8,564,315,279 34,324,028,626 15,745,072,246 3,463,934,829
SERVICE 13,781,238,839 4,922,700,405 50,341,051 2,161,105,806 6,646,942,382 4,228,957,450 382,845,567
Not Listed 408,067,787 164,568,317 0 40,220,261 203,279,214 153,383,460 5,141,776
 
Total 536,099,644,727 167,055,056,938 26,793,476,865 72,929,749,434 265,340,366,497 171,686,007,984 14,049,538,414
Source: GCT Returns Database 
Notes: /a/ excluding metal products, machinery, and equipment; /b/ metal products, machinery, and equipment; /c/ finance, insurance, and real 
estate 
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Revenue Performance 

 
 The GCT is a core component of revenue in Jamaica, accounting for 27.7 percent of total 

revenue in fiscal year 2003/04 and averaging 28.3 percent over the period 1993/94– 2003/04.   

As shown in Table 20, although GCT revenues have declined as a share of total revenues and 

GDP from a high of 31.4 percent and 8.4 percent respectively in fiscal year 1995/96, they have 

begun to pick up in the last two fiscal years and as a share of GDP are almost as high as they 

have ever been, at 8.3 percent.   

 

Table 20: GCT Receipts, 1991/92 – 2003/04 

Fiscal Year 

Domestic 
Receipts 

 (in million J$) 

International 
Receipts 

(in million J$)

Total GCT 
Receipts 

(in million J$)

Share of Total 
Revenue (in 

percent) 

Share of 
GDP 

 (in percent)
1991/1992 755.30 615.60 1,370.90 11.9 2.7
1992/1993 2,536.40 1,536.70 4,073.10 21.4 4.9
1993/1994 /a/ 4,549.90 3,549.20 8,099.10 28.0 7.2
1994/1995  6,322.70 4,567.70 10,890.40 28.6 7.2
1995/1996 /b/ 8,440.50 7,353.30 15,793.80 31.4 8.4
1996/1997 9,662.30 7,229.20 16,891.50 30.6 7.5
1997/1998 10,173.10 7,715.60 17,888.70 30.2 7.3
1998/1999 10,553.00 9,000.20 19,553.20 29.2 7.4
1999/2000 12,165.80 8,207.80 20,373.60 26.8 7.2
2000/2001 13,059.20 9,296.60 22,355.80 25.7 7.1
2001/2002 13,772.10 9,480.20 23,252.30 25.7 6.7
2002/2003 17,014.44 11,122.73 28,137.18 27.3 7.4
2003/2004 21,967.08 14,358.97 36,326.04 27.7 8.3
Exhibit: Budget Estimates: 
2004/2005  42,532.50 27.3 
Notes: 
/a/ standard rate changed from 10 percent to 12.5 percent 
/b/ standard rate changed from 12.5 percent to 15 percent 
Source: Ministry of Finance 

 

Since its initial two years of implementation, the GCT has maintained a fairly consistent 

share of GDP, averaging 7.4 percent over the period 1993/94 – 2003/04, with especially robust 

collections in 1995/96 and 2003/04 following the reforms outlined earlier.  In 2003/04, GCT 
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collected on imports accounted for 39.5 percent of total collections, a share that has been fairly 

constant over the period. Figure 2 shows the time path of GCT receipts from domestic and 

imported products as a share of GDP.   

 

Figure 2: GCT Receipts as a Share of GDP, 1991/92 – 2003/04 
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 As Figure 2 suggests, both the buoyancy and the elasticity of the GCT with respect to 

GDP (excluding the first two years) are approximately unity.9  This is not surprising since in 

developing countries consumption can probably be expected to grow at around the same pace as 

economic activity in general.   Over time, however, as income levels rise, savings will tend to 

expand at the expense of consumption. Moreover, as Jamaican experience shows, with any 

general sales tax the tax base is likely to be eroded over time as a result of both ‘creeping 

exemption’ and persistent evasion.  For these reasons, periodic rate increases (or base 

                                                 
9 Buoyancy is 0.987 for the 1993/94-2003/04 period.  For the period from 1995/96 to 2002/03, excluding the years 
of major reforms, it is 0.98, suggesting that the basic elasticity of the GCT is also close to unity. 
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expansions) are often necessary to maintain consumption tax revenues.  The 1993 rate increase 

to a standard GCT rate of 12.5 percent, for example, yielded a substantial increase in revenues.  

A 25 percent increase in the standard rate increased inflation-adjusted revenues by 52.8 percent; 

the nominal increase was 98.8 percent.  The similarly-sized rate increase in 1995 to the current 

15 percent yielded a more modest increase, however, of only 15.6 percent in inflation-adjusted 

terms and 45.0 percent in nominal terms, perhaps suggesting that there is not much further room 

for rate increases in the future.  

 
The Revenue-Maximizing Rate 
 

This hypothesis is worth exploring in a bit more detail.  Assuming that the tax continues 

to be administered in the same way and at the same level of efficiency as in the past, the 

maximum revenue that could have been expected given the current structure of the GCT in the 

2003/04 fiscal year can be estimated is J$39.0 billion, or roughly only J$2.7 billion (7.4 percent) 

more than actually was collected in that year.  The revenue-maximizing rate (in half-percent 

increments) that would achieve this level of collections may be estimated to be 18.0 percent, or 3 

percentage points (20 percent) higher than the actual rate.  Figure 3 shows the amount of GCT 

revenue that might have been collected in 2003/04 at various rates between 15.0 and 20.0 percent 

and highlights the revenue-maximizing rate of 18.0 percent.  Table 21 shows the corresponding 

numerical estimates. 
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Figure 3: The Revenue-Maximizing Rate of GCT 
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Table 21: Estimated GCT Collections in 2003/04 at Different Rates 

Standard Rate (in percent) 
Estimated Yield 

(in billion J$) 
15.0 36.3 
15.5 37.4 
16.0 38.1 
16.5 38.8 
17.0 38.8 
17.5 39.0 
18.0 39.0 
18.5 38.9 
19.0 38.8 

 

Of course, these estimates, which have been calculated on the basis of extrapolation of 

trends arising from the two previous rate changes, are at best only very rough estimates with 

wide confidence intervals.  Nonetheless, it would appear on the face of matters that there is not a 
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great deal of room left for further exploitation of the GCT as a revenue source, absent major 

changes in either the base or the administration of the tax, or both.  

The substantial number of exemptions added in 1995 probably explains the less 

substantial revenue increase resulting from the rate increase of that year.  Indeed, the small but 

persistent decline in GCT receipts as a share of GDP from 1996 to 2001 -- although it may also 

be due in part to an (unmeasured) increase in the relative size of the informal sector -- also 

probably reflects the effects of the base erosion resulting from the numerous exemptions 

introduced in 1995, with the rebound at the end of the period largely resulting from the partially 

offsetting base-enhancing measures introduced in 2003.  

 

SCT Revenues 

Table 22 shows receipts from the SCT for the period 1993/94 – 2003/04, along with its 

share of total revenues and share of GDP.  The marked increase in SCT revenues from 1997/98 

to 1999/2000 can be explained largely by increases in rates on petroleum products.  As shown in 

Table 3, the specific rate on premium unleaded gasoline, for example, increased from J$1.17 per 

liter to J$7.72 per liter in 1999, and the ad valorem rate increased from 57.75 percent to 87.30 

percent (the floor for the ad valorem tax increased as well).  As is evident in Table 22 most of 

the increase in revenues arose from SCT on imported goods, which is consistent with the 

increase in rates on petroleum products as the dominant factor in revenue growth over the period.  

The specific tax on cigarettes also was increased substantially in 1998.   
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Table 22: SCT Receipts, 1993/94 – 2003/04 

Fiscal 
Year 

Domestic 
Receipts  

(in million J$) 

International 
Receipts 

(in million J$) 

Total SCT 
Receipts 

(in million J$)

Share of 
Total 

Revenue 
(in percent) 

Share of 
GDP

(in percent)
1993/1994 1,947.00 54.30 2,001.30 6.9 1.8
1994/1995 2,008.10 352.90 2,361.00 6.2 1.6
1995/1996 2,015.50 1,036.90 3,052.40 6.1 1.6
1996/1997 1,514.80 1,330.10 2,844.90 5.2 1.3
1997/1998 2,193.90 1,453.40 3,647.30 6.2 1.5
1998/1999 3,335.30 1,834.50 5,169.80 7.7 2.0
1999/2000 3,237.50 5,337.50 8,575.00 11.3 3.0
2000/2001 5,344.00 4,406.80 9,750.80 11.2 3.1
2001/2002 5,174.00 5,295.00 10,469.00 11.6 3.0
2002/2003 6,101.57 4,455.33 10,556.90 10.2 2.8
2003/2004 5,615.05 7,151.91 12,766.96 9.7 2.9
Exhibit: Budget Estimates: 
2004/2005  14,233.40 9.1 
Source: Ministry of Finance 

 

The buoyancy of SCT collections is roughly 0.76 in the absence of major rate changes 

(0.92 with major rate changes), which is higher than generally is expected with excise taxes.  The 

relatively robust growth of these taxes in Jamaica, especially given relatively high inflation rates 

in the early 1990s, relative to excise taxes in most countries, can perhaps be attributed in part to 

the ad valorem components.  Since the ad valorem SCT collections accounted for less than five 

percent of total SCT collections in calendar year 2002, however, it appears that the consumption 

of excise products has grown significantly over the last dozen years – a development presumably 

encouraged to some extent by the decline in real tax rates on fuel noted earlier (Figure 1).   Since 

all fuel is imported, it is unlikely, however, that any resulting revenue gain denotes a net social 

gain from this policy.  Indeed, despite the obvious political difficulties in raising fuel taxes in 

Jamaica, increased fuel taxes appear to be perhaps the most desirable way to achieve more 

revenue from the consumption tax system, if that is what is needed.  While more suspect from a 

distributive point of view, both alcohol and tobacco could in all likelihood also bear somewhat 
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higher tax rates if required to cope with revenue needs.  At the very least, as mentioned earlier, 

the real rates of taxes on these products should be held constant through some indexation 

procedure. 

 
The GCT in an International Perspective 

 
 At least 123 countries now have some form of VAT in place.  No tax in world history has 

ever spread so quickly and so widely. The cumulated international experience with VAT is 

impressive.  What lessons might Jamaica learn from that experience?  On the whole, a 

comparison of the GCT with VATs found both in the region and in the world more generally 

suggests that its performance is not bad by international standards, although it appears to have 

deteriorated somewhat over the last decade.    

Table 23 sets out some of the principal characteristics of the VATs now in place in the 

Americas. Other than the United States, every country in the OECD now has a VAT, as do most 

countries in Latin America and many in the Caribbean.  The average standard rate in the OECD 

countries is now almost 18 percent, compared to 14.1 percent in the Western Hemisphere 

countries, although rates in the latter area range from as low as 5 percent in Panama to as high as 

23 percent in Uruguay. In the Caribbean region, Haiti and the Dominican Republic led the way 

in introducing VATs in the 1980s, followed by Trinidad and Tobago in 1990, Jamaica in 1991, 

and Barbados in 1997.  Rates in these five countries currently range from 10 to 15 percent, with 

an average standard rate of 13.4 percent.  In most countries, as in Jamaica, VAT rates have gone 

up over time.  

In terms of revenue, Table 23 suggests that the Jamaican GCT appears to be doing 

comparatively well. Although it accounts for only slightly more of government revenues than 
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does the VAT in most countries included in the table, since the Jamaican public sector is larger 

than that in most countries in the Americas, it is not surprising that GCT is a relatively higher 

share of GDP than is accounted for by VAT in most countries, being exceeded only by 

Nicaragua. It is of course difficult to draw any simple conclusions from such measures given, for 

example, the differing shares of ‘informal’ activity in different countries and the varying extents 

to which such activities may be reflected in national GDP statistics.   
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Table 23: VAT in the Americas: The GCT in International Perspective 

Country 
Year 

Introduced 
Rate at 

Introduction 
Current 

Rate 
No. of 

Other rates 
VAT as % 
Revenues 

VAT as 
% GDP VAT Productivity 

VAT 
Efficiency 

Argentina 1975 16 21 2 30.9 3.9 0.19 0.27 
Barbados 1997 15 15 1     
Bolivia 1973 10 14.9  37.1 5.4 0.36 0.47 
Brazil* 1967 15 20.5 2 9.9 2.0 0.10 0.16 
Canada* 1991 7 7  13.4 2.7 0.38 0.67 
Chile 1975 20 19  44.4 8.0 0.42 0.64 
Colombia 1975 10 16 5 42.3 4.5 0.28 0.44 
Costa Rica 1975 10 13  25.2 4.6 0.35 0.53 
Dominican Republic 1983 6 12     0.31 
Ecuador 1970 4 12     0.42 
El Salvador 1992 10 13  52.8 5.6 0.43 0.50 
Guatemala 1983 7 12  45.8 4.5 0.38 0.45 
Haiti 1976 7 10      
Honduras 1976 3 12 1    0.55 
Jamaica 1991 10 15  36.5 9.2 0.61 0.93 
Mexico 1980 10 15 1 26.5 3.3 0.22 0.33 
Nicaragua 1975 6 15 3 32.5 9.3 0.62 0.70 
Panama 1977 5 5 1    0.52 
Paraguay 1993 12 10  43.2 4.4 0.44 0.54 
Peru 1973 20 18  45.9 6.4 0.36 0.50 
Suriname 1999 7 10 1     
Trinidad and Tobago 1990 15 15      
Uruguay 1968 14 23 1 30.2 7.8 0.34 0.46 
Venezuela 1993 10 16 1 35.3 4.7 0.29 0.43 
Average  10.4 14.1  34.5 5.4 0.36 0.49 
Notes and Sources: *National taxes only. 
Date of introduction and rates from IMF. Other data for most countries calculated from World Development Indicators, World Bank, and IMF, Government Finance Statistics, 
2003.  We are grateful to Bayar Tummensan for assistance with this calculation.  Countries with ‘efficiency ratios’ only are taken from J. Stotsky and A. WoldeMariam, “Central 
American Tax Reform: Trends and Possibilities,” Working Paper WP/02/227, International Monetary Fund, December 2002.  ‘VAT productivity’ is the ratio of VAT revenues to 
GDP as a ratio of the standard rate, and ‘VAT efficiency’ is the ratio of VAT revenues to final consumption as a ratio of standard rate. 
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For this reason, attempts have been made to develop more comparable measures 

such as those labeled ‘productivity’ and ‘efficiency’ in Table 23.10  While it is not easy to 

interpret these measures, broadly they may be understood as follows.  The so-called 

‘VAT productivity’ measure is the ratio of VAT revenues to GDP divided by the 

‘standard’ rate of the VAT.  In other words, this figure shows what percent of GDP each 

percentage point of the standard VAT rate collects.  On average, for the countries 

included in Table 23, one percentage point of VAT collects 0.36 percent of GDP, with 

the range being between a low of 0.10 percent for Brazil’s (very limited) national VAT 

and a high of 0.62 in Nicaragua.  By this criterion, the Jamaican GCT looks very good 

indeed. However, this measure is misleading in an important sense since in principle a 

VAT taxes consumption, not production, and GDP measures production, not 

consumption.   

For this reason, the measure shown in Table 23 as ‘VAT efficiency’ has come to 

be used as a more reliable indicator of comparative VAT performance.  This figure is 

calculated as the ratio of actual tax revenues as a percentage of GDP to the standard rate 

of tax times the ratio of consumption to GDP, so it would have a value of 1 for a uniform 

tax on all consumption.  The actual ratios shown in the table, however, range from a low 

of 0.16 for Brazil’s very narrow-based national VAT to a startling high of 0.93 for the 

GCT in Jamaica. Jamaica’s performance as measured by this indicator thus appears to be 

well above average.11   

                                                 
10 A variant of the ‘efficiency’ measure, called the “gross compliance ratio” and estimated as the ratio of 
actual to ‘potential’ VAT collections (as estimated by applying the standard rate to private consumption) is 
discussed in Mark Gallagher, “Assessing Tax Systems Using a Benchmarking Methodology,” Research 
Paper, Fiscal Reform in Support of Trade Liberalization Project, April 2004. 
11 The highest ratio in the world appears to be in Singapore, where it actually exceeds 1 owing largely to 
the considerable volume of taxes imposed on tourists and visitors (who can claim few refunds).   
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Of course, many questions may be raised about this measure also. For example,  

while differences between countries may be interpreted as reflecting differences in both  

base ‘erosion’ (through zero-rating and exemptions) and tax evasion, the measured 

differences may equally well be inflated in some countries by measures such as limiting 

input credits (and thus taxing some intermediate as well as final consumption).  In 

Jamaica, for example, input credits for some items (cars, entertainment) are limited and 

others (capital expenditures) are generally claimable only over a two-year tax period.  

Perhaps more importantly, in countries with differentiated rates the ratios may also be 

inflated if some rates – for example, those on vehicles (which are subject to an average 

GCT rate of over 55 percent in Jamaica)12 -- are higher than the standard rate, because the 

revenue produced by such rates is ‘scored’ as though collected at the standard rate.  Of 

course, if some rates are below the standard rate, the ratio is biased downwards for the 

same reason.  In Jamaica in 2002, 9.8 percent of total GCT liabilities are attributable to 

goods and services taxed at above standard rates – mainly vehicles – and only 2.6 percent 

to items taxed at below-standard rates, so the reported ratios are slightly biased upwards 

for this reason. 

Finally, two other points should be taken into consideration before concluding 

that the Jamaican GCT has already attained the best of all possible worlds.  First, as Table 

24 which has been calculated from national rather than international sources shows, 

different data sets may yield quite different estimates.  More importantly, Table 24 also 

                                                 
12 Vehicles account for 5.5 percent of imports and 21.5 percent of tariff revenue in Jamaica, considerably 
higher than the equivalent figures in Barbados, for example, although the latter has a higher average tariff 
on vehicles than Jamaica (44.5 percent compared to 34.6 percent): see IDB, “Integration and Trade in the 
Americas: Fiscal Impact of Trade Liberalization in the Americas”, Periodic Note, January 2004, p. 23. 
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shows that the measured performance of the GCT varies considerably from year to year.13  

As suggested in this table, it appears that until this past year, Jamaica’s performance in 

terms of these measures had been gradually deteriorating.  Jamaica used to do better in 

terms of both these measures than it does now.  After the effects of the rate changes in 

1993 and 1995, the performance of the GCT seems to have gone down until the 

expansion of the base in 2003.  Jamaica’s GCT may be doing fairly well, but it cannot, it 

seems, be left on automatic pilot.  Constant vigilance is needed to maintain and improve 

tax performance.   

 

Table 24: The Productivity and Efficiency of the GCT, 1991-2004 
Fiscal 
Year 

GCT as % Total 
Taxes 

GCT as % 
GDP 

VAT 
Productivity 

VAT 
Efficiency 

1991/1992 11.9 2.7 0.27 0.51 
1992/1993 21.4 4.9 0.49 0.80 
1993/1994 28.0 7.2 0.57 0.86 
1994/1995 28.6 7.2 0.58 0.85 
1995/1996 31.4 8.4 0.56 0.80 
1996/1997 30.6 7.5 0.50 0.71 
1997/1998 30.2 7.3 0.49 0.71 
1998/1999 29.2 7.4 0.50 0.74 
1999/2000 26.8 7.2 0.48 0.72 
2000/2001 25.7 7.1 0.47 0.68 
2001/2002 25.7 6.7 0.44 0.64 
2002/2003 27.3 7.4 0.49 0.71 
2003/2004 27.7 8.3 0.55 0.80 

  

 Secondly, although Jamaica’s ‘VAT productivity’  and ‘VAT efficiency’ ratios 

are clearly above the average both for the Americas and for countries at its per capita 

income level more generally,14 it is of course not good enough to ‘benchmark’ 

performance by the average.  Rather than measuring itself against (say) such poor 

                                                 
13 Gallagher (2004) shows that the same is true in other countries such as El Salvador and Guatemala. 
14 To illustrate, for the 23 countries with GDP in the range US$1500-5000 for which data are available, the 
average productivity ratio is 0.36 and the efficiency ratio 0.55. 
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performers as the Dominican Republic and Mexico, Jamaica should instead aim to match 

the performance of such recognized leaders as Chile over the long run.  Even by these 

standards, however, although few experts would likely consider the tax administration in 

Jamaica to be as well organized or run as in Chile, the numbers suggest that the GCT 

appears to be in surprisingly good shape in international comparative perspective. 

 In broad terms, however, Jamaica’s experience with the GCT over the last decade 

or so has not been far from what one might expect based on international experience.  

The tax was introduced at (more or less) the average rate at which such taxes are 

introduced.  Its standard rate has over time increased by (more or less) the usual amount 

to a figure neatly positioned between the regional (14 percent) and world (16 percent) 

averages.  Over its life, the GCT has, on the whole, accounted for a bit less than the 

average share of tax revenues in the Americas (31.4 percent) though almost exactly the 

average found around the world (26.5 percent).  However, it accounts for more than the 

average share of GDP not only in the Americas (4.8 percent) but in the world as a whole 

(5.1 percent) and its ‘efficiency ratio,’ measured as above, is above the world average (58 

percent).15  Nonetheless, the apparent deterioration in the performance of the GCT until 

the 2003 reform suggests that all is perhaps not quite as well with the GCT as these 

figures suggest.  In particular, it is critical not to again allow the base to be eroded as 

happened in the last half of the 1990s.  The GCT is too critical to Jamaica’s fiscal 

position to be allowed to weaken.  Indeed, as suggested later,  it is imperative both to 

tighten its base and especially its administration considerably if the relatively good 

performance of its first decade is to be sustained in the future. 

                                                 
15 This comparison is based in part on data from Liam Ebrill et al., The Modern VAT (Washington: 
International Monetary Fund, 2001). 
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Who Pays the GCT? 

 
 Who really pays the GCT?  That is, who really bears the burden of the tax in the 

sense of having the real income at their disposal reduced?  The person or company 

legally responsible for paying the tax, the seller in the case of the GCT and SCT, is 

irrelevant to the determination of who actually pays the tax.  Consider, for example, an 

item that sells for J$1 before the imposition of GCT.  If the seller simply charges the 

same price and adds GCT, giving a final selling price of J$1.15, then the buyer actually 

pays the tax because it has been shifted completely forward to him by the seller, although 

the seller is the one who sends the revenue to government.  Alternatively, the seller could 

lower his price to $0.87 following the imposition of the GCT, giving a final selling price 

of $1.00.  In this case, the seller himself would actually pay the tax.  Finally, the seller 

could lower his price partially, thereby shifting part of the tax forward to the consumer 

and bearing the remainder of the tax himself.  What happens in reality will depend on the 

relative responsiveness of sellers and buyers to changes in price.  In the analysis in this 

section, however, we avoid these complexities and simply adopt the usual convention of 

assuming 100 percent of the tax is shifted forward from the seller to the buyer, so that the 

entire GCT is borne by consumers.  The same assumption is made with respect to the 

SCT. 

Given this assumption, the question is then whether the GCT is progressive, 

proportional, or regressive.  In a progressive tax, households with a lower capacity to pay 

taxes (i.e., those with lower income) pay a smaller share of their total income in taxes 

than do those with a greater capacity to pay taxes (i.e., higher income people). With a 

regressive tax, on the contrary, those with lower incomes pay relatively more as a share 
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of their income than those with higher incomes.  Finally, a proportional tax is one where 

households pay approximately the same share of income in taxes, regardless of their 

capacities to pay taxes.  To analyze the distributive impact of the GCT (and SCT), an 

applied incidence study is needed to calculate, for each household group, the average tax 

payment as a proportion of an appropriate base.   

 
Data and Assumptions 

Unfortunately, the survey data available in Jamaica for such a study do not 

include sufficient information to determine the income of households, so we have to use 

an alternative base.  A reasonable alternative is consumption.  Consumption is a fairly 

robust measure of standard of living, since it can be argued that individuals derive well-

being directly only from consumption, not from income itself.  Of course, since savings 

provides for future consumption which will generate additional satisfaction or well-being, 

income probably remains the preferred base.  Nevertheless, there are also good reasons to 

prefer consumption to income as a base.   

Individuals often move in and out of income deciles over their lifetime.  

Consumption, on the other hand, is relatively more stable over a lifetime.  For example, 

college students may have very low income at one point in time, but often consume much 

more than their income by borrowing (e.g., college loans for tuition).  In middle age, their 

income generally will be much higher, but they generally do not increase consumption at 

the same rate, but rather pay down loans accumulated during their youth and put away 

savings for retirement.  Finally, in their retirement years, although income may be quite 

low again, consumption will be relatively high because they are consuming partly (or 

mostly in many cases) from savings accumulated during their working lives.  This pattern 
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of consumption-smoothing, illustrated in Figure 4, has been shown by research to be a 

useful and reliable model of consumer behavior.16  The problem with using income as a 

base is that many individuals will move up and down the income ladder over their 

lifetimes, even though their well-being, which is reasonably measured by consumption, 

will remain relatively fixed.  It is in this sense that consumption is from some 

perspectives a more appropriate proper base for burden analyses than income.17 

 

Figure 4: Life-Cycle Model of Consumption 

 

Nonetheless, although lifetime consumption may theoretically serve as a better 

base for burden analysis, policymakers often prefer to view tax burdens in an income 
                                                 
16 See F. Modigliani and R. Brumberg, “Utility Analysis and the Consumption Function: An Interpretation 
of Cross-Section Data,” in K. K. Kurihara, Ed., Post-Keynesian Economics (New Brunswick, NJ: Rutgers 
University Press), 1954.  See also R. Rodepeter and J. Winter, “Savings Decisions Under Lifetime and 
Earnings Uncertainty: Evidence from West German Household Data,” Discussion Paper No. 98-58, 
University of Mannheim, November, 1998.  
17 In reality, the optimal procedure would be to calculate lifetime tax payments as a share of lifetime 
consumption, and to group households or individuals into groups based on lifetime consumption.  This 
procedure most often is not a practical option, and is not for Jamaica at this time.  See Erik Caspersen and 
Gilbert E. Metcalf, "Is a Value Added Tax Progressive? Annual Versus Lifetime Incidence Measures," 
NBER Working Paper No. W4387, February, 1995. 
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framework, and income may be a better choice for a single-period analysis.  In an effort 

to get as close to this broader (income) base as possible, we divide households into 

deciles based on average annual per capita consumption, and then calculate the combined 

payments of GCT and SCT as a proportion of total expenditure, which includes not only 

consumption but also non-consumption items such as payments to pensions.18    

  The 2002 edition of Jamaica Survey of Living Conditions provides information 

on the spending patterns of a random sample of households in Jamaica.  From this 

information, it is possible to calculate the share of total spending that is allocated to each 

of 153 categories.  The amount expended for each item is multiplied by t/(1+t), where t is 

the combined rate of GCT and SCT on the item, to calculate the amount of tax paid on 

that item, on average for each consumption decile over the course of one year.  These tax 

amounts are summed across all 153 categories to get the total amount of GCT and SCT 

paid, which is then divided by total expenditure for the year (again, on average for each 

decile), to arrive at the effective GCT/SCT rate on total expenditure, or the proportion of 

total expenditures that is subject to consumption taxes.   

 For fully taxable items other than motor vehicles and those subject to SCT, the 

rate used for this calculation is the standard 15 percent, or 20 percent in the case of some 

telecommunications services.  Since there is only a single category for expenditure on 

motor vehicles in the expenditure survey, we were unable to determine the specific types 

of vehicles purchased, so we assumed that the average rate for motor cars (49.23 percent) 

was applied. For petroleum products, the rate was given as the ad valorem rate on that 

particular item, which assumes that the fixed proportion of the SCT divided by the price 

                                                 
18 These items are listed in categories 401 – 413 of the 2002 edition of Jamaica Survey of Living 
Conditions. 
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per liter is roughly equal to the ad valorem rate.  A similar approach was used for 

cigarettes, although the GCT rate was imposed on the SCT-inclusive base in that case.  

For other tobacco products, the GCT was applied to the base inclusive of the ad valorem 

SCT rate.  For alcoholic beverages, the average of the rate on low alcohol beer and high-

alcohol spirits (23 percent) was used as the estimated SCT rate, and again the GCT was 

applied to the SCT-inclusive base.  Zero-rated items were given a rate of zero percent. 

Table 25 shows the non-standard rates employed in the burden analysis.   

Table 25: Non-Standard Rates Employed in Burden Analysis 
 
Item Description GCT SCT Combined

Alcohol Average of beer rate and high alcohol 
liquor rate 0.15000 0.23000 0.41450 

Kerosene Ad valorem rate on kerosene 0.00000 0.73560 0.73560 
Other Fuel Ad valorem rate on LPG 0.00000 0.00395 0.00395 
Tobacco Ad valorem rate on cigarettes 0.15000 0.39900 0.60885 

Motor Fuel Ad valorem rate on > 87 octane 
gasoline 0.00000 0.84040 0.84040 

Motor 
Vehicles 

Average rate for final users on motor 
cars 0.49230 0.00000 0.49230 

 

 The price of exempted items has some GCT embedded in it because no credit is 

allowed for input tax.  The rate of GCT paid on exempted items is likely to lie 

somewhere between zero and the standard rate.  To estimate this rate, we calculated the 

ratio of input tax to total supplies for each industry from the database of GCT returns and 

used that figure as the estimated rate.  Thus, for any good X, the embedded GCT rate was 

given by 

X producing industries of supplies  totalaverage
X producing industriesby  paidinput tax  average   RateGCT =  

Table 26 shows the effective GCT rates employed in the burden analysis for categories of 

goods and services that are specifically exempted from GCT.  
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Table 26: Rates Employed in Burden Analysis for Exempted Goods and Services 
 
Exempted Item Rate Employed in Analysis 
Food consumed at home (only exempted items) 0.0625 
Education (only exempted items) 0.1275 
Health facilities 0.0144 
Public hospitals 0.0144 
Private hospitals 0.0249 
Other medical services 0.0249 
Meals away from home 0.0706 
 

The Distributional Impact of the GCT and SCT 

The estimated proportion of total spending accounted for by indirect taxes (GCT 

and SCT) is shown for each decile group in Table 27, which also gives average per capita 

consumption for each group. 

Table 27: Effective Indirect Tax Rates, by Consumption Decile 

Consumption 
Decile 

Average Per 
Capita 

Consumption Effective Tax Rate on Total Expenditure 

 
(1) 

 
(2) 

GCT 
(3) 

GCT w/o 
MV 
(4) 

Motor Veh. 
(5) 

SCT 
(6) 

Total 
(7) 

1 17,668 5.68 5.68 0.000 0.96 6.64 
2 28,525 5.79 5.79 0.000 0.88 6.67 
3 35,651 5.85 5.85 0.000 0.67 6.52 
4 42,327 6.04 6.04 0.000 0.71 6.75 
5 50,013 5.94 5.94 0.006 0.76 6.70 
6 59,193 6.32 6.32 0.001 0.93 7.25 
7 71,466 6.28 6.27 0.002 0.86 7.14 
8 88,736 6.50 6.50 0.005 1.02 7.52 
9 118,062 6.40 6.31 0.097 1.63 8.03 
10 254,069 7.08 6.32 0.815 2.07 9.14 
Source: Authors’ calculations from Jamaica Survey of Living Conditions, 2002 
 As column 7 of Table 27 shows, the indirect tax system in Jamaica appears to be 

roughly proportional across the bottom five deciles.  That is, the average person in each 

decile pays approximately the same proportion of total spending in indirect taxes.  The 

system overall is progressive, however, because the proportions increase as individuals 

enter the remaining decile groups.  The average person in the highest consumption group 
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(decile 10) pays 9.14 percent of total spending in indirect taxes, or over 37 percent more 

than the 6.64 percent paid in such taxes by those in the lowest consumption group (decile 

1).  

 Most studies of the annual incidence of consumption taxes find them to be 

regressive.  The results in Jamaica are thus somewhat unusual.  However, it should be 

recalled that the base for these calculations is total spending, not income.  Because 

individuals tend to save larger shares of their income as their incomes increase, if we 

could use income as the basis for the incidence study, consumption taxes would 

undoubtedly be less progressive and might be regressive.  In addition, as discussed later, 

some items that are zero-rated or exempted from GCT, especially food, may be relatively 

more important for households with lower incomes (and lower total consumption).  

Finally, higher income groups in Jamaica spend more of their total spending to motor 

vehicles (about 3 percent of total expenditure for the top two deciles), which are taxed at 

high rates, than do lower income groups (close to zero for the bottom four deciles).   

Perhaps a bit more surprisingly, the household expenditure survey also suggests that 

higher income households spend relatively more on alcohol than lower income 

households, with tobacco consumption peaking in the middle deciles of the distribution, 

so that the higher rates on these products also tend on the whole to reduce the measured 

regressivity of the consumption tax system.19    

 If the individual components of the indirect tax system are viewed separately, it is 

clear that much of the progressivity of the system arises from a highly progressive motor 

                                                 
19 As reported in an earlier study of tax incidence in Jamaica, however, (R.Bahl, ed., The Jamaican Tax 
Reform, Cambridge, MA: Lincoln Institute of Land Policy, 1991), there are good reasons to expect that 
alcohol consumption in particular is understated in this survey, and perhaps more so at the lower income 
ranges. 
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vehicle tax structure (column 5 in Table 27) and SCT structure (column 6).  GCT alone 

(excluding the SCT), shown in column 3, exhibits some progressivity, but the burden in 

the top three deciles of the distribution is much lower relative to the burden in the bottom 

deciles.  When motor vehicles are removed, as shown in column 4, the GCT exhibits only 

very moderate progressivity.  

 
 Beyond the Formal Tax System  

 Another concept of equity that is often invoked is horizontal equity.  A tax system 

is said to be horizontally equitable if taxpayers with equal capacities to pay taxes pay 

approximately the same in taxes.  One way that a tax system can be horizontally 

inequitable is by excluding a significant portion of taxpayers from the system.  In 

particular, the so-called ‘informal’ sector of the economy generally escapes the direct tax 

system.  It is less able, however, to escape indirect taxes, and it has often been suggested 

that one way to impose an appropriate tax burden on those in the informal sector is 

through indirect taxes.   

There are several versions of this story.  For instance, some argue that, with the 

exception of services, there is a decent tax ‘handle’ for taxes on retail trade – most such 

trade is carried out by large organized firms, which is certainly true in Jamaica, as we 

noted earlier -- so that an indirect tax such as the GCT can be used to tax an important 

part of the informal sector (e.g. the non-reporting plumbers and other home repair 

enterprises that buy supplies at a business registered for GCT).  In addition, indirect taxes 

may potentially reach the informal sector via shifting of the taxes into wages, returns to 

capital or consumer prices.  Small, tax-avoiding manufacturers, for example, may be 

effectively taxed via indirect taxes if the tax is capitalized in some way that affects the 



Taxing Consumption in Jamaica: The GCT and the SCT 
 

 

63

return to capital or labor, which in turn is a function of capital to labor ratios, price 

elasticities of demand, etc.   

To the extent these arguments are valid, even illegal and criminal activities, a not 

inconsiderable part of the informal sector, will be subject to at least some taxes.  Heavier 

reliance on indirect taxes, no matter what form such taxes may take, will of course not in 

itself bring tax-dodging businesses into the formal sector, but it may thus be argued to 

increase both the equity of the relative tax treatment of the formal and informal sector 

and the efficiency of resource allocation in general.   

These issues are important in Jamaica.  A recent estimate is that the size of the 

‘shadow economy’ in Jamaica is 36.4 percent of GNP.20  Although this figure is a bit 

below the average for the region, it is, for example, almost twice the size of this sector in 

Chile and indeed larger than that in some neighboring countries such as the Dominican 

Republic.  While all such estimates are at best rough approximations, all evidence, 

quantitative and qualitative, appears to support the common idea that there is a relatively 

large hidden or informal economy in Jamaica. 

It is important to understand, however, that this does not mean that the measured 

GDP is understated by anything like 36.4 percent.  First, GDP is a value-added measure, 

and the usual ‘hidden economy’ measure is a measure of total activity and hence not 

directly comparable. Such double counting would have to be eliminated from the 

estimate to be comparable to GDP.  For this reason, the ratio clearly overestimates the 

relative importance of the informal sector in GDP.   Second, some illegal activities (e.g. 

drug smuggling) included in the informal sector are generally not included in GDP.  The 

                                                 
20 Friedrich Schneider, “The Size and Development of the Shadow Economy around the World and its 
Relation to the Hard to Tax,” Paper presented to Conference on the Hard to Tax, Andrew Young School of 
Policy Studies, April 2003. 
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result of these factors is that an estimated underground economy of, say, 40 percent may 

imply an understatement in measured GDP of only 20 percent or less, depending upon 

the nature of the informal sector (e.g. the importance of illegal activities), the extent of 

double counting in the estimate of that sector, and the extent to which the activities 

measured are included in the measure of GDP.  Since all these factors may vary over 

time, demonstrably vary over the business cycle, unquestionably differ from country to 

country, and may also have very different implications with respect to tax evasion in 

different circumstances, even good estimates of the size of the informal sector do not 

provide a very useful guide to tax policy.21   

Even if it cannot be measured precisely, however, the existence of a large sector 

of the economy that is effectively not subject to direct taxation is important in assessing 

the role and effects of consumption taxation.  It may, for example, affect how one 

assesses the equity effects of different fiscal instruments.  For instance, it is conceivable 

that a well-designed general sales tax might turn out to be more progressive than a 

personal income tax if the latter in practice only burdens a limited group of wage-earners.  

In addition, in such circumstances increasing the role of indirect taxes may make the tax 

system somewhat less allocatively distorting and thus tend to reduce the pressure on 

market-based activities to move into the less-taxed informal sector.  The GCT, for 

example, can be argued to level the competitive playing field by on one hand granting 

some relief from taxes on business inputs to those taxpayers who actually pay taxes on 

their sales, while on the other hand imposing tax on those businesses that are not GCT 

registrants. Those who operate entirely in the cash economy may remain largely 

                                                 
21 See the detailed discussion of these and many other relevant issues in David Giles and Lindsay Tedds, 
Taxes and the Canadian Underground Economy (Toronto: Canadian Tax Foundation, 2002).  
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unknown to the tax authorities, but even they will end up paying some tax to the extent 

they purchase either consumer goods and services or inputs for their productive activities 

from the taxed sector.22  From this broader perspective, the GCT viewed as a component 

of the Jamaican tax system as a whole may be even less regressive than suggested by the 

incidence analysis in the previous section. 

 
An Evaluation of the GCT 

Tax Rate 

International experience argues strongly that a good VAT should in principle have 

only two rates: a standard rate and a rate of zero (and the latter should in most developing 

countries be limited for administrative reasons essentially to exports).  Such a system is 

both efficient and effective.  But is it fair?  The usual reason for imposing more than one 

rate is that it is more ‘equitable’ to do so, but this conclusion is disputable for at least 

three reasons. 

First, more rates make it harder to administer any tax and hence require a higher 

average rate to raise a given revenue, thus increasing the economic costs of imposing the 

tax.  Second, higher sales tax rates on ‘luxury’ goods are an ineffective means of 

increasing the progressivity of the fiscal system and any minute ‘benefits’ attained in this 

fashion are unlikely to suffice to offset the costs in terms of reduced efficiency and 

effectiveness of the tax.  Third, lower tax rates on ‘necessities’ are generally either 

                                                 
22 See, for example, Silvio Fedeli, “The Effects of Interaction between Direct and Indirect tax Evasion: The 
Cases of VAT and RST,” Public Finance, 53 (nos. 3-4, 1998), 385-418, which shows both that a VAT like 
the GCT offers both more opportunity for administrative actions to reduce evasion (e.g. penalties are more 
effective) and is also on the whole less conducive to the growth of the ‘informal’ economy in the first place 
than other forms of consumption taxation.  
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extremely costly in revenue (and administrative) terms or do little to help the poor, or 

both. 

While Table 23 suggests that only Barbados in the Caribbean appears to have 

more than one VAT rate, appearances can be deceiving.  Contrary to first appearances, 

for example, Jamaica does not have a uniform rate GCT but rather what has been called 

“anarchy in tax rates.”23  As Table 1 shows, in addition to imposing a rate of only 12.5 

percent on some construction inputs (cement, steel bars, etc.) and rates varying between 

zero and 155 percent on motor vehicles, Jamaica also imposes special rates (higher) on 

some telecommunications services and in addition, as discussed elsewhere, an effectively 

lower rate on tourist activities. 

 
Removing Non-Standard Rates 

Additional rates undoubtedly complicate administration.24  Moreover, none of 

these additional non-zero rates seem to have much economic rationale. From a strictly 

revenue perspective, there is in fact no net revenue to be gained from moving the 12.5 

percent GCT rate on construction materials to the standard 15 percent – we estimate (in 

2002 terms) perhaps J$492 million – while at the same time reducing the 20 percent rate 

on telecommunications to 15 percent would obviously result in a small loss. There may, 

however, be less direct gains in some of the ways mentioned above. 

 
 
 
 
 

                                                 
23 Daniel Artan and Fernando Naranjo, “Fiscal Policy Issues in Jamaica: Budgetary Institutions, the Tax 
System, and Public Debt Management,” Region 3, Inter-American Development Bank, July 2003, p. iii. 
24 See, for example, the empirical estimates in Ali Agha and Jonathan Haughton, “Designing Vat Systems: 
Some Efficiency Considerations,” Review of Economics and Statistics, 78 (No. 2, 1996), 303-08. 
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Taxing Tourism 

The only significant revenue item where a rate increase would likely produce 

significant revenue is with respect to tourism.  As Table 8 shows, at present the effective 

GCT levied on tourism activities is less than 1 percent (0.87 percent).  If these activities 

were to be taxed at the average effective rate on taxable supplies in Jamaica (5.3 percent), 

the result would be to raise total GCT revenue by about J$1.1 billion.  Even if the less 

drastic step of simply taxing net tourism revenue at 15 percent rather than 12.5 percent, 

while still maintaining both the present special deductions and the special credits, the 

tourism sector would yield almost J$746 million in additional tax.  One simple argument 

for taking this step is that since, so to speak, Jamaica already has the name of applying a 

15 percent tax on tourism in most international tourism literature25 it should presumably 

reap the benefits in revenue terms of really doing so. 

While we find this an appealing argument, the political and economic reality is 

that tourism is so critical to Jamaica that any major changes in its tax treatment probably 

require a more detailed study than has been possible here.  Still, the overall evidence in 

the literature is that in general a better case can probably be made to tax tourism in low-

income countries like Jamaica more heavily than other consumption rather than more 

lightly, as is now the case in Jamaica.  For example, a recent (general equilibrium) study 

of Mauritius argues persuasively that the tourism sector in that country – where it is 

already much more heavily taxed than in Jamaica -- is currently under-taxed in both 

efficiency and equity terms, even when the possible decline in tourism as a result of the 

increase in relative prices in the sector if tax concessions were removed is taken into 

                                                 
25 This statement is based on an admittedly rather cursory survey of a number of websites purporting to 
discuss taxes on tourists in the Caribbean.  Invariably, Jamaica’s 15 percent tax is stated as applying to 
tourist sales. 
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account.26  While we have not been able to undertake such an exercise for purposes of 

this report, we suspect that the results might not be all that different in Jamaica.  At the 

very least, much more detailed study of taxation and tourism, including not only indirect 

taxes but also consideration of the structure and effects of the impressive direct tax 

incentives afforded this sector is needed if the present  highly favorable treatment of the 

tourism sector is to be justified.27   

 
 Tax Base 

In principle, the GCT should have as wide a base as possible.  The broader the 

base, the better.   First, with a broader base, the rate required for any revenue is obviously 

lower, which means that the efficiency cost of raising revenue is correspondingly lower.  

Second, with a broader base, administration is simpler in part simply because there are 

fewer avenues of escape and in part because a larger proportion of all activities are 

encompassed in the tax net. 

Nonetheless, international practice commonly exempts other significant sectors of 

economic activity for various reasons.  For instance, it may not be possible to tax some 

consumption - for example, home-produced consumption (whether of owner-occupied 

housing, vegetables, or home repair) -- although it may in theory be possible to tax some 

such consumption in advance, so to speak, by taxing the acquisition of the asset (as in the 

                                                 
26 N. Gooroochun and Chris Milner 2004) “Efficiency Effects of Tourism Taxes: A Computable General 
Equilibrium Analysis,” Discussion Paper Series 2004/1, Tourism and Travel Research Institute, University 
of Nottingham.  In general, the higher the share of tourism demand in total demand and the more inelastic 
that demand is relative to domestic demand, the more welfare-improving are taxes on tourism . 
27 For an overview of the subject, and a suggested general approach to tourism taxation see R.M. Bird, 
“Taxing Tourism in Developing Countries,” World Development, 20 (1992): 1145-58. 
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case of vehicles and other consumer durables). For example, there is a considerable 

literature on possible ways of taxing real property under a consumption tax.28   

In addition, it may not be efficient to tax some consumption. Some consumption 

should not be taxed either because it is economically inadvisable to do so, or because 

there is no net revenue gain from doing so, or because it would be administratively 

simply too costly to do so.  Examples found in most jurisdictions include financial 

services as well as public sector consumption, education, health, real estate and 

construction, and agriculture. While there is again a large literature on the possibility of 

taxing financial services,29 and considerable recent discussion about the case for 

including even public sector consumption in the tax base,30 on the whole most developing 

countries have steered away from experimenting along these lines.  

Most countries simply exempt activities carried out under these headings from tax.  This 

common practice obviously leaves a lot of consumption out of the tax base.  It also 

creates a number of both economic inefficiencies and administrative complexities and is 

being increasingly called into question on these grounds.31   

  Finally, it may not be equitable to tax some consumption. The two basic 

rationales for exemption of goods under a VAT are (1) that the items to be exempted are 

used disproportionately by low income people, and therefore exemption makes the VAT 

less regressive; and (2) the items to be exempted are merit goods, such as medical care 

                                                 
28 See Sjibren Cnossen, “VAT Treatment of Immovable Property,” in Victor Thuronyi, ed., Tax Law 
Design and Drafting (Washington: International Monetary Fund, 1996). 
29 For a recent example,, see Alan Auerbach and Roger Gordon, “Taxation of Financial Services under a 
VAT,” American Economic Review, 92 (no. 2, 2002), 411-16.  
30 While there would be no net revenue gain from doing so, it would avoid potentially significant 
distortions in resource allocation by both private and public decision-makers.  For further discussion, see 
M. Aujean, P. Jenkins, and S. Poddar, “A New Approach to Public Sector Bodies,” International VAT 
Monitor, 10 (1999): 144-49.  
31 See, for example, Ebrill et al., 2001, chaps. 8-9. 
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and education.  The main such exemption in most countries relates to food.  While it 

would clearly be better in principle to adjust transfers to the poor to offset any estimated 

increase in expenditures as a result of the tax, this is unlikely to suffice in Jamaica, so the 

demand for some special treatment for at least some food is likely to continue. Any such 

favoritism should, however, be as restrained as possible since while food may constitute a 

higher proportion of the consumption of the poor, the rich of course eat much more and 

hence most of the revenue lost through such concessions actually flows into their pockets.  

The only other exemption that may make sense might be for prescription drugs, 

essentially as an extension of the more general ‘medical’ exemption, which should of 

course (like the education exemption) be restricted tightly to institutions that are either 

publicly funded or held to regulatory standards by an official body.  .   

With the exception of these few instances, however, there seems little good reason 

to retain the present, still lengthy list (see Tables 4 and 6) of items now exempted and 

zero-rated in Jamaica. There is no conceivable equity or other rationale for many of these 

concessions that can possibly justify the cost and complexity of administering and 

complying with them. In particular, concessions that exempt certain items when used by 

certain people for certain purposes – even if (or perhaps especially when), as is 

sometimes the case, some other official agency (for example, the Ministry of Agriculture 

or Education) is supposed to certify compliance, should vanish.  Tax departments have 

enough trouble administering simple general consumption taxes; they should not be 

burdened with such complex and ultimately unachievable tasks. 

Exemptions and zero-rating substantially complicate the administration of the tax, 

increase the economic distortions to which it gives rise, and serve no significant equity 
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purpose. Moreover, Jamaican experience shows the danger of what may be called 

‘exemption creep.’  Once any activity or product or use is exempted from a tax, it appears 

to be extremely difficult to subject it to tax in the future: rumblings are definitely being 

heard in Jamaica at present, for example, with respect to many of the items finally 

brought back into the tax base in 2003.  Moreover, since any exemption involves drawing 

lines between what is exempt and what is not exempt, there is always pressure from near-

substitutes or competitors to extend rather than contract exemptions.   

Of course, exemption under a VAT is not the same as being free of tax.  Unlike 

zero-rating, exemption means that the exempt product or activity or buyer essentially 

bears all cumulated tax except for the tax on the final sale.  Under a VAT, an item is only 

truly ‘tax-exempt’ when it ‘zero-rated’, that is, subject to a rate of zero so that taxes 

imposed on previous transactions are then rebated at the time of final sale.  Jamaicans 

appear to have realized this quite quickly, as shown by the number of items that have 

achieved zero-rated status over the years. 

Both exemption and zero-rating complicate administration.  Exemption requires 

that registrants making both exempt and taxable sales pro-rate their input tax credits. The 

easiest form of exemption to deal with under a VAT is to exempt some activities from 

collecting VAT on their sales but to subject them to tax on their purchases.  Exemptions 

of particular products – e.g. for distributive reasons – give rise to the pro-rating problem.  

So do exemptions of purchasers by particular users.  Exemptions (and zero-rating) of 

particular products when used by particular users for particular purposes are of course the 

most complex and troublesome form of exemption because of the added difficulty of 
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verifying use.  All these exemptions are of course subject to potential abuse and require 

careful policing to protect the tax base. 

To avoid such problems, sectors such as finance and agriculture that are often 

exempted from tax on their sales for various reasons are subject to tax on their purchases. 

Zero-rating at the level found in Jamaica faces the tax administration with the possibility 

of having to refund tax to hundreds, perhaps thousands, of non-exporters.  In 2002, for 

example, Jamaica in principle was liable to refund about J$2 billion in ‘negative GCT 

payable.” Although producers of ‘exempt’ commodities and ‘exempt’ purchasers will 

continue to be subject to some ‘cascaded’ taxes, it may be worth bearing this efficiency 

cost in order to establish a general consumption tax that can be administered more fairly 

and effectively.  

As noted earlier, in Table 7, the estimated revenue loss from zero-rating (other 

than for exports) in Jamaica in 2002 was J$10.2 billion.  Table 28 provides a more 

detailed breakdown of the 30 or so industry categories that account for two-thirds of this 

total. Examination of the detailed data for all sectors (at the 5-digit level) suggests that 

food , drugs, agriculture, fuel, finance, public administration, and motor vehicles account 

for most of the cost of zero rating.  In particular, food appears to account for about 24 

percent of all zero rating.   
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Table 28: Revenue Cost of Zero-Rating in More Detail 

Five-digit Industry Classification 
Estimated Revenue Lost by Zero-Rating 

(in million J$) 
Retailer, Other 702.9 
Retail dealing in Pharma, Drugs 556.1 
Supermarkets, Food and Household Goods 508.8 
Wholesale of Drug-Pharmaceutical 367.4 
General Wholesale 348.5 
In-Bond Stores 296.9 
Manufacture of Bread, etc. 272.4 
Production of Broilers, etc. 258.8 
Engineering Services 236.7 
Retailers of Petrol/Gasoline 222.9 
Exporters of Agriculture Produce 217.4 
Other Financial Institutions 211.8 
Manufacture of Livestock Feeds 210.1 
Retail Store in Motor Vehicles, Parts 194.2 
Other Business Services N.E.C. 182.6 
Wholesalers of Animal Feeds 167.5 
Other Miscellaneous Manufacturers 165.2 
Retailers of Computer Accessories 156.0 
Meat Shops 145.6 
Other Public Administration N.E.C. 143.5 
Retail Stores, General Groceries 139.4 
Retail Stores, Books and Magazines 132.7 
Growing of Bananas 123.5 
Retail Store, Hardware, Building Materials 122.1 
Wholesale, Machinery, Motor Vehicles 115.4 
Retail, Other Petroleum Products 109.9 
Cafeterias, Snack Counters, etc. 105.0 
Growing of Sugar Cane 98.1 
Life Insurance Companies 96.0 
Merchant Banks 87.4 
Commercial Banks 84.4 

 

Interestingly, the exemption of food has been estimated to cost up to 25 percent of 

potential RST revenue in most U.S. states.  In commenting on this, Due and Mikesell 

note that “food exemption is perhaps the largest mistake the states have made in their 

sales tax structures, costing substantial revenue, adding administrative and compliance 

problems, and deviating from the basic rule of uniformity of treatment of all consumption 

expenditures.  Large volumes of expenditure of persons above the lowest income levels 

are freed from tax for no justification whatsoever.”32  The same is undoubtedly the case 

                                                 
32 J. Due and J. Mikesell, State Sales Tax Administration (Washington: The Urban Institute, 1994), p. 79. 
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in Jamaica, and a preferable approach to any perceived regressivity resulting from the 

taxation of food would clearly be through some form of income-related credit (e.g. based 

on income tax returns or added to transfer payments).  Unfortunately, since this more 

logical approach is probably no more feasible than it was when the GCT was initially 

established, it seems likely that food will continue to be treated favorably. 

The case for continuing to favor all drugs (10.2 percent of the estimated cost of 

zero rating) is considerably less strong, however.  At the very least it would seem 

desirable to relate any concessional treatment of this sector to drugs prescribed by a 

physician.  Such a restriction would likely reduce substantially the present more than J$1 

billion in revenue forgone, although we have no basis on which to estimate the potential 

revenue gain.  Similarly, while it is unclear why some sectors report such a high level of 

zero-rated output (e.g. the financial sector accounts for J$593 million or 5.8 percent of 

the total, and the construction sector for J$178 million), a good argument can certainly be 

made for eliminating some of the many examples of zero-rating currently observed. For 

example, it appears that as much as J$901 million in revenue forgone is related to 

agriculture, J$293 million to printing and publishing, J$432 million is related to 

petroleum, and, most egregiously perhaps, J$325 million to the very motor vehicles that 

are presently subject to such high GCT rates.   

When 65 percent of all industrial classifications at the five-digit level report zero-

rated supplies, it does not appear to be an overstatement to say that a demonstrably 

excessive amount of zero-rating that has crept into the GCT.  All in all, J$1 billion would 

appear to be a very modest estimate of the potential additional revenue that might be 
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obtained from modestly tightening up the present system of zero-rating.  As noted later, 

some additional revenue may be obtained, if desired, from further limiting exemptions. 

 
Tax Administration 

Although we have not attempted to review all aspects of the present 

administration of the GCT and SCT, there are nonetheless several aspects of the 

administrative side of these taxes on which we shall comment briefly – the treatment of 

small taxpayers, with special attention to the threshold and the simplified accounting 

methods, the penalty structure, and a few other issues. 

 
The Treatment of Small Business 

The costs of a tax system for taxpayers include not only the tax payments 

themselves, but also the costs involved in complying with the tax system, such as keeping 

detailed records and filing complicated forms.  Many have expressed concern about the 

possible compliance costs a VAT such as the GCT imposes on small business.  Such 

concerns have led many (but not all) VAT countries, including Jamaica, to introduce 

various forms of special treatment for small traders. 

Although compliance officers from IRD carry out such activities as exploring the 

telephone directory, conducting street sweeps (driving down the road to see who is in 

what business, and looking in the newspapers) both to notify taxpayers that they are 

required to register, and presumably also to ensure that all potential taxpayers are in fact 

registered, neither IRD nor TAAD believe that non-registration is much of a problem in 

Jamaica.  They are probably correct.  In principle, under a VAT the incentive to register 

for most traders (in effect, tax-free purchase of inputs) should be sufficiently great that it 
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should not be necessary to undertake any extensive registration process.  Essentially, if a 

VAT is designed correctly, registrants will, for the most part come into the system 

voluntarily since it will be so clearly in their interests to do so.  If they do not, they will 

pay a fiscal penalty in the form of taxes on their inputs.     

In view of the extreme concentration of tax receipts discussed earlier, perhaps the 

more interesting question is whether too many taxpayers are registered for GCT.  As a 

general rule, this issue is discussed in terms of the appropriate ‘threshold’ at which to 

require firms to register for VAT.  Thresholds range from none in some countries (Peru, 

Sweden, Spain, Italy) to over US$700,000 in Singapore.  Some countries impose simple 

presumptive (gross receipts based) levies on non-VAT sellers; some differentiate by lines 

of business; some permit voluntary registration of those below the threshold.  The 

threshold level is normally chosen in principle by comparing the administrative and 

compliance effects of expanding the number of taxpayers with the revenue gains from a 

broader tax base.33   

Jamaica set an initial threshold of J$144,000 in 1991.  As shown in Table 9, by 

2003, owing to inflation the threshold had fallen to only J$51,088 in 1991 terms. A   

threshold equivalent to that initially established would have been over J$1.3 million.  

Although the threshold was raised to J$300,000 in that year (equivalent to US$50,000) – 

dropping 1200 taxpayers from the GCT rolls -- it was still only about a quarter of that 

initially imposed.  A very rough estimate of the ‘correct’ threshold suggests that it should 

                                                 
33 For a more elaborate theoretical consideration of this issue, see Michael Keen and Jack Mintz, “The 
Optimal Threshold for a Value-added Tax,’ Journal of Public Economics, 88 (2004), 559-76. 
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likely be at least twice as high, or about J$600,000.34  Indeed, in view of the extreme 

concentration of the reported tax base in Jamaica, even higher thresholds than this may 

warrant consideration.  As Table 29 shows, the revenue loss from a threshold even four 

times higher than the present level – that is, roughly equivalent to the original threshold -- 

would be miniscule.  Indeed, it appears that with the present structure thousands of 

taxpayers who are below the threshold may be filing returns largely because they can 

claim refunds.  If true, processing and handling such returns and refunds does not seem to 

be a very sensible use of scarce tax administration resources. 

Table 29: Revenue Losses of Alternative Thresholds 
Share of 
Taxpayers 
Dropped 

Threshold 
(in J$) 

Revenue 
Collected (2002) 

(in J$) 
Revenue Loss 

(2002) 

Revenue Loss 
(%) 

(2002) 
 144,000 14,050,440,830   
48.37 1,000,000 14,032,266,337 J$18,174,493 0.13 
50.00 1,109,376 14,019,595,482 J$30,845,348 0.22 
71.72 5,000,000 13,632,019,672 J$418,421,158 2.98 
75.00 6,571,948 13,499,298,475 J$551,142,355 3.92 

 

Instead of adjusting the threshold to accommodate the reality of the small 

business sector, Jamaica has instead adopted a variety of ‘simplified’ accounting systems. 

A very small proportion of registered taxpayers eligible to file via the quick method 

actually take advantage of it.  In calendar year 2002, for example, only 134 individual 

taxpayers utilized the ‘quick method’, 6,449 firms eligible to use this method (total 

supplies < $500,000) chose to file the standard form (4A) instead.  Of these, 4,098 had 

nonzero total supplies.  The average effective tax rate on total supplies for the firms with 

nonzero total supplies was 2.08 percent, which suggests that taxpayers may be opting out 

                                                 
34 This is a simple approximation of the Keen-Mintz formula, using average data on compliance and 
administration costs as reported in S. Cnossen, “Administrative and Compliance Costs of the VAT: A 
Review of the Evidence,” Tax Notes International, 8 (1994): 1649=68.  
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of the simpler quick method because their GCT payable would be substantially higher 

under the quick method.  As shown in Table 11,  the quick method rates on total supplies 

range from 2.25 percent (for those with greater than 75 percent zero-rated) to 6.75 

percent (for those with less than 25 percent zero-rated, while rates on total supplies for 

manufacturers and service firms are 6.75 percent and 10.5 percent, respectively.  For 

comparison, Table 30 shows the average effective tax rate on total supplies for domestic 

filings in calendar year 2002 by broad industry category.  

 

Table 30: Effective GCT Rate on Total Supplies, Domestic, 2002 One-Digit Industry 
Classification 

Industry Description 

Total 
Supplies 
(in million 

J$) 

GCT 
Payable 
(in million 

J$) /a/ 

Effective 
Tax Rate 
on Total 
Supplies 

AGRICULTURE (INCL HUNTING), FORESTRY & 
FISHING 11,296.6 17.6 0.16 
MINING 8,726.2 -35.4 -0.41 
MANUFACTURING EXCL METAL PROD, MACHINERY 
& EQUIP 84,301.2 4,130.7 4.90 
MANUF. OF METAL PRODUCTS, MACHINERY AND 
EQUIP 5,801.7 116.3 2.00 
POLE LINE CONTRACTOR 17,263.5 -40.1 -0.23 
CONSTRUCTION 4,238.0 61.8 1.46 
WHOLESALE AND RETAIL TRADE, HOTELS & 
RESTAURANTS 241,647.5 3,795.8 1.57 
TRANSPORT, STORAGE & COMMUNICATION 43,869.3 2,151.7 4.90 
FINANCING, INSURANCE, REAL ESTATE AND 
BUSINESS 104,787.1 3,464.0 3.31 
COMMUNITY, SOCIAL AND PERSONAL SERVICES 13,782.5 382.9 2.78 
UNCLASSIFIABLE 408.1 5.1 1.26 
TOTAL 536,121.6 14,050.4 2.62 

Source: GCT Returns Database 
/a/ Total domestic GCT Payable was $17,333.1 million for 2002.  These values exclude entries in the GCT 

Ledger that were not included in the GCT Returns database, including audit assessments and estimated 
assessments. 

 

In no case does the effective rate on domestic supplies exceed 4.90 percent.  

Manufacturing enterprises pay effective rates of 2.00 percent or 4.90 percent, relative to a 
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quick method percentage of 6.75 percent.  Wholesalers and retailers pay an average rate 

of 1.57 percent on total supplies, relative to quick method percentages of 2.25 percent to 

6.75 percent.  Most services pay an average rate of less than 3.0 percent, relative to a 

considerably higher quick method percentage of 10.50 percent.  Table 31 shows similar  

figures for the effective GCT rate on import value.  Although these rates are higher, due 

largely to the absence of zero-rated goods and input tax credits, the quick method option 

does not in any case apply to these taxpayers. 

 
Table 31: Effective GCT Rate on Total Value, Imports, 2002 

Industry Description 

Total 
Value 

(in million 
J$) 

GCT 
Payable 
(in million 

J$) 

Effective 
Tax Rate 
on Value 

AGRICULTURE (INCL HUNTING), FORESTRY & 
FISHING 4,337.1 41.8 0.96 
MINING 6,037.9 12.9 0.21 
MANUFACTURING EXCL METAL PROD, MACHINERY 
& EQUIP 39,184.7 957.4 2.44 
MANUF. OF METAL PRODUCTS, MACHINERY AND 
EQUIP 3,070.0 287.5 9.36 
POLE LINE CONTRACTOR 3,861.2 33.4 0.87 
CONSTRUCTION 2,384.9 226.0 9.48 
WHOLESALE AND RETAIL TRADE, HOTELS & 
RESTAURANTS 76,812.4 7,713.1 10.04 
TRANSPORT, STORAGE & COMMUNICATION 27,402.6 922.5 3.37 
FINANCING, INSURANCE, REAL ESTATE AND 
BUSINESS 5,281.1 301.0 5.70 
COMMUNITY, SOCIAL AND PERSONAL SERVICES 8,653.4 284.7 3.29 
UNCLASSIFIABLE 1,362.1 265.3 19.48 
TOTAL 178,387.4 11,045.6 6.19 
Source: C78 Database 
 

Two quite different options are suggested by these data.  The first is simply to 

abolish the quick method.  If no one uses it, is it worth having it in the law at all?  It 

should be remembered that Jamaica currently has three ‘simplified’ accounting options 

available to a range of small taxpayers.  The need to make a choice between so many 

options, however, raises rather than lowers compliance costs since obviously firms have 
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to calculate outcomes under both methods to know which is best.  The above data suggest 

that firms do calculate outcomes under different options and, unsurprisingly, choose the 

one most favorable to them.  Making firms choose from five options (including the two 

under simplified method I and the normal system) does not simplify but rather 

complicates their life considerably.  It would be much simpler all around simply to 

abolish all these options and, as suggested earlier, raise the threshold to exclude many of 

these small firms in the first place. 

An alternative approach would obviously be to provide a much more generous 

(lower) rate for those using the quick method, say 3 percent rather than the present rates 

ranging up to over 6.25 percent for retailers and 10.5 percent for service firms.  The 

revenue implications of such a change would likely be negligible not only because these 

are small firms but because most taxpayers eligible for the quick method are using the 

standard form and hence paying lower effective rates in any case.  The advantage of this 

approach would be essentially to lower substantially the compliance costs faced by those 

small taxpayers who would shift to the quick method under the proposed regime.  

 
Strengthening Administration 

 It is of course little more than a cliché to say that tax administration should be 

improved.  Like many clichés such a statement is in fact correct – no administration is 

ever as good as it could be.  Also like many clichés, the statement hides some deeper 

truths.  In particular, it is by no means clear that the public support needed to improve the 

administration of the GCT really exists.  Not only is the GCT arguably already the best-

administered tax in Jamaica, but the relatively few large formal-sector firms who 

currently account for most of the revenues -- while of course supportive of measures to 
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extend the weight of the tax to their relatively ‘untaxed’ competitors in the informal 

sector -- are understandably likely to react adversely to any measures tightening up the 

system as it applies to them.   Nonetheless, as our earlier brief sketch of the present 

administrative system suggests, there appear to be a number of fairly obvious things that 

can and should be done to improve the administration of the this important tax.  (We 

discuss later the question of excise tax administration.)  

 
A Data Analysis Unit 

For example, as discussed elsewhere, it would constitute a major change and 

improvement in both tax policy and administration if a more systematic approach were 

taken to assembling and analyzing data.  While obviously a good deal of information is 

available since in this report we have simply used existing data, considerable effort was 

required to put this data in analytically usable form.  It is important for good tax 

administration that a close watch is kept on trends and changes in figures such as those 

used in this report, for instance in allocating administrative resources and developing 

audit strategies.  A small dedicated statistical unit is thus a necessary component of a 

modern revenue administration. 

Data are also needed to formulate good revenue policy.   Some critical 

information – in particular the ‘costs’ in terms of revenue forgone of different exemptions 

and exclusions – could not be estimated on the basis of existing data.  Yet such 

information is an essential tool in determining the revenue and distributive effects of 

various policy options.  For this reason, many countries in recent years have developed, 

to greater or lesser extents, a regular reporting system with respect to such ‘tax 

expenditures’, thus ensuring that revenues forgone through tax policy measures that are 
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intended, in effect, to achieve distributive or allocative objectives similar to budgetary 

expenditures are subject at least periodically to some form of legislative and public 

scrutiny.35  In the absence of such estimates, once an interest group has received a tax 

concession it can too often forever after continue to enjoy the benefits without ever 

having to publicly defend them.    

 
GCT Returns 

It does not seem necessary to have the present four different types of GCT return.  

If some form of ‘quick relief’ is to be retained, the basic GCT return already includes the 

required information (essentially only total and taxable supplies).  Those filing returns of 

this basis would simply not have to fill in the rest of the form.  As for the special returns 

for insurance and tourism, even if the present special treatment of these sectors is 

retained, which seems unnecessary (in the case of insurance) and undesirable (in the case 

of tourism), they could simply file the basic return, supplemented as necessary by any 

additional information to support the special deductions allowed.  

 
Payments   

All payments, including those on estimated assessments, should be accompanied 

by returns.  The possibility of making more use of financial institutions to both collect 

payments and do an initial processing of simple returns (those accompanied by full 

payment) should be explored.36   

                                                 
35 For a recent brief discussion, see K. Messere, F. de Kam, and C. Heady, Tax Policy: Theory and Practice 
in OECD Countries (London: Oxford University Press, 2003), ch. 4, and for an extended treatment, see 
Neil Bruce, ed., Tax Expenditures and Government Policy (John Deutsch Institute of Economic Policy, 
Queen’s University, Kingston, Canada, 1988). 
36 For a useful brief discussion of the issues involved, see Alan A. Tait, ed., Value-Added Tax: 
Administration and Policy Issues (Washington: IMF, 1991), p.35. 
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In principle, there should be no arrears at all with respect to SCT or GCT due on 

imports, since these taxes should be paid before goods are released for sale.  If this is 

considered unduly harsh for some exporters, consideration should perhaps be given to a 

limited ‘deferral’ scheme for a small number of bonded exporters.  For example, GCT 

might perhaps be suspended on imports by major exporters, defined as those where 

exports are more than 50 percent (or some higher proportion) of sales, who are in full 

compliance with all tax obligations, and who have posted a meaningful financial 

guarantee.  While information on such imports will of course have to enter the system in 

order to facilitate compliance audits, no tax will be imposed on such goods at the time of 

import, so of course no refund will have to be paid at the time of export. 

An example of such a scheme is that in Singapore, where under what is called the 

“major exporter scheme” (MES) approved VAT registrants can import without paying 

tax at the time of import.37  The basic requirements to qualify are that over half of total 

sales should be for export and the firm is in good compliance with all tax requirements.  

In some instances, the tax authorities may require a letter of guarantee, at their discretion.  

MES status, once granted, is good for three years.   

The rationale for this approach is that since exports are zero-rated any GCT 

collected on imports would in any case have to be refunded, and that it is less costly to all 

concerned simply not to collect it in the first place. Deferral alleviates the cash flow 

disadvantage that would otherwise be faced by exporters who had to pay GCT on imports 

and then wait for the tax to be refunded after export.  It also bypasses (to some extent) the 

problems that government sometimes seems to have in making tax refunds promptly.  

                                                 
37 See Inland Revenue Authority of Singapore, Goods and Services Tax: Major Exporter Scheme (rev.ed, 
2003).  Related schemes exist in Canada not only for some manufacturers but also for some distributors 
under the names of “Export Trading House Program” and “Export Distribution Centre Program.” 
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Such schemes are, of course, simply a variant of the usual ‘duty-free’ (‘bonded’) 

treatment common in many customs systems.  They are hence subject to all the problems 

commonly found associated with controlling abuse, fraud and leakage in such systems.38 

The key to successful administration is a creditable system of ‘post-import audit.’   

 
Refunds 

In many ways, refunds are the Achilles heel of any VAT system.  When a GCT 

invoice is issued, it is in effect a potential claim on the fiscal resources of the state.  In the 

hands of a GCT registrant, such an invoice can be used in the first place as a deduction 

against any output tax due and in the final result it can become a direct claim for a refund.  

When refunds are due, they should clearly be paid.  Government cash flow problems 

should be managed by better expenditure management, not by improperly withholding 

funds legally due to taxpayers.   

First, however, it is critical to ensure that refunds are not only legitimate in the 

sense of being related to legitimate business inputs but that the taxes for which 

reimbursement is being claimed have actually been paid.  Even in countries with well-

established and experienced tax administrations such as Germany so much fraud has been 

uncovered in the form of illegitimate invoices that it has recently been proposed that 

refunds should not be paid unless satisfactory proof that the input taxes claimed have 

been received by government.39  Since 2002, Germany has legally made the buyer liable 

for tax not paid by the seller, but this has had no effect because it is virtually impossible 

to prove that the buyer had any knowledge of the seller’s intention not to pay the tax for 

                                                 
38 For a recent detailed discussion of this problem, see Adrian Goorman, “Duty Relief and Exemption 
Control,” chapter 9 in World Bank Handbook on Customs, forthcoming. 
39 Hans-Werner Sinn, Andrea Gebauer, and Rudiger Parsche, “The Ifo Institute’s Model for Reducing VAT 
Fraud: Payment First, Refund Later,” CESifo Forum, 5 (no. 2, 2004): 30-35. 
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which the buyer was claiming input tax credit.  Germany has also tried to deal with the 

common use of new firms to commit VAT fraud by demanding some form of guarantee 

from them, but this too has proved ineffective largely because firms can make claims and 

go bankrupt before the authorities get around to acting.  To avoid such problems, the 

proposal is essentially to ensure that all taxes claimed as input credits have actually been 

paid by requiring banks to remit the tax directly to the government at the time of sale 

through the device of an intermediate ‘trust’ account while at the same time issuing a 

receipt to the seller for VAT paid, with this receipt serving as proof of the input tax 

claim.  Alternatively, for cash payments, sellers are required to issue a tax receipt which 

demonstrates that the tax has been paid (either in the form of a verified credit-card like 

transfer to the government at the time of sale or by a prepaid ‘tax stamp’). 

Short of such a system, which is likely for the present to be beyond the reach of 

Jamaica, there are several ways to curb the many possibilities of fraud under the GCT.  

One is to restrict zero-rating solely to exports to limit the potential range of legitimate 

refund claims.  In addition, export sales against which input tax claims are made should 

of course be adequately supported by verified Export Entry (C82) forms.  It is not clear at 

present whether there is any systematic consideration of these forms against reported 

export sales on GCT forms.   

To further support the administration in its struggle against fraud, other methods 

have been adopted in various countries, ranging from refunding only after a mandatory 

six-month carry-forward of unused credits or limiting refunds only to firms in certain 

industries (as in China) or of a certain size (as in Quebec, with respect to credits for 

capital goods).  Such methods may make fraud less likely or less attractive, but they also 
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increase the degree of cascading in the tax, not least because interest is so seldom paid on 

carried-forward or deferred credits.  In the end, the only real solution to the fraud 

problem is good tax administration and especially a strong sales tax audit program. 

 
Audit 

Auditing procedures should be modernized.  Audit is the core of any tax system, 

and the GCT is certainly no exception.  As noted earlier, the data exist to begin to design 

sound audit design policies for those already in the tax net.  In addition, and importantly, 

auditing is also the main way in which the large informal sector in Jamaica can gradually 

be encompassed within the tax net.  Much better use can surely be made of the rich 

information already available to cross-check transactions not only within the universe of 

GCT registrants but, by following the audit trail, out into the vast unknown land of those 

who are not in the system, but should be.   

In this connection, it might perhaps even be worth beginning to think about the 

possibility of introducing more formal cross-checking of invoices as a basic part of GCT 

administration. While early attempts along these lines (e.g. in Korea) suggested that the 

results of this approach were not worth the effort, subsequent experience (e.g. in Taiwan 

and Singapore) has been considerably more successful in using modern information 

technology as a prime tool of VAT administration by matching invoices of buyers and 

sellers as a way of auditing VAT returns.40  Although this approach may perhaps be 

worth considering in Jamaica at some future date, what clearly seems to be most needed 

                                                 
40Ebrill et al. (2001), pp.148-50, present the usual case against relying on such matching.  For a much more 
positive appraisal, see G .Jenkins, C-Y Kuo, and K-N Sun, Taxation and Economic Development in Taiwan 
(Cambridge, MA: John F. Kennedy School of Government, 2003), p.179. 
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right now is simply to adopt and implement some of the standard methods for improving 

audit of a tax such as the GCT.   

For example, as suggested earlier, returns might initially be scanned to see in their 

markup ratios (or other parameters such as wage bills) fall within normal ranges for 

comparable firms, with those that fall outside these parameters being subjected to 

additional desk investigation (e.g. cross-checking information with customs and income 

tax for the period in question).  Although it is bad practice to focus audits on refund cases 

or to audit all those claiming refunds, initial refund claims by new businesses should 

definitely be audited.  When these or other ‘issue’ audits of any particular tax period (e.g. 

of sales of used automobiles between dealers, to mention the largest VAT fraud case 

uncovered to date in Canada) uncover potential problems, comprehensive audits – 

preferably encompassing all taxes – should be undertaken for a period of several years.  

 
Penalties 

When penalties are assessed, they should be enforced rigorously and at once. If 

payment is not made in a timely fashion, there must be a credible sanction (e.g. seizure of 

property or interception of cash flows).  If penalties are considered to be too high to be 

properly enforced, as some have suggested is the case in Jamaica – a belief that appears 

to be supported to some extent by the surprising number of waivers of penalties and 

interest that appear to be granted -- then they should be reduced.  But if they exist they 

should be enforced, without exception.   

It is difficult to understand why there appears to be a widespread belief that 

penalties are too high.  What is at issue here is not simply a matter of tax collection but in 

effect of embezzlement of state funds.  Firms liable for paying consumption taxes have 
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themselves collected those taxes from others.  If they do not remit the funds to the 

treasury in a timely fashion, they have, not to put too fine a point on it, stolen the money. 

Rigorous penalties for such an offense seem quite appropriate.  At the very least, interest 

should be charged immediately when a payment is delinquent.  The present month’s 

grace should be eliminated. 

Moreover, taxpayers should not, as at present, have the option of objecting to 

assessments and hence delaying payment.  If they object, they can do so after payment.  

This may on its face seem harsh, but again it has to be remembered that in most cases the 

assessments objected to are likely to be ‘estimated’ and that under the present system, as 

explained earlier, most such assessments are likely to be very much on the low side.  In 

the extreme case, for example, a firm may be assessed on the basis of a fraction of the 

(self-assessed) turnover reported on its initial registration form!  Given the relatively 

strong incentives not to file and pay on a timely self-assessed fashion, it is not too 

surprising that there are, first, many estimated assessments and, second, that many of 

these are not paid in a timely fashion so that interest and penalties accumulate rapidly and 

soon exceed the initial (almost certainly low) assessment.   

In such circumstances, the case for waivers is non-existent in many cases.  Indeed, 

there should be no waivers except in very exceptional cases of hardship such as, perhaps, 

theft or embezzlement.  Again, it must be remembered that these funds are treasury funds 

being temporarily held by a third party, and there should be no leniency with respect to 

collecting from such parties what they have already collected from citizens.  If any 

waivers are granted, full details should be reported annually to the legislature.  
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Nonetheless, in view of the considerable accumulation of accrued liabilities in 

recent years, it may perhaps be worth considering a ‘one-time’ amnesty of pre-2004 

accrued ‘interest and penalties’ to clear the books of what are likely to be uncollectible 

debts.  If this is done, however, it is critical that it should be accompanied and preferably 

preceded by clear and creditable tightening of payment, audit, and enforcement 

procedures. 

 

An Evaluation of the SCT 

 
In most tax systems around the world selective taxes on consumption, or excises, 

produce a significant amount of revenue.  This generalization holds for Jamaica, where, 

on average, the Special Consumption Tax (SCT) accounted for over 10.5 percent of tax 

revenue and 2.9 percent of GDP in 2001-04.  For this reason alone, an important question 

in reforming the present consumption tax system is what to do with excise taxes. 

Moreover, since some excise taxes are generally regressive – e.g. those on tobacco – 

while others may be quite progressive – particularly those on vehicles, the equity aspects 

of excise taxation are also important.  Finally, some special administrative issues arise 

with respect to excises.  In the course of discussing these issues, we shall make a series of 

suggestions with respect to the taxation of the particular categories of goods that are (or 

should be) subject to SCT. 

In most countries around the world, the most important excises are those on what 

have been called the traditional ‘vices’ of drinking, smoking, and driving -- distilled 

spirits, beer, and other alcoholic beverages, on cigarettes and tobacco products, on motor 

vehicles, and on fuels.  These products are commonly subject to particularly heavy 
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taxation for both revenue and non-revenue reasons.  In Jamaica, three of these product 

groups – fuel, tobacco, and alcohol – are taxed under the SCT.  Alcohol is subjected to ad 

valorem taxes but the taxes on the other two have both specific and ad valorem 

components.  Finally, petroleum products are exempted from the GCT. On the other 

hand, although not subject to SCT, the sale of new and used vehicles is instead taxed at 

extremely varying rates under the GCT, as well as being subject to annual license fees.   

Essentially, three questions need to be considered with respect to such selective 

consumption taxes:   (1) Which items should be subject to such taxes? (2) How should 

these items be taxed? (3) How should such items be treated under the general 

consumption tax?   

As discussed below, broadly the answers are that essentially only alcohol, 

tobacco, motor vehicles, and fuel should be subject to such taxes.  Moreover, these items, 

with the exception of vehicles, whether imported or produced domestically, should 

essentially be taxed on a specific basis set both to offset externalities arising from their 

consumption and for revenue reasons, subject to periodic adjustment to offset the effects 

of inflation. A few other minor selective consumption taxes (e.g. on gambling and on 

insurance premiums) may, for various reasons, also be worth maintaining, but are not 

further discussed here, other than to note that Jamaica might perhaps be well advised to 

follow the example of many other countries, exclude general insurance from GCT and 

apply a separate levy on insurance premiums. 

Goods subject to specific excise taxes should also be subject to the GCT.  That is, 

the base of the sales tax should include any special excise tax, just as it should include 

any import duty.  When this is not done, as with petroleum products in Jamaica, firms 
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(e.g. refineries) producing excise goods are not able to credit input taxes so that this 

sector of the economy is relatively disadvantaged.  Assuming, as discussed below, that 

any externalities that may arise from the consumption of excise goods are adequately 

offset by the specific excise levies, there is no reason for imposing this distortion.   

An important reason why goods such as alcohol, tobacco, and motor vehicles and 

fuel are generally taxed more heavily than most other goods is simply because such taxes, 

properly designed, can be relatively efficient revenue-raisers.  In addition, such taxes are 

generally both administratively feasible and politically acceptable and may thus produce 

considerable revenue without giving rise to excessive evasion and resistance.  Of course, 

in analyzing any tax its effects on equity and efficiency are in principle as or more 

important than its administrative aspects or its revenue yield.  With respect to the excise 

goods just mentioned, a critical part of this calculus is the extent to which such taxes may 

reduce externalities associated with drinking, smoking, and driving. The economically 

relevant externalities arising from these activities are of course not the costs directly 

imposed on the user but rather the consequences that his actions may impose on other 

members of society.  While there is indeed a case for taxing these items on the grounds 

that taxes may reduce their consumption and that such a reduction may reduce such social 

costs this is not the place to review the evidence in detail.41   

The importation, production, and consumption of excise goods should in both 

principle and practice be both easy to identify and to tax, but international experience 

does suggest a number of other useful lessons that should be borne in mind when 

considering how best to design and implement excise taxes. For example:   Should the tax 

                                                 
41 For such a review, see S. Cnossen, ed., The Economics of Taxing Smoking, Drinking, Driving, and 
Gambling (Oxford University Press, forthcoming). 
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be specific or ad valorem, or some combination? Should excise goods be taxed on a 

uniform basis or differently by type?  The remainder of this section reviews these 

questions briefly, mainly with respect to alcohol, as an example of how these questions 

might be resolved.    

 
Excise Administration 

First, however, a word on excise administration may be useful.  Experience 

around the world is that excise taxes generally cost less to administer than many other 

taxes.  Nonetheless, excise administration is not necessarily either easy or cheap. The 

effective administration of a high-rate excise tax fundamentally depends upon 

establishing an adequate system of control of the physical commodity.  Producers and 

sellers of excise products such as distillers, brewers, tobacco companies, and refineries 

typically need to register with the government.  A typical excise administration permits 

producers (or importers) to hold alcohol and other excise products only in approved (by 

the taxing authority) ‘bonded warehouses’, controls entry and exit from those 

warehouses, and imposes excise tax when products are permitted to leave the bonded 

warehouse, just as import taxes are typically paid at the point of importation before the 

product is released from border control.  Jamaica has perhaps moved somewhat further 

away from this traditional model than its circumstances warrant.  It is true that the 

‘invoice-control’ model of the GCT is undoubtedly the way to go in the long run, but this 

model only works when a VAT system is backed by a solid auditing process, which 

unfortunately does not appear as yet to be the case in Jamaica. 

Physical control for purposes of excise tax administration is difficult, may be 

costly, and may open the way to corruption (since the tax inspector can be paid off to 
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certify tax payment).  Although it might appear that such administrative costs could be 

reduced, if instead of separate excises, the same tax were imposed by a differential VAT 

or sales tax rate as is done in Jamaica in the case of motor vehicles, this approach is 

generally inadvisable owing to the complications caused by such differential rates, as 

discussed earlier.  The hard fact is that international experience with excise tax 

administration does not suggest any good options for very high-rate product taxes other 

than very strict command and control of the product. For alcohol, tobacco, and petroleum 

products, where there are generally few producers or commercial importers, such control 

is best exercised at the production or import level.  Vehicles raise other problems, but the 

fact that vehicles need to be registered and licensed provides other opportunities to 

exercise the high degree of control needed to enforce high rate excise taxes.   

 
Specific or Ad Valorem? 
 

Specific taxes are levied as a flat amount per physical unit, say liter (or, often, 

liter of alcohol), of the good.  Ad valorem taxes are a percent of the price (wholesale or 

retail) of the good.  As mentioned earlier, Jamaica has chosen to apply an ad valorem tax 

on alcohol.  Actually, the tax rate varies with both the product and the alcoholic content.  

For example, the rates on distilled spirits range from 22 percent on spirits with an alcohol 

content of less than 31.5 percent, 24 percent from 31.5 percent to 57.1 percent, and 30.0 

percent on spirits with content over 57.1 percent.   On the other hand, wine is taxed at 21 

percent and beer with alcoholic content less than 6 percent at 16 percent and other beer at 

21 percent.   

Specific taxes greatly simplify administration.  The tax inspector only needs to be 

able to count, and does not have to worry about the often troublesome issue of valuation.  
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In addition, to the extent one objective of alcohol taxation is to discourage alcohol 

consumption, it seems only sensible to impose the tax on what you are trying to reach, 

namely, the alcoholic content of the beverage, and not on something that is essentially 

irrelevant from this perspective such as its value.  

On the other hand, specific taxes have some defects:  First, they may prove 

‘sticky’ – difficult to change -- in the face of inflation, with the result that real revenues 

may fall in the face of price increases (see Figure 1).  Since a principal argument for 

differentially higher taxes on alcohol is to raise public revenues in a relatively efficient 

way, this is clearly a disadvantage.  Secondly, specific taxes may also discriminate 

against relatively cheaper products – since the tax as a proportion of final price will be 

larger the lower that price – and this may be considered undesirable, for example, 

because such products are mostly consumed by low-income people.  Thirdly, specific 

taxes are often levied on ‘one unit of the good,’ which may be difficult to define.  Is one 

unit a liter of beer or a liter of the alcohol component of the beer or some combination of 

the two? Fourthly, since specific taxation is based on some physical characteristic of the 

product, the tax may not tax the value of the alcohol to the consumer.  For example, the 

packaging or convenience of availability would not be considered in a typical specific tax 

on alcohol (though of course all such costs are adequately covered by the GST which 

should be applied to all excisable goods).  Moreover, specific taxes are also subject to an 

‘upgrading effect’ in the sense that when a specific tax rate is increased, consumers may 

increase their demand for the untaxed amenities of the beverage such as better packaging.   

Of course, ad valorem taxes like those levied on alcoholic beverages in Jamaica 

also have problems.  While tax yields should in this case increase with inflation, ad 
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valorem taxes both raise valuation problems, hence complicating administration, and 

discriminate in the other direction -- that is, in favor of cheaper products. This 

discrimination may be considered undesirable if, for example, lower prices mean lower 

quality and hence perhaps more health or other risks.  Moreover, ad valorem taxes in 

effect introduce a multiplier effect in the price of the good.  For a producer to increase the 

net-of-tax price by a given amount, the price charged to the consumer must be increased 

by 1/(1-s) where s is the ad valorem tax rate charged on the good.  This multiplier effect 

may discourage improvements in quality of the taxed good since the producer must 

increase prices by more than the value of an improvement in order to break even on the 

investment. 

In theory, how one comes out on the issues of quality and relative prices depends 

on many factors about which little is known even in developed countries, and almost 

nothing in developing countries. On the whole, however, international experience 

suggests that the specific tax approach is probably best in administrative terms.  

Moreover, to the extent alcohol tax policy is designed with social objectives in mind, the 

specific approach is also indicated.  Periodic review and revision of specific rates is of 

course needed in order to maintain both revenue and social objectives in the face of 

inflation. A few countries such as Australia and Russia have attempted to get around this 

problem by indexing specific excise tax rates to some general price index such as the 

CPI.  Given the persistence of a fair amount of inflation in Jamaica, consideration should 

be given to formally including a provision to this effect with respect to any specific 

excise rates.  
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Uniform or Differentiated Rates? 
 

It appears to be almost universally agreed in the literature, and supported by 

international experience, that the appropriate tax base for alcohol excise taxes is the 

alcohol content of beverages subject to tax.  The definition of alcohol content is in some 

cases specifically related to percent alcohol by volume and in others quite general (with 

distinctions between beer, wine and spirits only, for example).  A uniform tax per unit of 

alcohol or, as with the present ad valorem tax, on some range of alcohol content is 

probably the best approach from either public health or economic perspectives.  From this 

perspective, the SCT on beer and wine in Jamaica is odd since they are (relative to 

alcoholic content) taxed relatively much more heavily than spirits.  There is no apparent 

justification for this anomaly. 

Of course, there is also a theoretical argument for multiple rates – the ‘optimal 

tax’ argument – essentially to reduce the efficiency loss of taxation.  Alcoholic beverages 

with few substitutes have lower price elasticities of demand, so that the distortion (excess 

burden) caused by taxing them is relatively small.  Unfortunately, this idea is extremely 

difficult to implement since the needed information on pricing, demand elasticities, and 

production functions is seldom available. Moreover, the administrative complexities of 

excises with multiple rates can be large.  On the whole, the optimal tax path does not 

appear to be one that should soon be trod in Jamaica.  

Two other arguments are usually offered in support of differentiated rates. The 

first is simply that higher taxes on some particular variety of alcohol such as imported 

products or distilled spirits are progressive. Three comments may be made about this 

argument.  First, the evidence on the distributive effects of such taxes is scanty and 
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unpersuasive. Secondly, any such effects are in any case certain to be trivial and unlikely 

to be worth the additional complexity and cost differential rates add to the system.  

Thirdly, and most importantly, it makes little sense to focus on such minor details in the 

fiscal system when the social value of the additional public revenues that may be 

obtained by imposing more uniform (and hence more easily administered) taxes – at least 

if one makes the possibly too optimistic assumption that such revenues will be spent 

sensibly – is likely to outweigh any possible social gain from imposing minutely higher 

taxes on a few whiskey or cognac drinkers.  

The second argument in support of differentiated rates is the social cost one.  In 

theory some types of consumption may produce more externalities than others.  For 

instance, one might perhaps consider that beer produces relatively larger externalities in 

terms of labor productivity and family security because of the type (or age) of people 

who consume it.  Alternatively, one might consider wine to be an essential component of 

good eating and even good health and hence not be at all concerned about its external 

effects.  If such externalities could actually be measured, and the main purpose of taxing 

alcohol was to deal with them, then differential rates might be justified.  In reality, 

however, we still know surprisingly little about these issues even in information-rich 

countries like the U.S..  When statements such as those made earlier in this paragraph are 

made in the context of a developing country like Jamaica they are thus all too often more 

likely to reflect more personal prejudice than solid knowledge and do not in any case 

constitute a sound basis for tax policy. 

Summing up these arguments with respect to alcohol taxes in Jamaica, the present 

SCT rates on alcoholic beverages should be realigned to tax different beverages more 
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equitably and efficiently in terms of alcohol content.  As Table 27 shows, the present 

SCT on alcohol, tobacco, and fuel are quite surprisingly progressive in Jamaica.  

Although much of this progressivity may be attributable to fuel, which can be broadly 

expected to follow a similar pattern to the distribution of the vehicle taxes shown in Table 

27, some is undoubtedly due also to the taxation of alcohol.  What is much less clear, 

however, is whether and to what extent any of this progressivity is attributable to the 

present differentiated rate structure of the SCT on alcohol.  Given the surprisingly strong 

rate bias (in terms of alcohol content) against beer, a priori it seems unlikely that moving 

to a more even tax treatment of alcoholic beverages in terms of specific taxation per unit 

of alcohol – which implies a relatively considerably higher tax on spirits -- would have an 

adverse distributive effect.  In view of the social implications of alcohol consumption, the 

most appropriate response to the understandable complaints of brewers about the 

relatively high taxation of beer is thus not to lower the tax on beer but to raise that on 

competing alcoholic beverages.42  For example, the present ad valorem rate on spirits less 

than 31.5 percent in absolute alcohol by volume should at the very least be made 

equivalent to that imposed on beer less than 6 percent. 

 

Taxing Motor Vehicles 

One case where differential tax rates may have a role, however, is with respect to 

motor vehicles. Most countries could raise more revenue and achieve better economic 

effects through a revised system of automotive taxation.  Jamaica is no exception.  In 

principle, the appropriate rate structure for taxes imposed on the import and sale of motor 

vehicles should be determined in conjunction with other taxes and charges affecting 

                                                 
42 Note that there is no case at all for raising taxes on competing non-alcoholic beverages (e.g. soft drinks). 
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vehicle acquisition and usage, notably those on fuel, but this aspect is not explored 

further in this study.43  Even so, it seems clear that the present highly differential rates 

imposed on motor vehicle rates should be removed from the GCT and vehicles subjected 

to the standard rate, with any desired differentials being imposed in the form of an SCT.  

Three types of differentials might perhaps be considered.  First, rates might be related to 

engine size, since larger vehicles generally contribute more to pollution.  Second, they 

might also be related to axle weight since heavier vehicles do exponentially more damage 

to roads and require roads that are more costly to build. Third, and apparently the 

dominant factor in the existing vehicle rate structure in Jamaica, policymakers may wish 

to achieve some redistributional goal through automotive taxation.  

The present complex set of 66 rates applied to motor vehicles (Table 1) is not 

wholly explicable along any of these lines.  The higher rates on vehicles with larger 

engine sizes and to a very limited extent weight may be perhaps be justified in part on 

social cost grounds and in part on distributive grounds.   Some differentiations, however, 

make no apparent sense – e.g. the lower rate on motor cars with engine sizes between 

2200 and 3000cc and diesel engines, or the categorization of pickup trucks number of 

doors, weight, and ‘luxury’ and ‘non-luxury,’ or the fixed dollar amounts levied on sales 

of used vehicles.   Some seem both arbitrary and open to evasion such as the very rates 

on vehicles and parts used in agriculture.  If all vehicles were taxed at a rate of 55.17 

percent, revenue would be the same.  Similarly, if vehicles were subject to SCT at a rate 

of 35 percent, and in addition the standard rate of GCT were applied to the vehicle price 

(including SCT) revenue would again be virtually the same.  Alternatively, if an SCT rate 

                                                 
43 See Roger S. Smith, “Motor Vehicle Taxation,” in Bahl, The Jamaican Tax Reform, for a still relevant  
earlier detailed treatment of this question. 
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of 55 percent were applied, and in addition vehicles were subjected to the standard rate, 

an estimated additional J$1.7 billion would be raised by the GCT in 2003/04.  

Given that the present excessively high and differentiated rates complicate the 

administration of the GCT, require special restrictions on input credits granted with 

respect to vehicles and undoubtedly result in both considerable pressure for special 

concessions to favored buyers and to evasion, several modifications seem advisable.  

First, as just suggested, all vehicle sales (new and used) should in principle be subject to 

the standard rate of GCT.  (Taxes can be imposed on used vehicle sales at e.g. ‘black 

book’ prices adjusted for Jamaican conditions by requiring payment when vehicle 

registration is transferred.)  Second, any higher rates desired on vehicles should be 

imposed by an SCT.  The average rate of the SCT might be set anywhere between 35 and 

55 percent, depending on how much additional revenue (ranging at these rates from zero 

to J$1.7 billion) is desired from this source.  

If desired, of course, differential SCTs can be applied to replicate the present 

system.  Table 32 sets out the precise SCT rates needed to replicate the present system.  

Alternatively, a somewhat simpler system might be introduced, distinguishing, for 

example, only motor cars (including SUVs), trucks, tractors, and buses, with sub-

classifications, if desired, for axle weight with respect to trucks and engine size with 

respect to cars.  All distinctions depending on the stated use to made of particular 

vehicles should, if at all possible, be eliminated.  More importantly, the distinction 

between vehicles imported by dealers and those imported by final users should also be 

eliminated.  All imported vehicles of a particular type should be subjected to the same 

SCT rate.  When dealers resell vehicles, they should of course again be subject to GCT 
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(against which they can of course offset the GCT, but not the SCT, paid at import), but 

they would of course not be subjected to SCT. 

Table 32: Revenue-Neutral SCT Rates for New Motor Vehicles 

Description Use Motor Fuel Size 
Current 

GCT Rate 
Equivalent 
SCT Rate 

Motor Cars All All ≤ 1000cc 19.2300 3.6783 
   1001cc – 1500cc 30.7690 13.7122 
  Petrol 1501cc – 2000cc 38.4600 20.4000 
   2001cc – 3000cc 57.6900 37.1217 
   > 3000cc 100.0000 73.9130 
  Diesel 1501cc – 2200cc 38.4600 20.4000 
   2201cc – 3200cc 53.8460 33.7791 
   >3200cc 100.0000 73.9130 

Limousines 
Carriage of 

tourists All  57.6900 37.1217 
Motor Tractors 
and Trailers Agriculture All  14.2857 -0.6211 
 Other Uses   23.8090 7.6600 
Trucks Agriculture All  9.0900 -5.1391 
 Other Uses  ≤ 2,032kg 40.9100 22.5304 
   > 2,032kg 22.7200 6.7130 
Pickup Trucks   2 doors, ≤ 1,700 kg 40.9100 22.5304 
   > 2 doors, ≤ 1,700 kg 51.8180 32.0157 
   non-luxury, > 1,700 kg 76.3640 53.3600 
   luxury, > 1,700 kg 154.5450 121.3435 
Chassis & Engine Agriculture All  14.2857 -0.6211 
 Other Uses   23.8090 7.6600 
SUV Agriculture All  23.0760 7.0226 
 Other Uses Petrol ≤ 2000cc 38.4600 20.4000 
   2001cc – 3000cc 57.6900 37.1217 
   > 3000cc 100.0000 73.9130 
  Diesel ≤ 2200cc 38.4600 20.4000 
   2201cc – 3200cc 57.6900 37.1217 
   >3200cc 100.0000 73.9130 

Buses 

Public passenger transport; 
Tourism; Other approved by 

Minister < 9 seats 19.2300 3.6783 
   9-14 seats 40.9000 22.5217 
   15 – 24 seats 22.7200 6.7130 
   ≥ 25 seats 0 -13.0435 
 Other Uses   86.3600 62.0522 
Other    33.3333 15.9420 
 

Taxes on Tobacco and Fuel  

 The most important change that needs to be made in other SCT on tobacco and 

especially fuel is to ensure that the specific rates are adequately indexed in order to at 



International Studies Program Working Paper Series 
 

 

102

 

prevent the real revenue from these highly justifiable levies from eroding with inflation.  

For example, if the present SCT rates were adjusted so that the same effective tax rates 

were applied as when changes in these rates were last legislated, they would be as in 

Table 33, and an additional J$2.7 billion in revenue would be collected in 2003/04.  

Applying GCT to petroleum products along with these new SCT rates would generate 

another J$2.7 billion.   

 There is never any excuse for letting excise tax revenues wither away with 

inflation.  If the rates are not automatically indexed, then periodic adjustments – which 

will invariably be larger and hence engender more resistance the longer they are delayed 

– become necessary with, in the case of fuel in particular, the inevitable political protests.  

It would seem both economically and politically preferable to keep ahead of the game by 

introducing a formal indexing system by means of e.g. a provision that all specific rates 

(and amounts) in the GCTA should be adjusted annually in accordance with the estimated 

change in the CPI over the preceding 12 months as reported by the Statistical Institute.  

An additional rate change that might be considered would be to tax diesel fuel at the same 

rate as high octane gasoline, something that is, as many studies of road taxation have 

shown, highly desirable on efficiency grounds. 
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Table 33: Revenue Effects of Adjusting Specific SCT Rates to Inflation 
Imports Only, 2003/2004 /a/ 

Item Rate Amount Duty /b/ 
Factor 

Increase Adjusted Rate Adjusted Duty 
Additional 
Revenue 

Additional 
Revenue from 

GCT /c/ 
Leaded Fuel 7.71980 9,403 72,587 1.398 10.79045 101,459 28,872 30,733 
Unleaded Fuel < 
87 octane 7.35610 300,797,901 2,212,699,436 1.398 10.28208 3,092,828,157 880,128,721 989,293,060 
Unleaded Fuel > 
87 octane 7.72920 182,175,069 1,408,067,543 1.398 10.80359 1,968,143,921 560,076,378 626,363,393 
Automotive Diesel 
Oil 6.66450 316,672,726 2,110,465,385 1.398 9.31539 2,949,929,241 839,463,856 921,998,681 
Aviation Spirit 0.63570 1,740,467 1,106,415 4.188 2.66250 4,634,000 3,527,585 956,170 

Kerosene 6.01860 0 0 1.398 8.41257 0 0 
Unable to 
Estimate 

Fuel Oil 0.15120 790,986,686 119,597,187 4.188 0.63327 500,909,188 381,312,001 150,272,756 
LP 0.60050 108,255,498 65,007,426 1.317 0.79097 85,626,650 20,619,224 37,526,251 
Petroleum Asphalt 0.37030 5,493,896 2,034,390 4.188 1.55093 8,520,640 6,486,250 2,556,192 
Cigarettes 1.28608 47,428,701 60,997,104 1.398 1.79763 85,259,460 24,262,357 12,788,919 /d/ 
Total   5,980,047,472 1.454  8,695,952,716 2,715,905,244 2,741,786,155 
Notes:  /a/ These figures are based on 2002 customs data (C78 database)  and inflation measured as percentage change in the consumer price index /b/ Actual 
collections were only 93.5 percent of the duty owed /c/ value for GCT estimated from inflating the ad valorem floor to 2003/2004 J$ /d/ includes only amount 
from increased SCT 

 

 

 



 

  

Conclusions: Options for Reform 

 This evaluation of Jamaica’s present consumption tax system suggests that it is in 

many respects in quite good shape.  It produces a considerable amount of revenue and has 

over time demonstrated a respectable performance in revenue terms.  It is not excessively 

regressive, and indeed in expenditure terms actually appears progressive.  It does not 

appear to impose serious distortions with respect to investment, exports, or economic 

growth.  On the whole, it appears to compare well with similar taxes in other countries.  

Nonetheless, despite their merits the GCT and SCT could definitely be improved in a 

number of respects, and some suggestions for possible change have been made in passing 

earlier in this report.  In this concluding section, we summarize briefly these and other 

possible reforms under three broad options.   

Of course there is always a fourth possible option: do nothing.  As just mentioned, 

the present system is working fairly well, so perhaps it might be as well to leave it alone.  

This option obviously has the considerable political attraction of requiring no action.  

Unfortunately, experience in Jamaica and elsewhere suggests that, while it is certainly a 

viable short-term approach, it is not one that can be followed for too long.  All around the 

world, as VATS like the GCT become older, they are beginning to show signs of wear.  

Many countries are thus beginning to engage in what might be called a ‘second wave’ of 

VAT reforms.  While the reforms under consideration are usually fairly modest – 

eliminating an exemption here and a rate there, broadening the base in this or that respect, 

and so on – the growing pressure from ‘digital commerce’ and other sources may well, 

over time, induce not only tidying up but also somewhat larger changes even in the most 

established VAT countries.  Jamaica has already had to increase rates and, most recently, 



Taxing Consumption in Jamaica: The GCT and the SCT 
 

 

105

broaden bases in order to maintain revenue performance.  As time goes on, and more 

concessions creep back into the system, as they are all too likely to do, more of the same 

is likely to prove necessary. 

 

Option One  

 An appealing and indeed often essential response to pressures for more revenue 

from a consumption tax is of course ‘simply’ to improve administration rather than to 

face the political forces that inevitably assemble in opposition whenever policy changes 

are proposed.  Although in reality it is often more difficult to improve administration – 

which requires changing the behaviour of hundreds of officials and perhaps thousands of 

taxpayers -- than to change policy – which simply requires changing the law -- this 

approach is in many ways particularly attractive in the case of Jamaica.  Even though, as 

mentioned earlier, we have not studied administration in detail, in the course of the 

investigation undertaken for this report, it became clear that there are a number of 

potential areas for administrative improvement in the present system, both with relation 

to reaching larger ‘informal’ sector operations and to applying the tax more effectively to 

those already with the tax net.   

Even if it is decided to undertake no significant structural or policy changes in the 

present consumption tax system, some (or all) of the following changes seem worth 

considering to reduce administrative and compliance costs, to enforce the present system 

more effectively, and to make better use of scarce administrative resources.  In some 

instances, for example, with respect to the treatment of small business, the reforms 

suggested may advantageously be combined with some of the policy changes suggested 

under Options Two and Three.  Although it is not possible to attach revenue estimates to 



 

  

such suggestions, modifying consumption tax administration along these lines would 

undoubtedly over time also improve revenue yields.  

 Among the administrative changes that might be considered are the following: 

order): 

1. Only one form of GCT return is needed. The special tourist and insurance 

forms can be eliminated, and the quick relief form, if retained, can be handled 

by completing only a section of the GCT return 

2. The estimated tax procedure should be revised to accord more with reality.   

3. All payments, including those on estimated assessments, should be 

accompanied by returns.  The possibility of making more use of financial 

institutions to both collect payments and do an initial processing of simple 

returns (those accompanied by full payment) should be explored. 

4. When refunds are due, they should be paid.  Government cash flow problems 

should be managed by better expenditure management, not by improperly 

withholding funds legally due to taxpayers. 

5. When penalties are assessed, they should be enforced rigorously and at once. 

If payment is not made in a timely fashion, there must be a credible sanction 

(e.g. seizure of property or interception of cash flows).  If penalties are 

considered to be too high – we do not think they are – then they should be 

reduced.  But if they exist they should be enforced, without exception.  It must 

always be recalled that the firms liable for paying consumption taxes have 

themselves collected those taxes from others and should not be allowed to 

hinder the process of transmitting funds to the treasury. 
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6. Interest should be charged immediately when a payment is delinquent.  The 

present month’s grace should be eliminated. 

7. Taxpayers should not have the option of objecting to assessments and hence 

delaying payment.  If they object, they can do so after payment. 

8. There should be no waivers except perhaps in very exceptional cases of 

hardship such as theft or embezzlement.  Again, it must be remembered that 

these funds are treasury funds being temporarily held by a third party, and 

there should be no leniency with respect to collecting from such parties what 

they have already collected from citizens.  If any waivers are granted, full 

details should be reported annually to the legislature.  

9. Auditing procedures should be modernized.  In particular, efforts should be 

made to make better use of the rich information already available to cross-

check transactions and follow the audit trail into the informal economy to the 

extent feasible.  

10. There should be no arrears at all with respect to either SCT or GCT due on 

imports, since these taxes should be paid before goods are released for sale.  If 

this is considered unduly harsh for some exporters, consideration should 

perhaps be given to a limited ‘deferral’ scheme for a small number of bonded 

exporters. 

11. The present complex system of ‘simplified accounting’ should be eliminated.  

If something along these lines is still considered necessary even if thresholds 

are increased, a simple ‘quick relief’ system at more favorable rates than at 

present may perhaps be considered. 



 

  

12. A ‘one-time’ amnesty of pre-2004 accrued ‘interest and penalties’ may 

perhaps be considered to clear the books of what are likely to be uncollectible 

debts.  If this is done, however, it is critical that it should be accompanied or 

even preceded by considerable tightening of payment, audit, and enforcement 

procedures. 

 

Option Two 

 A second possible option is to make some or all of the following relatively small 

changes in the structure of the GCT and SCT – to, as it were, ‘clean up the system: 

1. 1. Some small reductions might be made in exemptions.  The exemption for 

school uniforms and bags should also be eliminated.  With respect to services, 

many current exemptions – undertakers’ services, some transportation, and 

even  education and training (except as provided by publicly financed 

institutions or at least by properly approved and regulated bodies), an 

dmedical services (under the same conditions) might be removed. 

2. The 50% limit on input credits should be extended to all items subject to SCT 

(as redefined below). 

3. The present restrictions on input credits for capital goods (other than vehicles) 

should be eliminated.  

4. All non-zero rates of GCT should be abolished, with the present rates on 

motor vehicles being replaced by an appropriate SCT.  

5. The threshold for GCT registration should be raised to at least J$600,000 and 

perhaps to J$1.2 million or even more. 
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6. All items subject to SCT should also be subject to GCT, with SCT included in 

the GCT base. 

7. To the extent SCT rates remain specific, provision should be made for explicit 

annual indexing of all such rates to changes in the CPI. 

8. All items (e.g. penalties) stated in the law in specific amounts should be 

indexed annually to the CPI. 

9. Differential taxes on motor vehicles should be imposed by appropriate SCT 

rates.  If desired, these taxes can be set to impose the same fiscal burden as 

under the present system, although in principle it would be desirable to have a 

less differentiated system. 

10. The SCT rates on alcoholic beverages should be realigned to tax different 

beverages more equitably and efficiently in terms of alcohol content. 

11. The tax on diesel fuel should be increased. 

 
Option Three 

Finally, if it is desired to shift to even greater reliance on consumption taxation in 

general, some more basic changes in tax structure may be considered: 

1. For example, while we do not see any reason at the moment to either raise or 

lower the standard rate of GCT at the present time, should revenue needs become 

even more pressing, a small increase in this rate is neither impossible nor 

inherently undesirable  

2. Exemptions can be further reduced. The distributive effects of the remaining 

exemptions of a few processed ‘staple’ food items, for example, seem unlikely to 

offset the efficiency, administrative, and compliance costs to which they give rise.  



 

  

They should be eliminated if possible.  Similarly, utility services and construction 

services should be subjected to GCT. 

3. The special treatment of the tourist sector should be abolished.  Tourist services 

should be treated like any other services. 

4. The present GCT on general insurance should be replaced by a tax on insurance 

premiums. 

5. All zero-rating other than for exports should be eliminated, with the exception of 

those obligated by international conventions.  The present blanket zero-rating of 

purchases exempted from customs duty under various incentive acts should be 

reconsidered.  Even public sector institutions should be subject to tax on inputs if 

at all possible. 
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