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U.8. VIRGIN ISLANDS

By
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INTRODUCTION: CONSTITUTIONAL AND ECONOMIC BACKGROUND

Fiscal capacity and performance dare attempts af coming to grips with the quanti-
fication and gualification of resource transfer and utilization (1) from the private 1o
the public sector and (2) [rom federal to local government or from agency Lo sib--
agency. In this study of the fiscal capacity and performance of the U.S. Virgin Islands,
the focus will assume, in addition to the above, a time dimension.

The islands under discussion were ariginally territories of Denmark. Denmark’s
role in the economic development of the islands was partially creditable. The West
India Company ' was chartered by the Kingdem of Denmark in 1671 specifically to
undertake a widescale programme of colonization of St. Thomas and St. John. In 1733
France sold 8i. Croix to the Danes. During the Napoleonic Wars, there was a brief
British occupation. Save for that period, the Danes ruled the islands until 1917,

. . &o-
LAND AREA AND POPULATION .

TABLE |

Island Area Population (1975) Density
St. Croix 217.63g- Xm 46,330 212.9
St. John 72.6 2,190 302
St. Thomas 51.8 43,810 847.7
Virgin Islands:

Year Population Per Capite Income

1940 24,489 na.

1950 26,665 5242

1978 02,430 4 458

Sourcess  Burean of Vital Statistics, V1. Department of Health for Population Statistics; Per
capita income data are from Jerome Mckilray’s The Virgin fslands Economy, Plunning Alternatives,

C.R.L, 1974, p. 8. See full data in our Table 4.
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The United States Virgin Islands (Virgin Tstands) are ap i

. ands) are approximate 3
;inp;gézuﬁﬁl?;;:gfi ablnu.t 3.20-Km west of St. Kitts—Nevisl.pOf t‘;l:“;éy csjlsK ::}L'{slt
et e lan :«,, on ‘ylthn:e islands — from the point of view of gize and dev !HU
g S ?g; g:t;rlt.;hcse 'are St. Croix (217.6 8G. Km), St. Thomas (72.6 sq fcrtr?;
o remarkﬂhiy .hig}?.m 1:;3 grtzr:1 19‘50 to I_‘_.376, poputation and income grnwﬂ; J:ave,
cose. Trom 24000 1 ts 9;}_ 5q. Km region. As Table 1 indicates, the popufation

A 453 (197§ ) 0 _,_430 (1975); per capita income rose from US §242
. 975). Several cizcumstances were responsible for this growth e

When Warld War 1 be Gie NIENS we r¢
i xgan to spmﬂd over the I
L “ X ) P 3 WO.I'lLf, dﬂd ﬂ]e eIy >
De ml:lé ZOnﬁdl.nt Of? \o'h::t(?ur_y,I the United States of America worked Olltl'lldt.j] with
*nmark to sefl 1he lSlﬂl’ldS. To prevent the (xermans fl’()rn UStL’leShingr' a U-h lt[
- Qﬂ

i ng} 01 C o] } ‘ < ] " & TImar
y b U t d t te 1I¢ ]]..'\ed tH] T 3
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On 31 March 1917 i i
¢ United States Nay z i

I 1 ch - -ALES INaVY was authorized to adming
l::c;ndbf: Thxs;jadmmlstranon continued until 27 Febmary 193] wh:nddbm”“smr -

er from the ite e of | i risds N
order mteri;; ‘g{iutlu Huu%c. of the US.A,, udmmistm‘d'vejurisdicr.ian »:ruq)lr;nsl'e’r?:s
o the Interi partment of the U.S.A. This transfer signalled the appoj . ]
the first eiviian Governor of the islands. | PRominent of

A fllndnrr]cnt-ﬁ chanoe 3 .

| reribhhl change swept the govemance of the islande i .

passage of the Revised Organic Act of oy Tanee o the islands in 1954 with the
United States 10 it 4 clo 1954.% This Act empowered the Congress of the
ment- ;Ye;u}' Pfrr?nlt the establishment of distiner and separate branches ofgow-r,:,-
- execuive, legislative and judieial SOTEAIT el or e PH-
permiited too, 2 ] - A certain degree of self-governmen( was

Upt " - .
Presidenlt ;‘: ?;:‘Vf;?;l:;; 189t70 the Gove_r:mr"oi the Virgin Islands was zppointed by the
the views of the 11§ A qales of America. The appointment had to be in concert with
i under dimees -;]. ..5 L'_e.mate. The Governor served at the pleasere of the President,
Governorship i ﬂ- _{Pbl:Vl:k.l?rJ of the_ Secreiary of the Interior Pepartment. The
Covornon PR s capacily was different, and sill remains different from the

overnorship of the Commonwealth Caribbezan countries.

hen Piz:;f:g:xtn;(f:m;aS’v}usilnngmn"“ WS p_arl‘.iu]ly lerminated on 26 August 1968
for the Vo ma);,d. ;1'“. olwsan affixed his signature to the Elective Govemnor Bill
o o Vi § 8. e Act rnan provisions for the people of the Virgin Islands
: | 1_31-r own Governor and Licutenant Governor. The Bill also involved sub-
stantial revisions to the Revised Organic Act of 1954,

Arnerii;f?;]cﬂ;:tgea;s at!;ej" the islam.ds-werc purchased by the United States of

p0pul.ur[; -decma éa e‘ was glven permission to vote. On 7 November 1970, the first

Virgin Iskinds of the tLJIvL..r.nqr becnmc' the chief Executive and decision-maker in the

took Of:ﬁce ol _\L 7 nited States of Amerca. By and large, the Administration which

o the sams 'tenbytmb ;h:a Novc{nber clection adopted the same principles and adheped

there | e e els 0 economic development as the earlier administrations. Today
e is a change of administration, but the same capitalist ideology remains.
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TABLE 2 TourisM — Malor AspreTs IN THE U S VI

Per Capita
Fiscal Vistlors By Total Tourist Tourist
Years Alr Cruise ships Total Expenditure Expenditure
(000s) $000 5
1360 124.0 56.0 L80.0 24,780 $137.63
1961 146.0 58.1 204.1 25,817 126.49
1962 187.7 57.6 2453 35,145 143.24
1963 115.8 . 6432 280.0 41.070 146.65
1964 2856 100.6 396.2 48,158 121.54
1965 354.6 109.3 436.7 54,014 123.69
1966 436.8 117.7 3544 59,456 10724
1967 516.% 133.4 649.6 75,037 115.50
1968 6351.1 186.1 817.2 100,894 123.46
1969 7723 213.5 986.0 112,268 §13.86
1870 669.8 251.1 920.9 100,480 109.1¢
1571 657.0 253.9 910.9 91,131 100,04
1972 7428 3164.6 £.107.5 108,715 98.16
1973 681.9 473.5 11554 100,018 86.56
1974 580.6 495.8 1.076.4 95,000 8816
1975 531.0 450.5 9815 144,478 147.20
1976 337.0 471.1 828.0 162,291 19599

Division of Trade and Jaudustries, Department of Commerce, ULSA L.

Source:

Structurally, the economy is a mono-service, open dependent economy, Tourism
js the single most important industry in the Islands. As can be observed from Table 2,
towrist expenditures durng fiscal year 1976 totaled $162.3m rising (rom $24.8m in
1960; in per capita terms, the increase is slight.

Although there may be some questions sbout the statistical acenracy of the data,
the information is sufficiently adequate to offer wseful gnidelines. Over the vears
efforts have been devoled to the larpe scale attraction of light industries and a few
Jarge manufacturing complexes. Industries came in the fonm of watches, construetion,
banking, oil and alumina, to name a few, Rum distilling is of mafor importance to the
islands.*

Currently there are 13 watch assembly companies in the Virgin Islands. in 1973
they exported watches and watch movements to the U.S.A., valuing $25.3m. The
year-round watch companies® labour foree is about 650 persons.

Alumina Qxide and Petrochemical Producis are the major revenue generators in
the Virgin Isfands. Martin Marietta Alumina Ine., (once called Harvey Alumina) and
Hess Qit Company of the Virgin lslands (HOVIC) shipped nearty $2,000 million worth
of merchandise from the Virgin [slandg (n 1975, Nearty 90 per cent of 1his value
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jorzgmatud._in He_ss 0il Corporatian. Unfortunaiely the revenue
W0 manufacturing concerns to the VI economy
as 4 result of the extremely liberal tax incentives gr,

contrbutions of thess
are small, This weakness developed
o extrm anted to the two firms,
work T 197 » ' re ':w?re §8 manufuctusing
ok | Ihww&rppthcn:mn]ately 3.000 persons, and with 2 pay package of about §1.9
tion. Liow S, e va .ue of tax exemptions in 1975 exceeded $100m. It hus be':
bl $13(;0 ome csmnafes 1ihat the V.I. stand to gain a quantum of rl:w:rmLn
preecd rgd m Commencing in 1979 when Martin Maretta Aluming o on
pires, and definitely by 1982 when Hess Qi Company exemption expires ;xempmn

Given the peculiarities of the Tslands® economi i
(o the pemoe Peculiar nds T system and given their proximi
g Su;’:;;:;; ;tzz})‘rtny, the Vul-gm Isinnfls engaged in large scale iﬁ:ﬁjﬁg
omption l,omte o Th; rs ;'md 'orlhcr fiscal mfentjve programmes to attract iy-
hotel. po e thes g ‘e dre. various typcs. o-f Incentives for private investment j
2 es, Industrial parks, condominiiuns and other housing complexe.:-1

Tax exemptions va
@ ) § vary up to 16 years and provide for Z
of imoome s 1y 10 16 iy p or i rebate of more than 75 per cent

meems in the Virgin Islands with o

Adde incentive islap
oods ;l::.tint? _thes host of incentive kgislations, Virgin Islands mantfacturers of
EJS o Bian 30 per cent of foreign raw imaterials are aflowed duty-free into t} I

-2-A.7 The products enter under Section 301 of the U.S.A Tariff Act o

Given this liberaloriented sist '

i sroiented, open, dependent, fourist e ‘

\ st economy, wha ie
lm-afm.f.. structure exists, and where did it start? How do these a;qw::ym !‘:ch:[ fubh&
analysis of the fiscal capacity and perfonnance in the U.S. Virgin Isiands? Yot our

'I_he Islands depend on thres primary source
expendilures. Local incomse tax is the domin
an Act of s, the i
Vi ;3; -,S:m;g;:;i;—aﬁh: US:\ Federal income tax schedules are applicable in the

ands. : Xeise taxes collected in the United States on i
irgin ds.. States mparts of Vi
Islands products are retumed 1o the Virgin Fslands as ‘matching !'u:?ds: The !;f:i::;

ceonomy must raise, through taxe
. S, 20 amount of money which matches
of excises to be rebated to the Istands. ' d fhe quantum

s of revenue for capital and fecurring
ant component of the revenue group, By

non-m];;caifd. !*:dt:ral (.}o_vernmcnt alsa :Lid‘s the territory by making ¢armarked and
ook Ippmprmnfu?s-, a.nd granl-in-aid allocations for a multiplicity of

ivities. T tese inclade activities in the areus of libraries and museums, public affairs
(we{f’are assistance), health and disenss services, conservation and :environmcntul
services, educational ssrvices and wildlife. '

study.w\:lil ;l;::(‘;,;:,tn;ril Oﬂ_re.rvn:w: it is oW appropriate to outline the structuse of thiy
o e | éecth tlcmgm‘s c‘:i the pubhc- finance structure of the Virgin Istands in
poon t -. tion \r'ee ‘rrmews the.major taxes in the Islands, highlighting their

1? rtance and impact in the economic systemn. In the fourth section we consider
agzun_st the background of work done on the subject matter, variations in the ex:
pcndfture aggregates. Section five is devoted to an analysis of the revenue and ex-
ie;djiiw c;’fortbs of 'ic{m Islands over the periad 1940-1975. The sixth section dc{aclops
some thought about fis sibility in the : al section is a summary
o concluijon, cal responsibility in the U.8.V.1.; the final sectionis ay
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ORIGINS OF PUBLIC FINANCE STRUCTURE
The fiscal provisions of the Revised Organic Act of 1954 provide substantial
points of departure vis-g-vis the origing of the public finance structure in the Virgin

Islands.” Three major provisions were:

(1} Permanent residents of the V.I. were considerad as having salisfied their
income tax obligations by paying in the Virgin Islands treasury, taxes on
their income derivable [ram hases internal and exfemnal to the VI (2) A
matching fund system was o be instifuted whereby incomes from local
revenues of commodities produced in the islands were to be turned over to
the local govemment in an equal sum of local revennes generated. (3) A
contingeney fund of §! million earmarked for emergencies and essential
public goods and services was ko be provided tao. Tn any given fiscal year,
the contingencies should not exceed $5 million.

Apart from these three main provisions, the Revised Organic Act (R.0.A.) had
specific stipulations which improved upon the fiscal seene relative to the Colonial
period, the conventional arrangements between Denmark and the United States, and
the issues surrounding the V.. Orpanic Acl of 1936, Some of these specific
stipulations were cxhaustive in their public finance scope. For instance, Lhe legislature

was suthorized to issuc on behalf of the government revenue bonds for the improve-

ment of public sector projects. The revenue dervable from the bonds was fo be Lhe
sole medium of payment. A ceiling was set on each issue of these bonds. A time limit

was also stipulated for the period of maturity with a stipulated rate of interest. This
fiscal action was strict Keynesian econormics, foisted upon the Virgin Jslands economic

&

system.
A number of olher revenue bonds, similar in scope and dithension ro those
above, were permitied by rhe R.Q.A.® A set of fiscal provisions were outlined in the

R.O.A. too. o
The fiscal provisions stipulated that
the proceeds of customs duties, the proceeds af United States income tax, the proceeds of
gny tuxes levied by the Congress on the inhabitants of the Virgin Islands, and the procecds
of all quarantine, passport, mmigradon, and naturalization fees collected in the Virgin
Islands, less the cost of collecting all spid dulies, taxes and fees, shall be covered in the
treasury of the Virgin Iskhands, and shall be available for exxpendituze as the [egislature of the
Virgin Islands may provide. [Bough 1 p. 76, #121.
An Amendment of the Unjted States Internal Revenuc Code of 1939, specifi-
cally sub-chapter B of chapter 28 of the LR.C. permitted a fuller expression of the
disposition of internal revenue cotlections in the Virgin Islands.

Commencing In fiscal year 1954, and all other years thereafter, the U.S.
Secretary of the Interior had the powers to determine “the amount of all taxes
imposed by, and collected during the fscal year under, the intemal revenue laws of the
United States {of America) on articles produced In the Virgin Jslands and transported

to the United States (of America)” [ Bough and McCridis | p. 77} .
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The section went on to outline tf i

teanstonn 2 ent o -Ine the mechanism of the matching funds in

el Am;}fiﬂp‘gm;h’ tr:o thc_ government of the Virgin Islandsc l}'lrlc]:%nﬁrllnfib N

Hatiog oamer G;wem.n cation of the aulhc?nticity af the finds was unde. ttL} U!.ut(‘ad

watching Mampr o ;tznt'(?nmptml]er of the Virgin Islands - a Fede r] . .[LlI'lS-

g M wah?(:h bds fransferred to the V1. treasury constiluted a :;m fina‘n ciat

of the prners OF was to he u_ndertakun by the Tegislaiure subject ¢ P?Clﬂl und,
ntof the U.8. A or hig designated representative 176t 1o the approval

In addition ¢ '
0 the preceding, spei iui
. B special provii
sum of money was { stons were made whe
oh S . ereby g cortas
roeon: > 0¢ turned over to the VI, bLreasury after s i
dccordmg to the previous set of 9 i payments were mad
another spedtal | s ol payments.” This sum of maney was to b e
1 Special fu : sarrmarke 95 10 be ed
fan P nd. and carmarked for emergencies and essenti ¢ lodged in
prajects, ane essential public waorks

Should the fati
16 apprapriations be upused . .
should remain int. inused at the end of a fiseal veay ;
ot . X ear, the
hould e ct for subsequent usage but would be restrictod year, the monjes
public projects, as stated above. seneted to emergencies and

Essentially, the public fnanee oo :

set of antecedc)r’]'ts fm[:]lllb:;:s 1;‘)7’;‘;2‘}*] i’iﬂ;;i:;;hu Yirin Islands are couched in (1) 5
(2) 2 hodge-nod . e ] ! T : Y excussions into public finange anct
were Keyiesﬁ;m gin Oof;;te}::irr?o: L‘tltes h%cal policy prescriptions. The fiscal prcs:;;t;;;:
The siistinn, impronsion Was.h_. :uﬁt _wstl_l more than a libera) sense of fiscal vulgarity
never be searce: the [ederaf cmi-‘!; r?wted on the Islnds’ cconamy that revenues would
VI economy nternaline | c:-: Acrs‘would u_lwnys solve the fiseal erises. How did the
w5 0wt 2o .Of_.t.h fLVt:I.)HL ‘generatﬁmg capacity? To answer this question, Jet

& major taxes of the V.. T

REVIEW OF THE MAJOR TAXESIN THE V.I.

By and large the Virgin |

: e Virgin Islands i !

. : public sector’s fise de 3

major sty 2 b ands p s¢ depends on revenues fram sj

o s a“dmue ;n%ca,‘gross feceipts, trade and excise taxes, customs duties z:D;

Boperty | h;m; . ;:Jrrll:.; iees..(t)vcr the years the contributions from these rc;*:am:ac

. OIS : “onsistent in proportional tey i I

i torms of e fulrly consiste P nal terms. Where discrepancies sxi

o lun};cjrrlrm.tl‘c)n.«., this may be as a resylt of delinitional or ‘]I;Ere ';Iic::'nliiE

though the o rg dights the percentage importance of the various taié A‘i

* PIEtUTe pertains to 1975, it is sufficient (v | ‘ yours to

gh ¢ R sufficie strative of i

wartant its e P ntly illustrative of the earlier yers to

fncome Ty

From Fi it is observe -
revenues in thf‘g?r;r:ljzazszm:;}.d ’31}11 neorme tax is the dominant sourge of internal
) i IS, the VUL income lax is Unite e I . '
tax applied to the tax base ) % a United Stuies Federal inca

of the islands. By ¢ ; . me

the Virein Ishs ‘ o - By Congressional stipulations e8|
T gin Istands have to pay income taxes from all sourees P omp loyces in
reasury. rees into the Virgin Islands

IhL‘ L‘Gﬂtlﬂllﬁus .[ﬂ'[[) it e x P
Oreane 0.“ thh ncome i i) ]1y to a
‘ . me Tax n [ch V.I. 8 duc [1Tnz
bHJddeuLd bdse, dll(i thl? LIESHC.IW Ot 1he tﬂx tO Chrlng(.b n GN-.P ther rates ﬂ”d
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FIGURE I:
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Source: Department of Finance 4anual Report, 30 June, 1973, p. 40, figurc one.

improved administration have ulso been sipnificant. This w:;ew o]f _tklnf ‘Jdlm ;?:c:;::; t;;xr
34 5 » in geregment with 1.8, studies which ngic ‘
ie A-pis the GNP seems to be in agreer t indicate |
‘;I‘f;;‘l 0 per cent increase in GNP the sfate individual income fax gives # yield of 1.7
per cent. [Netzer 16 p. 37-38 and Maxwelt 14 p. g1 .

»

Gross Receipts Tux y

This is a tax levied on ail receipts, money of acxfrucd plnymen%: ['or zirz;cnt.]s
rendered, of payments ohtainable fiom the trm?sactmn in &'mt..lm_g, b\lsh';m:s:iw oom
mercial venture, or such value that may accrue from t{:msnctmns ;11:0 vm: e
personal property oI the rendering ol service _l"m' a fee. Some ac Lo:l p;oythe mﬁg_
included, for example, rentals. However, no adjustmf:ms arg per"m.u; I : {J he
actions of real property sold, material costs used in the .lmﬂbdf,tl(;:], d Dmem;\ L;
interssts and so forth. 10 [y many respects this tax approximates what Is s

termed a production tax.

Ar analysis of the items on the excl

is ¢ ist ecd ny. These r
that the V.. is a tourist economy. . oo ) over 1
years; lhe yields have been substantial over time. However, because excise, 1

ative headi itj i sl
corporation, und gross 1eceipts Laxes were under one aggregative llg.tdlnfg, it is difficul
to state the full impact of excise taxes on the local V.1, revenue system.

s would give another indication of the fact
sles have not varied too much over the
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TABLE 3 Excise Tax RaTrs

%
Beer 10
Bicyele 10
Fircarms and Ammunition 10
Marine Rngine, Mator Boats, Larnches 10
Self Propelled Vehicles and Accessories 10
Distilled Spirits 10
Tuobacco, Cigarettes, Cigars 5
Inner Tubes and Tires 5
Perlumes 3
Projectors and Cameras 3
Saft Drinks 3
Watches, Silver and Jewellery 3
Leather Goods 3
Molasses 3
Outboard Moiors 3
Eleetrical and Other Appliances 3
Rugs 3
Construction Material 3
Soaps, Detergents and Tailet Accessories 3
Other 3
Medicines and Drugs 2
Clothing 2

While the tourst aspect of the tax is evident, the traditional public finance
aspect is also noticesble. Sumpluary taxes, Le. taxes on liquor, fobacco, have high
rates: 5-10 per cent. Motor boats, marine engines, launches attract a tax in aceordanocs
with the benefit and resource allocation concept.

The method of excise tax computation in the V.I. is based on the net invoice of
the good or servics including a 5 per cent mark-up factor on articles imported in the
Islands for trade or business purposes. If, however, the articles catalogued in Table 3
are in fransit to purchasers outside of the territoria) canfifies of the V.1, or il the
articles are purchased by the Virgin Islands Government, {agencics, departments, statu-
tory boards, etc.), no excise tax is levied on the articles. 2

Corporations, partnerships, proprictorships and persons who engage in the
importation of goods or services into the V.I. are subject to the excise levy with the
provisa the goods or services must be in the normal trade or business process, as inputs
in a praduction process or be nused for personal henefits.

There is no VAT in the V.L If an article passes through several stages of resule,

the excise tax is levied on the first seller in the V.1, the importer or manufacturer, as
the case may be.
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Import Duty {Customs Duty)

Cherished a8 the nation is in the Virgin Islands, the gconomy is not really a
‘freepori’. In 1917 when ihe Danes sold the Islands to the (LS.A. a cusloms duties
proposal was established whereby the level of dutics would nol inerease, henee the VL
were ta he considered a (reeport. The fact of the matter is, 2 & per cent 1Cr0Ss the
board ad valorem import duty is jevied on all non-U1.8.A. imports into the territory.

In a general sgnse, customs duties are part and parcel of the developmental
perspective in that they are “supplements to the prices of imported finished products
and imported inputs.” [Pue 7 p. 27]. If there are certain exchange rate and world
prices, and if 1here is no Jomestic production, prices 10 the V1. consumers will rise by
the dollar amount of the custom duty; this means that the duties will decrease the real
income of the Virgin Islanders vis-4-vis consumption spending devoted to the goods or
services subject to the duly. $f exchange rales arc flexible, Lhe reverse situation could
occur, and be beneficial to the v.l. However, the V.1, economy is dependent on the
US.A. as far as ils ‘monetary policy goes’, 50 for practical pirposes, there is no
flexible exchange rate in the V.1

Due to the possible shortcomings of the customs duty, i terms of equity and
administrative operations, adjustmenls arc made in the implementation of the duty,
which adjustments are gearcd fo mitigating adverse impacts on the V1. ecconomy. The
U.S. Federal Government collects and administers the duty. However, the proceeds are
deposited in the treasury of the Virgin islands, minus admipistrative andfor other
management costs. i firms qualify, under the conditians of the {nvestment Incentives
Law, they may be reimbursed of up 1o 90 per cent of the import duties paid on factor
inputs, specifically raw materials. ‘

in 1975, U.S. Customs collections amounted Lo 45 par.ce"f';t of all revenues
collected. OF this amount 43 per cent wis carmarked for subsidy payments.

Property Tuxes

Personal property is not taxed in the Viegin Islands, however, an assessment 18
imposed on real property. The sssessment rates are on the order of 60 per cent of the
market value. A standard 1.25 per cenl is fevied on the assessed vajue of Lhe real

property.

In general, the real property fax in the V1. is & mediocre fiscal instrument. The
{ax is not administered with as much efficiency as is possible. It is not equitable in its
incidence. By and large, the single most critical weaknass of this tax is inaccurate
assossment. Three main factors pervade this inaccuracy, (1) underassessment, (2)
anomoligs in individual property values vis-avis the general assessment ratio of the
Virgn Islands, and (3) political gerrymandering in the institutionatization of assessing
propesty.
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Licenses.

Anv conce . s -
mu]ﬁmd: Lf ‘curn dom,g bu.smm.ss in the V.1 is vequired to have a license; given tl
multin 10 d;_orjccms, this category of revenues is similar to a nniz:,cs[m: .
. . K +PH ) o .
zory. Tn addilion to the abave, there are some other Federally relsted taxes whf;u;
ch

are pleCd 1 h oL Se T f.‘ )‘ N g H a2
€ i b[e n the V I l l ese Cludc a Hiu ta.x‘.."s estate 1.“. . ld l e
2 OF [} 3 Inheritance

Payroll Taxes

e f(:::-:di":i’r;i t;:nr:z;ztfesti ftself in the form of the withholding of income tax
into the freasury of the V ‘me: tlixs -i?:l:::(e(ieplti ’i‘ﬂé :he‘% et Seonity, D15, 1 Prﬂd
. L ax Is clos nked to Soci i d
ﬁ:;irmg:;i ‘f;)lﬂl- the same _requirements as in {he US.A. T(l:zﬂ.ssfclre[:igzﬂuii{e]::dga]
m\mterpaﬂr{w ;J]:{l;;lis d.;\{ct ‘1s :1ot. :}pphcable to the V.IL; there is, however, a Iljoc):;i
RN m {':.S it requisite that employers pay a rate of .5 par cent of th
st $4,200 annual earnings of each employee. [Danielson 3 p. 69) e

Estate, Gift and Inheritance Taxes

hmhi\;ct'w, m‘any misinterpretations of the law pertaining to estate, gift and in

a Vi;gin Isﬁ;stGbL}'It “;15 P&S?d by the V.L legislature in Oclober 1973 ‘,‘To Estab!is};

§ s Gift Tax and lo Amend the Inheritance Tax™ e

The Taw imposes a o ‘ % ax™. [Danielson 3 p. 69].
he law imposes a tax on al) gifts exceeding $3,000 given to anyone in a calénd:r ;ega]r

There are no Pl(l\*‘i‘a‘iOﬂS fo i ifts. The rates ) SV i
. K r Spht pifts. Y Bre i v,
i . g r s #re not PIOZTESSIVE. hi}y ary as

Per Cent
Spouses or lineal pscendants and
descendants 5
Brothers, sisters or their issue Jb
All others ‘ 15

This tax is applicable to gifts of all _
. s property. Its base is the Virsi X ‘
the donor’s resident or non-resident Stﬂtus_y ase is the Virgin Islands, regardless of

s IDTr}:)e’1 é'e::;.v\r 0; ttihe majior ﬂn;i other taxes in the Virgin Istands was necessary to
: i of tie analysis that will be developed. Th 'y
structure is minufe. Gustav A. Danielson’s i e ey St Vi
e c. : . ielson’s “Taxation,in the United States Virgi
Islands™ [3], Taylor and Old HTux | i Econc ot etk US
, man “Tuax Incentives for E i i
e et 1181 Terom n L conomic Growth in the U.S.
§ , e MeElroy “The U8, V.1, Tax S : i
e e 14 ‘ 8. V.1, Tax Structure: An Overview of
: 5] and Jones-Hendrickson |12 ; i
works on aspects of public finance i ' e e v o
in the U.S.V.I. In many respe
n ¢ ‘ : | S.V.IL : pects these works have
only scratched the surface. This analysis will now centre an expenditure, revenue, and

tax preferences.
VARIATIONS IN EXPENDITURE AGGREGATES:

mgd;‘: nowdl.:fesen‘t expenditures in the V.I. from 1950-1975. The public finance
s operandi in these Islands do not permit an unequivocal statement that the years
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with high expenditures (or high per capita expenditures) have any significant explana-
tion in terms of the level of service rendered for the expenditure incurred. As we
ohserve from Table 4, expenditures moved from $2.1m (1950} to $296.1m (1975);
this represents over 140-fold nominal increase within a quarter of a century. Data on
inflation are inadequate hence we were unable to deflate the series and present a real

saries.

TABLE 4 CoMPARATIVE SERIES OF EXPENDITURE 1950-1975
(RELATIVE, INDEX, PER CAPITA)

Fiscal Year Total Time Mean Expenditure
Expenditures Expenditures Relative
3000
1950 $ 2,10809 3 3
1951 2,530.6% 4 3
1952 2,699.3¢ 4 3
1953 2,710.6 4 3
1954 3,794.9°% 6 5
1955 4,065.9% 7 5
1956 4508.4° 8 &
1957 4,738.2 8 &
1958 5,848.0 10 R
1959 7.896.6 13 10
1960 12,095.0% 18 16
1961 15,662.9 26 20
1962 20,050.8 33 o8
1563 18,111.9 30 23
1964 30,1829 49 39
1965 34,9033 57 “-‘-: > 4%
1966 40,614.7 66 - 57
1967 61,1979 100 79
1968 80,856.0 132 104
1969 96,331.6 157 124
1970 94,7571 155 122
1971 124,353.9 203 160
1972 162,411.1 168 209
1973 204,206.8 334 263
1974 244 6831.6 400 315
1975 296,180.7 484 381

& = Patimates

*This jamp in revenues reflect, in part, a significant change in the V.1, fiscal history, as a re-
sult of the passage of Public Lew 54 7. Section 28 of the Law provides for the return to the Eslands,
of taxes imposed by the Internal Revenue Laws of the U8, on articles produced in the V.1, and
transported fo the U.S.A,
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'C__gmparahi:lity of the expenditure is done from two points of view: in the cage of
;l_;zezn:;e}:ﬁc:ld;'h‘:re r:elutive., 1967 is msigned the value of 100, and 4n indel;c‘ :!;:3:
L las t a;:;z 3:t.ar. iln the‘case of the mean expenditure relative the aversge
peper fuk c‘vexl' the vpen.od, and each year is related to the average 43 a bag
N this regard it is observable that in 1957, the Virgin Islands wus spending 93 -
less th‘.an what it spent in 1967, and in 1975, it spent 384 per cent viekw ce!}t
ot o : more than what it

. I..x}{eWiSf:, in 1957 and 1975, the Islands spent 94 per cent and 281 per cent
‘Maftzivnfptemvdy tha:t] the average expendituce for the period 1957.1975 These
slatives” to average and time are inadequate statistical indi in they i

; b stical indicatoss in that th
give any concrete reflection of income distributi ftste incidence 1
S one strihution or expenditure incidence in the

In Table 5, data are prese i
s nted on 4 i 4 N .
basis, p 1 a per capita income and per capita expenditure

TABLE 5 PERSONAL INCOME AND PusLic Sector EXPENDITURE PER
CAPITA, 1950-1975

Year Personal IncomePer Cap. Per Cup. Expenditure
1950 $ 412
1951 423 ’ 33'23
1952 450 107.32
1953 465 125.56
1954 476 14‘9’97
1955 43D 178.46
1956 489 183,68
1957 502 196.63
1958 540 220.83
1959 594 270,33
1960 625 76.80
1961 627 454.66
1962 874 565.26
1963 900 56126
1964 1,060 72013
1963 1122 701,69
1966 1,376 798.40
1967 1.674 T 10719.35
1968 2,281 1.287.48
1969 2,496 1,383.10
1970 2,584 1.257.16
1971 2,820 1.571.12
1972 3,204 £.918.62
1973 3.524 2,278.50
1973 4.053 2,447.82
1975 4,458 2.961.80

fn/cm:c:'e: 1957-1975 duta are adapted from Jerome McElzoy [14] p. 8. (per capita income only)
ore: The other yours are our estimares from various sources.
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FIGURE 2: OVERALL VIEW OF THE EXPENDITURE BREAKDOWN IN 1975

All
Othey

Comnerciel and Industrisl Deveiopanent
46%

public Healih
10184

Fducation
13%

ce Annual Repori, 1975, p- 4L.

Adapted from Department of Finan

- o e e+

FISCAL CAPACITY IN THE U.S. VIRGINS 509

The rising income over time in the Virgin Islands may be seen as one of the
eausal determinanis of expenditure increase. It has been estimated that for every 10
per cent increase in a state’s per capita income, state-local expenditure rises, on
average, by about 6 per cent. [Maxwell 14, p. 2761, In.the Virgin Islands the elusticity
of per capita public expenditore with respect to per capita income is 1.575. This
relationship is very revealing when it is considered that the public sector in the Virgin
Islands employs a litde over one in every five persons of the labour force.

Maxwell [14], Fisher [8], Manvel {13], have explored other quantifiable
variables which are causal in this pnblic expenditure increase. In our work on “The
Role of the Public Sector: A Caribhean Perspective™ [11] we catalogued several causal
factors. However, there is a great deal of controversy in the analyses of other factors.
The relationship between per capita income and per capita public expendituse is
strong, in terms of statistical repleation.

Expenditure Distribution -— A Functional View

In Table G data are presented on the functionsl distribution of expenditure from
1940-1975. Education ranks number one over the years {in terms of recelving the
highest proportion of expenditures). It ranged from $116.885 in 1940 to $37.9m in
1975, Education is followed by [ealth, Public Works, Public Safety and Social
Welfare.

In Tuble 7 we present the functional relaiive over time of the major social
expenditures for the V.I., 1940-1975. Public Safety duta are from 1962-1975, We set
all of Lhe series relative 1967 base year and took an average.

As we cxpected, the social expenditures have kept their ranking aver time as
much as they have within a given fiscal year. A percentage close to the average implies
a high proportionate expendilure in terms of the average year. A percentage higher
than the average implies a year different from the base year. Nineteen sixty-seven was
selected as the base year because this was a threshold year in the V.I. development
efforts.

Under the expenditure section, we now turn to a distribution of expenditures by
Department from 1958-1975. Education holds the strongsst position over the ysars. In
1975 a littke over ane-quarter of the public expenditures were devoted to education,
Health was second, Followed by Public Works, Public Safety and Social Welfare. In
appregate, these four components amnounted to 63.8 per cent of total expenditures in
1975. This picture has been consistently true for the period of analysis. In the early
years they accounted for 75 per cent and upwards,

The distdbution is illustraled in Table 8. Included in the section ‘Residual’
expenditures are: (13} Executive Offices of the Governor - (Department of Conserva-
tion and Cultural Affairs, Lieutenant Governor's Qffice, Properly and Procurement
Commerce, Budget Qffice, ete.); (2) Legislature; (3) Judieial; (4) Finance; and (5) All
others.
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TABLE 6  FuncTioNAL DISTRIBUTION OF EXPENDITURE IN THE V. L TABLE-7  FUNCTIONAL. EXPENDITURE, RELATIVES U.S.VI. 1940
-y g a - . 1., -I975

(1940-1975) ‘ (1967 = 100)
$000 i
Education  Health Public Works  Sacjal Welfare Public Safety
Year Education  Health  Public Works™*  Social Welfare  Public Salety , 1940 107 o8 80
. 1941 118 121 92 e .
1940 17 83 112 10 na. ’ 194% ; '23 ;_‘Zg :?g 36 iy
Y - . . : "
o I A
logae PR 1‘5 i » ‘ 1945 2.70 1.26 1.20 40 .
1943+ 184 202 161 1 ” 1946 276 332 e . e
1944 233 268 165 13 1947 282 Py -2 A8 -~
1945 270 72 168 10 ” 1948 2.91 3.75 1 ';i 43 .
1946 276 278 173 12 " 1949 2.98 4.03 209 53 na.
1947 281 298 182 11 1950 4.10 532 261 -36 ..
1948+ 290 313 197 14 - ! 1951 4.39 644 P 61 n.a.
1949 297 337 290 15 " 1952 4,61 6.99 597 157 n.a.
1950 409 444 362 16 - 1953 5.71 .87 333 2.45 na.
1951+ 438 538 378 e » 1954 766 12.47 4.48 .77 na.
1952 460 583 413 64 » 1955 9.25 13.13 485 4.74 na
1953 70 740 462 72 » 1956 9.65 1435 o 11.42 n..
1954+ 764 1,041 623 124 - 1957 9.97 14.20 P 10.13 .
1955+ 924 1,097 674 208 - 1958 10.77 15.73 7.07 14.73 na.
1956+ 964 1,199 792 25 » 1959 13.89 17.72 9.67 15.66 na.
1957 992 1,202 801 386 ” 1960 18.62 3511 1792 16.93 na.
1958 1,076 1,314 982 409 » 1961 29.24 17.85 33.81 o i
1959 1,387 1479 1,343 443 o " 1962 25.71 35.27 65.58 50.08 B
1960 1,859 2,097 2,489 550 - » 1963 33.30 34.96 : P 43.24
1961 2917 3,160 4,695 1308 ” 1964 4374 49.95 42.45 37.69 43.83
1962 2,567 2,945 9,108 1189 . . 819 1965 50.12 64.47 68.91 63.92 5522
1963 3,028 2,919 5896 985 T 830 1966 72.72 7741 72.72 74.35 65.57
1964 4,367 4,168 9,573 1671 1,046 1067 100 o 63.83 81.93 80.36
1965 5,004 5,384 10,100 1,944 1,242 ‘ 1968 96.23 136.84 1on 100 100
1966 7,261 6,447 9,144 2,142 1,521 1969 127 3% 161 98 lg;-‘lﬁ 119.60 126.71
1967 9,985 8,351 13.889 2614 1,893 1970 15753 e 17 146.80 199.16
1968 9,609 11427 11,869 3,126 2,399 197y 195 55 22005 106.76 17L.51 236.49
1969 12,718 13,527 13,913 31,837 3,774 1972 273.38 114 43 140.05 202.26 309.09
1970 15,729 14,494 14,828 4,483 4,478 1973 31488 e 144.59 251.48 351.89
1971 19,824 18,373 19,451 5,295 5,853 1974 204 36 e 160.26 198.40 523.86
1972 27,296 26,257 20,083 6,574 6,663 1975 38035 ot 173.45 29778 567.17
1973 31,440 28,060 22,259 7,800 9.919 <82 188.10 363.05 623.24
1974 29,391 22,830 24,091 7,784 10,758
1975 37977 23,585 26,126 9490 11,800
—  — Source;  Derived from Table Five

Source:  Deparmment of Finunce, Annual Report, various years.
*Estimates
**In some years, Public Works and Fire Department Data were aggregated,
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TABLE 8  TotaL ExpenNpiTures of V.1, 1958.1975: DiPARTMENTAL i e -
PERCITAGES | FIGURE 3 A GRAPHIC ANALYSIS or Four Major CoMroNENTS 1N THE
o ! VIRGIN [SLANDS, 1958-1975
| |
Fiscal Public  Social Public i 40%
Year Education Health  Works  Welfare  Safety  Residual Total :
34 -
58 19.1 23.3 189 6.9 74 244 100 ‘
59 18.0 19.6 18.6 5.8 5.8 32.2 100 30 .
60 28.0 53 19.5 8.7 2.4 299 )
61 22.6 14.9 24.4 6.7 7.4 240 100
62 175 10.0 21.7 8.4 8.4 37.0 100 % .
63 13.5 © 126 20.1 19 6.4 39.5 100
64 17.0 104 224 19 6.9 354 100
65 19.0 184 20.0 6.0 5.0 3L6 100 Bducati
66 19.0 18.0 £8.0 6.0 50 37.0 100 22 - “ucation
67 17.0 17.5 180 5.8 5. 36.6 100
68 17.6 18.3 15.6 5.7 54 374 100
69 18.4 18.4 15.9 5.6 6.6 35.1 100 18 .
70 19.1 174 15.5 5.5 6.8 35.7 100
71 19.9 15.4 15.3 5.8 8.0 35.6 100
72 22.8 174 121 51 1.2 34.8 100 Heali
73 24.7 16.4 13.0 5.5 7.6 328 100 14 - — — Heain
74 24.2 16.0 13.1 59 9.7 31.1 160 N ~” Public Works
75 25.1 15.9 12.3 6.0 9.9 36.2 100 N
10 -
Source: (1) 1958-75 - from Worksheets prepared by the Budget Sefticn of the V.1, Office . >

of the Budget, Aug. 1976 ‘ 6 - reenen .

T e . """ "Social Welfare

The four major eategories are more detailed i they are viewed as in Figure 34, =
,

0 G 6 686566 67 68 6910 T1 T2 73 78

1958
REVENUE EFFORT 1975

In Table 9 the data are depicting the revenne series from 1950-1975. The caveat
must be made, again, that because of many adjustments some of the data may be
inaccurate. What we presenl are the most often nsed and recorded series. Revenues
rose from $2.055m in 1950 to $305.5m in 1975, an increase of 149 times.

Much of this rise could be attributed Lo inflation. This increase is due in large
measure to the mullitude of Federal funds which have filtered into the economy of
the Virgin Islands. When the comparisons are welaled to a base year, o time relative
revenue &ffort is obtained. The revenue effort used is not the traditional one. In the
traditionzl usage a relationship is established beiween revenue per $1,000 of personal
income divided by some given average. In our example we are relating the seres over
time.
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TABLE 9 Torar REVENUES oF V.1, 1950-1975

Mean
Fiscal Total Revenues Effort/Time Revenue Effort
$000
1950 2,059 3 4
1951 2,100 3 4
1952 2,313 4 4
1953 2,692 a 5
1954 3,157 5 6
1955" 6,678 10 13
1956 . 6,800 10 13
1957 7,063 1 13
1958 7.689 12 14
1959 10,068 15 19
1960 12,281 19 23
1961 17,430 26 33
1962 19,951 30 38
1963 23,124 35 44
1964 29,3106 44 55
1965 39,977 61 75
1966 45,245 69 86
1967 65,960 100 124
1968 75,701 115 143
1969 94,503 143 178
1970 113,509 172 214
1971 145,050 220 273
1972 173,147 263 & 326
1973 168,309 255 ‘a7
1974 261,972 197 493
1975 305,542 463 %, 575

Source:  Annual Reporr, Departinent of Finance various years 1950-1975. Some of then
chanpged fiom one report to the olher due to anditing.
*|istima tes

A This jump tn revenues retlect a sipnificant change in the V.I. {iscal history. This wus the
isnpact of Public Law 517. Section 28 of the Law provides for the return to the [slands of taxes ime
posed by the IRS on articles produced in the V.| and transported to the U.S,

As is observed from Table 9, in 1957 the revenue effort of the Virgin Islands was
97 per cent lower than in 1967. On average this revenue effort was 96 per cent lower.
By 1975, however, the relevant fipures were 363 per cent and 475 per cent
respectively. In other words, the revenue effort increased mose than three and four
lold respectively. [t should be noted however, that this is simply a statistical
comparison; other causal factors are not as evident in ihis comparison.
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'Comparal‘ivcly speaking, we may now look at the revenue cffort and the o
penditure relative to get a partial picture of the deviations over time T-ilﬂ:a 10 d]-e ots
the Tevemue 'cffort, expenditure relative and the rcvcnuc/expcndflu;'e ;atio TI :-plClS
CO!UI:H[] indicates that in (crms of percentages, the Revenue Efford a d t]n“ R{E
penditure relative are not so different from each other. Over the 26 year 2 i dm o
wcrc_lcn years whea the R/E ratio was less than 1.00; int other words 35 - ’th-cm
the times, cxpenditures exceeded revenues. There was an overall dcﬁcit’of 1};0;;:::1;31'

TABLE 10 CoMPARISON OF REVENUE EFFORT AND EXPENDITURE
RELATWE, V.1 1950-1975 (1967 = 10G)

Revenue Effort Expenditure Relative R{E
1950 3 3
1951 3 4 e
1952 4 4 %
1953 4 100
1954 5 ; s
1955 10 g g
1956 10 8 128
1957 11 8 138
1958 12 10 120
1959 Is 13 118
1960 19 18 o6
1961 2% 26 Lo
1962 30 33 "5
1963 15 30 g
1964 44 49 "o
1963 61 57 o
1966 69 66 o8
1967 100 100 00
1968 115 132 "
1969 143 157 o
1970 172 155 ot
1971 220 203 L8
1972 263 265 "o
1973 255 334 7
1974 397 400 -
1975 463 484 33

Svurce:  Culeuluted tiom originad data in Tables 4 and 9,
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TABLE 11 SerecTed REVENUES QouRCES, V.1 1940-1975 (TAXES)

Revﬂnue\ eXCetade(] expu ]3 B i g : O 2
L . Phnfhtufeb 62 er cent o thL iimes 'OI 1R average of

per ccr]‘)t. Given the fuct Lhat the deficit years were 11 per cent and the surplus years
were 12 per cent, on average, it is not surprising thal the cocflicient of determina);ion‘

!
i
. hetween expenditure : X TR
Property  Income G Roceipis  Trade. B Franchise. ¢ Casolene  Customs. . d ' 5 penditure and revenue is 2 = 998, and the correlation coefficient is » =
i

—_ -_—  ————

_,“__f-—w-_;_—f—

1940 100 110 39 27 3 15 14 Lal us now turm to g scle —— - ]

1DaLe 105 416 p P 3 ' 14 sbserve sommn chatass, Chi cf sel of rc,w,lmm sources over the perind 1940-75 and
19429 ] 911 26 43 8 16 12 i 1 changes. Changes and aggregations were made because of the manner i
1943 14 1,116 22 50 5 i1 1 witich some of the datz were presented in the orginal s manner in
1944* 119 1201 21 57 2 18 11 b ¢ OIfINA SOUTCes.

1945 128 1332 2 85 4 20 13 The growth of these se axes has been very hi bl

1946 133 1211 2 101 5 12 21 ' _— & ese selected taxes has been very high (sec Table 11). Much mare
YR 13 1400 a 188 5 3 13 revenues could have been collected, but the fiscal agencies i .

1048+ 11 700! p 200 : 1 - olasued witt iscal agencies in the Virgin Islands are
‘ y : with ess - .

1949+ 124 979 1 142 § 38 24 ' T many weaknesses. Table 12 shows the rate of growth of the selected
1950 153 471 4 132 7 47 13 | axes. The table keynotes the dominance of income taxes

1951+ 182 490 4 245 8 5 2 p X ES.

1952 168 645 5 285 9 43 25 roperty taxes went from a | _ - _

(953 oV 19 2 " . a1 e et cant (1967.68). 1 a low of 8.1 per cent (1951-52) to a high of 108.6
1954 211 915 660° . 35 95 66 | : 57-68). Income tax collections fell to —-51.9 per cent {1949-50) from a
o mooe 3 A S | NI en 150041 G ety o 550 (3deds)
1957 269 1863 699 " 102 153 222 Pe:lk of 77.6 per cent (1956-57). Trade and Excises had an overall high of 87 per cent
1958 279 2,238 720 " 260 155 293 (1946-47) and an overall low of —54.1 per cent (1967-68). Franchises {i

1959 274 1,044 351 335 4 166 04 to —5172 per cent (19434 (1 . Franchises fees were down
1960 313 4,329 433 153 16 207 4H7 L -~ per den (1943-44), but moved up to 570.2 per cent (1953-54). Gasolene
1961 488 5,177 g L214 L 244 727 axes registered a low of —56.4 pe . ’ - L

1962 499 7221 " LTS " 250 741 104647 US. C o b4 per cent (1973-74) from a high of 51.0 per cent in
1963 590 1511 " 1,974 " 274 1,260 -47. U.S. Customns dues fell to —32.8 per cent (1949.50) and peaked at 133.7 per
1964 760 10,707 » 3,434 " 294 1,375 cent in 1974-75. : p
1964 836 13234 " 4281 - 342 1475

1966 959 17,462 N 5318 - 543 2,100 A fe servations are i .

1967 1,096 22,928 " 6,376 " 532 3,600 negative Ld ?:hertvnh‘?mt are in order regarding these growths. Property taxes had
1968 2,286 24,759 543 1929 52 ¢ 627 4,404 rpative growih rates {or five of the 35 seTviti el . y

169 2,141 36,271 6,127 3,587 80 . 743 6,762 11.5 per cent over the period, We Ohé»bn'dtlo{ls. It had an average growth rate of
WH 2,603 43,462 7,130 4,01 57 ¥29 10,438 ’ period. We were unable to discover any substantial evidence for
1971 3,326 41,671 7,326 4,085 74 987 13.::;21, the peak growth in 1967-68. However, the methods of collection of property taxes in
1972 4,335 56,629 8,365 4,292 101 2,602 26,462 t . L _ e nocs of col

Wid ALAd 56,776 9,573 4085 S0 b2 26993 }:]_:_/'I'l l_la‘"‘ b"eél V?_fl_y poor. The property tax in the Virgin Islands has always been a
1974 4,387 63,281 10,272 4,998 g3 7 419 55,789 political issue and efforty to institute ave e o]

1975 686 G400 1458 4413 y3 2875 130,397 reforms have met with scrious resistance from

legls.]at.ure and real estate interests alike. More revenues could be collected from this
tax :-f it were -pos:uhle to have accurate quantification in the uniformity of assessments
and impartial implementations of the tax levy.

Selected Revenue Seurces, V.1 1940-1975 (Laxes),

In the case i \ . . . .
Sources; Department of Finance, Annuul Report various years. these ey of the income tax there were seven cases of negative growth. Five of
were in the years, 1945-52. All of the others showed steady growth, with an

egtimales. In the early years oY average growth aver “le ej“)(l 4] 5 i £ f I e ak Ih . . g ]940 41
AN TS & al Reparts were nadequate 1o data presen: b g h. p t 2 - P T cent, h Pe owlin ra wis 1 .
* | the Anmit enar q gr te

tation, —
) This may be reflective ; .
a = Gross Receipts: ¢ = Business Licenses and Corporation Franchises. statisti:‘i/l ::T;:::l ift‘;:;:_fh::;e;‘);z g?r?d,[;c?mn ‘o‘f t,he .s‘ysltem or be represe:ntative of
© = Trade and Excisé. elizble indicator of econom ligmd bOurf-f-s. .I' his tax -has been the single most
d = Custom Duties. dectra P - ng growth in the Territory. With a certain degree of
¢ = Between 1954-58, Gross Receipts and Trade and Excises were combined according to r ?Y’ a fiscal year's income tax collections are predictable from the first quarter’s
the records. collection. In fact, this method is followed by the Territory’s present Budget Office.
f = The monics from 1937 were obtainable primarily from a Legislative Fnactment in 1957,
The sums include gasolene taxcs, traffic violation fees and Highway Users taxes {the latter Gasolene tax receipts have been very consistent over the years. Three cases of
from 1572). negalive growth rates were observed. The overall growth rate was 16.0 per cent. The
g = Between 1962-1967, Trade, Excise, Corpoeration (Franchises) and Gross Recelpts [axes peak growth rate in 1971-72 is quantifiable as a preview of the oil c;'isis despit.e. (he
" 3

were undor one heading, We did not find any explonstion for the aggregation. Fact that the Virgin Yslands has the largest oil refineries in the Caribbedn basin. The
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years 1955 Lhrough 1967 were very strong years for the income tax collections. The

erraticprowth after this period reflects the impact on the V.I. of economic conditions
in the UJ.S.A.

T, i Finally, UJ.S. Customs dues revealed seven cases of negative growth rates, Like
. @ = g g & 3 AV e . aes 17 N ol Thet :
| E’ ] Yme sonn29Ss é?‘ Bogn ': mun N ‘,‘: ] E’i jadndg g & ! income taxes, U.S. Customs dues are Federally aperated. Their collections reflect the
LN w -4 ~ L2 B - o e w T s P ) . . - .
g %m [SBEe P HREERAST R conditions in the V.I. in a symbiolic relationship with the Unijted States. The overall
w8 P . . .
o 2 : | growth rate was 34.8 per cent. This very high growth details some of the returns to
g E 'l cconomies of scale in the collection operations, in addition to the low compliance
2 oy g e G W 0 T D g g | costs. The strength of Lhis revenue source lies in its organizational structure whereby it
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service charges; and water supply charges; these are also signilicanl revenue generators.

Tabte 13 depicts the growth of some of the other revenue sources, 1962-1975.
Internal Revenue returns (Matching Fund) have daminated the growth in ail the other
important sources of revenues, In 1955 Matching Fund contributions were $2m and
Essential Project Funds were $1.9m for a total Intemal Revenue Retums of $3.9m. By

the year 1961, Matching Funds were up to $6.5m. The other years are as recorded in
Table 13. {10 p. 5].
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FISCAL RESPONSIBILITY IN THE U.S. VIRGIN ISLANDS

The structure of public revenues and expenditures in the Virgin Jslands is similay
to that of the wider Caribbeun. Ifowever, whercas quasi-independent and independent
micro-state economies of the Third World attempt to be frugal sometimes, this *fiscal
aspect” is not very evident in the Virgin Islands. An analysis, such as the present one,
can only touch on some of these main issucs, and identify some other salient ones.

The pesformance of the economy was not weak visdvis other terntores,
because the U.S. Virgin Islands has been the beneficiary of significani amounts of
United States of America federal funds. The funds entered the economy under vadous
headings: earmarked, unrestricted loans and grants, special customs regulations, special
income lax regulations, and so on. The large quantum of funds created an attitude in
the Virgin islands public sector that revenues will never be scarce: federal funds will be
available always. Fundamentally, then, what seems like a very strong picture of fiscal
capacily and performance in the Virgin Islands, is really 2 qualified posjtion —
qualified in the sense that the V.I. is an arganic part of the U.S. While the economy

did not demonstrate complete weakness over the period of study, the public sector
indices merely reflect nominal growth.

There are two sides to the contention: one is ihe local decision-makers’ view
relative to public spending, and the other is the US.ACs view pis-&vis fiscal maturity
and responsibility in the Islands. Whenever the territorial economy was incapable of
penerating pdequate revenues to balance the budpet, the requisite funds were normally
made available from the Federal Government. This is a paradoxical legal precept. By
the Revised Organic Act of 1954, the Virgin lslands must have a balanced budget every

fiscal year. However, the Federal coffers are usually the mechanism for creating the
balance in the budget.??

Four qualifications could be made regarding the weaknesses in the fiscal capacity
and performance in the Virgin Islands economy aver the period 194075, In the first
place there was no demaonstrated concemn in coordinating revenues and expenditures
(the economy was not made to pay its way as it grew). Sccondly, there was a misuse of
tax incentives policies and the revenues derivable therefrom. Thirdly, there was an
inudequate determination of the revenue/expenditure effect of the public sector doltar
(the non-generation and implementation of specific policies to maximize that doltar);

and fourthly, there was a failure to establish accountability in the public sector relative
. o
to public expenditures.

The problems of the [slands are not new. They go back a long time. In no
recorded case, however, was Lhe territory given the latitude fo fend for itself, fiscally
speaking, Except for recent years (1972-76) there are no recorded cases where there
was a desire to implement fiscal tightening in the local economy. Excerpts from the
Department of Finance Reporis over the years illustrate the concerns expressed here.

From 1940 up to 1957 there was no unified statement of the financial conditioen
of the Virgin Islands. The municipalities of St. Thomas-St. John, and St. Croix
presented their respective budgets. By 1949 pronounced delicits were becoming
features of the fisea] picture of the municipalities. St. Thomas-St. John had a budget
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leficit of $33, D0G at the end of fiscal year 1949. St. Croix had an unspecilfied deficit.
At that time the U.S.A. Federal Government made substantial deficit contribution to
he municipaljties. St. Thomas-St. Yohn reccived $194,000, and St. Croix received
3325,000 [Department of Finance, 6 1949 p. 1.

During the Fiseal Year 1950, both municipalitics of the Government of the Virgin Islands
received substantial contributions from the Cangress, in order to meet the expenditures of
the Government. [n the case of the municipality of 8t. Thomas-8t. John, the Federal
assistance did nol prevent a budget deficit of approximately $40,000 at the end of the fiscnl
year. The municipality received a Federal Deficit Contributuon of $279,000.

The municipality of 8t. Croix received Fedeml Deficit Contribution of $465,000. The year
enqled with a budpet deficit of $4,182. | Department of Finance 6 1950 pp 1-2].

By 1953, the fiscal picture of the Virgin Islands was on the up-swing. Revennes
sollected from local sources rose rapidly. Given the fact that the U.S. Navy was
sermitted to use the Islands at its liberty, Lhis mave aided in the Islands tourism
receipts. [Depariment of Finance 6 1933, p. 1].

The Federzl Appropriations, Essentia] Public Projecis Fund came on stream in
1955-56. This fund provided additional revenues for speeific infrastructural
jevelopment in the terrtory. The 1960s were a period when insufficient care was
devoted to public spending. The Government Comptroller’s Reporls pointed to this
view. Revenues were being eroded, but Federal funding was supporting the budgetary
EXCESSeS.

Fiscal Year 1972 was the turning point in the fiscal capacity and performance of
the Virgin Islands. The public sector felt for the first time the full impact of the
srosion of certain revenues from the General Fund. Up to this point, gross receipts and
:xcise taxes paid by specific businesses were not fully enforceable, This was revised,
Further restrictions were placed, by the Congress of the U.S.A., an~the use of
Matching Funds. This stymied the use of those funds for operating revenues/expen-
ditures — as was normally the case. [Department of Finance § 1972 p. 2].

In addition to the many problems of fiscal irresponsibility, there were several
:ases of the utilization of loopholes in the tax laws, and the misuse of the Tax
neentive Laws. The Anpual Reports of the Government Comptroller for the Virgin
Slands [30 June 1971 and 1975], poinled out that there were many deviations from
he letter of the law pis-a-vis he grants made to certain companies. The Reports stated
hat there is a need to determine the amount lost due to loopholes in the system.
similar remarks were found in severa) of these reports.

In a general narrative of the 1971 fiscal year, the 1971 Report summarized the
Tscal weaknesses of the U.S. Virgin Islands.

Although we did not make » complete audit of the Government’s accounts, our work was
sufficiently thorough to reveal significant problems and to create serious doubts as to the
adequacy of controls of zll assets (of the government), and as {o the accuracy of the records
of revenues and expenditures.
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"Te printipal seasons for onr disclaimer, [continued the Report], of opinian on the fi
8 .m:m;mt of the Government for the fiseal year ended .Iunc‘BO 1971, continn .
e‘o (- 1te scenty EiTal ; y us
fmi:d:;o ﬂ;::;c:hithj;‘ﬁct}, tile.t L.I.;-k olf budgetary control over obligation and expenditure of
s ? ACX of control and condition of the financist at: i

: : ). < of car sfatements derived 4
;:lgc:.'TtlL;L' deficiencies were corroborated by a General Accounting Ofﬁc‘u f?("m}\:?)dt
yc];-r: ,:;i:le.,,fn[?damh’ .1971. .- Most of_the conditions commented open cxista'd i:; nm)'
years. and ; e the product of longstanding policies and practises which have ; 112 o
corsected lo date. [Government Comptreller 1971 pp 2 5j ot heen
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SUMMARY AND CONCLUSION

The primary concern of this st
s study was to present an overview i
. l - . ) B ol C 3 Of t 3 2
f}na.nw per?pec,tlves In the United States Virgin Islands. Emphasis was m 1 Dubhe
tiscal capacity and performance over the period 1940-1975.

- t.I"ne: economy of. the‘ United States Virgin Islands is a capitalistic system
O;.;e‘a .mgA under Keynesian fiscal policy prescriptions. By law, specifically the Revised
ganic Act of 1954, the Budget of the Virgin Islands muest balance every fiseal year

. uﬁsﬂ:,e dﬁsczlll capacity and performance of the Virgin [slands SCONOMY as portrayed
Study, nas some serions limitations in terms of fis ihili . ‘
f 5 Iscal responsibility and ove
strength of the fiscal system. [t o . Y offort and
s . cannot be argued that the revenue ef
expendilure relative were wegk Howev : o the e

: ak. ever, care should be taken Lo assess the i

abjectively. What seems like 1 str i : s roally 5 ot
: a strong fiscal system, on the surface, is re:

e - : , , ally a system
\;I‘u:.!h opc.r‘ftled as if resources wers never scarce. The full ramifications of thjt: real
1_5;& capacity and p.crform:mce were not spparent because Federal Funds always
aided the fiscal operations of the territory. i

ainly on the

b d In broad overview, the ]sl.ands’ economy experienced definite statistical growth
ou « ue to th_.- hml‘ted data on income distribution, and ather factors, we were unable
t;). come 10 grips W.It.h a dce‘per analy_sis of the system. Structural weaknesses underpin
us systern. The system performed with strength in the aggregate, but the capacity and
performance was not wholly from infernal catalysts. ‘ ’ ey

Comparatively speaking, there are few lessons to be leamnt from this fiscal
fsystem, so far as the rest of the Caribbesn fs concerned. The territory developed s
fntema] strengths, but it is very difficult to isolate the impact and effects ofthe (L)IH.]S'3
mﬂugn-ce on the system. It is to be noted that there were no direct discussio.ns.
;?erta._m‘mg to the questions of equity and overall governmental policies. These are
implicit in the work. They were not made explicit because the soci‘e-ecoﬂmnjc

i yll 1 Q } 8 v b
d anmcs .l t]e I la.!]d\ dO not pel’mlt SUCh a dl 15 I with
SCUSsIO
‘ 11“ thb current f!.SCSl
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FOOTNOTES

an Compnny. It owns several businesses; It is a typical

1Today it is called the West Indi
+ in the fietd of production zad marketing.

multinational corperation with seversl activitie
Rough and McCridis [1 p. 6,42].

2 ror a discussion of this Act, see
see Dough and MeCridis [1

3por a stylistic preseatation of the facts surrounding this issue,

p- 103].

4310.50 is collected per proof
returned to the V.1 Treasury.

SHess may obtain additional benefits starting in 1

gallon of V.L rum exported to the (1.5.A. The money 18

977 if it rescues the gavernment from its

fiscal crises.
bRon Delago,
seaptatives, ks now reque
7'1‘here were carly cotoniab examples o
franchise and the rent-tax, but thess were critic
McCridis | pp. 2021, % 21221
8!?.t.\ugh and McCridis {1 pp-

g‘l‘hu amount of money was $1m alfter 2 period of years,
ands™s see [5], various issues, for a broadly

thie Virgin [slands Representative jn the United States House of Repre-

sting that the percentage moves up 1o 70 per cent.
fu these based on

£ public finance under, (or examp
See Bongh and

al in the public finance perspeetive. |

64-66} review the Gscal and financial stipulstions.

10 wpzyete About Doing Business in the Virgin Js

based discussion of ihese matters.

U he appregation was not done in the earlier years of the 1940s and 1950s.
2 .rhis provision has enconmged much abuse of the system.
¢ in fiscal year 1977, and $30-35m in 1978. The
adds are good that the Federal Government wil] come 1o the rescue. 11 must be noted though, that
the present Budget Office, acting in consequence with the views of the Govesnor, is attempting {0

institulionalize some semblance of fiscal lightening in 1977 ‘

13 “rhere will be an estimated $15-20m defici
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