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INTRODUCTION

Your Honour, this is the first Budget to be presented to the
Legislature of this country by an elected representative of the people.
Because of this fact, the occasion is not without some historic import-
ance. The significance of this break with the colonial past will begin
to be felt almost immediately, as the ground is now beirg laid to
strengthen our economic position and raise living standards by accel-

ersting the rate of economic growth through our own efforts,

2, No poor country like ours, however, can hope to 1lif'‘t itself
up by its own bootstraps. It must seek help from external sources,
mainly from the developed countries; but it must make sure that such
aid is not used to create an economy which is slavishly complementary
to, or merely an appendage of, that of the lending countries. We have

to aim at the creation of an internally-balanced, diversified, self-

sus taining econony.

3e Many colonies and former colonies know, to their cost, that
foreign investment and foreign aid in the past have of‘ten meant no more
than the creation of new sources of supply to suit the needs of the
foreign powers: the metropolitan-~colonial relationship was left un-
chenged; and there was contributed little, if anything, to the alle-
viation of the poverty and backwardness of the native populations.

4. More recently, there have been welcome signs of a change,
in that some of the leading powers have been paying increasing atten-

tion to the need for a balanced expansion and diversification of the



underdeveloped countries, We, on our part, chall certainly make every
effort to obtain foreign economic aid for our development and shall
welcome, and be grateful for, all the financial assistance that we can
get on reasonable terms, and without political, military or other

strings.

56 But foreign aid is no substitute for self—determination,
either economic or political; mnor is it a substitute for a determined
effort to devote as much of our resources as we can to accelerate our
rate of economic progress in directions that are bes+t suited to the
continuous improvement in the living standards of the masses. Our most
important task is to diversify our econory, so as to be less dependent
on a few staple exports, which are exposed to the vagaries of the
world market, and less dependent also on imports for so many of our
essential needse Indeed, the greater the effort and determination
that we put into this task ourselves the more substantial the kind and
amount of foreign assistance we can hope for. The world, as always,

is more likely to help those who help themselves.

6o With the approach to Independence, it is natural and ineve
itable that the role of the Government as a producer and as a provider
of services should expand. Indeed, the freedom to decide on the best
allocation of the country's resources -~ what should be left to pri-
vate disposal, what used to meet present communal needs and what
devoted to the future development of the nation -~ is the most valu-~
able benefit that flows from political independence. It is the very
essence of the policy of overall economic planning to which this
Government is committed.s The expansion of the scope of publicly-
provided services has’'been everywhere remarkable in recent decades
even in those countries, such as the United States, whose philosophy
rejects the idea of overall economic planning, and this fact is
clearly reflected in the size of their budgetse In our case, the ex-~
pansion of the public sector will proceed in one additional direction —
public enterprise will play -a greater role in the production of goods

and services.

Te In order that you may understand the economic and financial
context of the proposals which I shall put before you later in this
speech, I should like now to tell you something about the significant
economic and financial data by which they are conditioned. The year
1961 has turned out in some respects to be as prosperous as 1960 was.
Although the weather last year was less favourable for agriculture
than in the year before, exports of domestic produce have been higher
($142mn. as compared with $125mn, in 1960) =— sugar and its by=-
products about the same, and rice, some $4mn. (29%) higher, reflecting



the excertionally good crops ot the proviean year; and sincerals, some
$1mm. nore, the result of the growing output of manganese and alunina.
Contrary to expectations, imports (#153mn.) did not slip back in 1561
after the sharp increase (by one-third) the year before, but were some
$6nn. higher than in 1960, The indications are that the country's to-
tal production - the gross domestic product at factor cost -~ was cer-
tainly, in spite of less favourable weather, at least as high as in
1960 and probably in the viecinity of §$245mn. apparently lower in
agriculture but certainly higher in minerals. Capital inflow from
abroad and investment continued at a high level in spite of the comple-
tion of the major manganese and alumina developments., The firmer ele-
ments of our international balance of payments (e.g. the visible
balance of trade had improved by some $10m. as compared with 1960)
suggested no cause for disqguietude. But, paradoxically, we were run-
ning dovm our external reserves. This showed up most dramatically in
the external reserves of the commercial banks, which swung to a nega-
tive position, necessitating a tightening of' their credit. It appears
that while foreigners continued to invest money in our country, some
of our own residents were increasing the scale of their investments
abroad to an extent which our balance of intermnational payments could
not support. This is the first significant fact I should like you to

bear in mind during the rest of this discourse.

8. The other significant fact I must bring to'your attention is
the state of the Government's finances in relation to the Development
Programme., The Government has virtually no reserves. Nominally the
reserves stand at $5.2mn., but the greater part is tied up in advances
and working capital for Government enterprise, Now, ¢onsider the pos—~
sible consequences of this in a narrowly based economy such as ours,
where a large part of our production depends on the vagaries of the
external market for two major industries (sugar and bauxite) — a mild
recession in only one of which could very easily curtail the Govern=-
ment's revenues in any year by its direct and indirect effeots by as
much as 10% ({6mn.). Consider, also, that while on the one hand the
major recent industrial developments are now tax=holidaying, on the
other hand the Development Programme is throwing huge expenditures on
the Recurrent Budget by way of debt charges and the departmental
facilities required to service these projects, and at the same time a
rapidly growing population is continually expanding the cost of the
social serviceso To translate these facts into figures: revenue in
1962 is not expected to be more than $2mn, higher then in 1960, but
recurrent expenditure will be some $15mn. higher = $24mn. more in
debt charges; $2mn. more for agriculture, drainage, irrigation and
land settlement services for development projects; $1%mn. more on
the maintenance of sea defences, roads and buildings; $4on. more on

educational institutions and social services; together with $3%mn.
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more for increased rates of remuncration to Government employees.

%e The abilily of any goverrment to cater for social and de-
velopmental needs clearly depends on its will to secure public revenue
for discharging these functions. Taxation is thus not an end in ite-
self; rather it is the essential means for attaining those social and
economic objectives which give effect to the nation's highest aspira-
tions,., In countries in which the power of the government to collect
revenue is small —- either because of corruption or inefficiency of
the public administration, or because of the unwillingness of the
political 1leadership to impair in any way the privileged treatment
of powerful vested interests —— these aspirations must of necessity
remain unfulfilled; and despite all the brave talk of economic and
social development, their peoples are condemned to continued misery
and to botk-economic and cultural stagnation. Taxation must therefore
not only be an efficient producer of revenue to finance public ser-
vices and desirable economic activity, but also serve the subsidiary

purpose of redistributing wealth and income.

THE CASE FOR TAX REFORM

10. In British Guiana we are relatively fortunate at least in
relation to many independent countries of Latin America in that
there is a well-run administration for levying and collecting a progres-
sive tax on incomes and on inheritance. Unfortunately, similar tribute
cannot be paid in respect of import and excise duties, but I give no=
tice that maladministration and irregularities will no longer be tol-
erated in the Customs and Excise Department, which is now responsible
for about one~third of our total revenue. Our tax system, nevertheless,
from the point of view of fairmess and equity, and of equal treailment
of all citizens in relation to their true economic power or ability to
pay, reveals very important gaps. The first duty of the Govermment is,
wherever possible, to bridge these gaps and to increase the efficiency

as well as the fairness of the fiscal systems

11. To assist the Government to fulfil its duty in this respect,
Mr. Nicholas Kaldor, a Fellow of King's College, University of Canw-
bridge, and a noted authority on fiscal matters, was invited under a
United Nations Technical Assistance project to advise on our tax struc-
ture. According to his findings, the most important reform (at least
from the long=run point of view) is to broaden the scope of direct
taxation through the introduction of a tax on capital gains, an amnual
tax on net property, and a tax on gifts. These capital taxes, to-
gether with the existing income tax, will constitute a comprehensive
and integrated system of progressive, direct taxation which will en-
sure that the tax burden imposed on the various menbers of the
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community is in falr approxdimstion to their true taxable capacity.

12, The taxes which I shall propose later exist in warying forms
in the fiscal systems of a number of Western countries, including
those of Scandinavia, and have recently been introduced in India and
Ceylon. Since these taxes are new, as far as we are concerned, I pro-
pose to devote some time in this speeéh to a statement of the case for

them.

15, There is a great deal of ignorance and confusion on the part
of some people where the question of income taxation is concerned.
This is not wholly their faulty; but partly that of the exdsting social
order. If we believe in a fair and just society, and wish to do more
than merely talk about it; we must end fiscal discrimination in favour
of particular classes. Everyone should contribute to the cost of
government according to his ability to paye. But this ability has been
based on a restricted definition of income. And any tax system based
on a too narrow concept of income is bound to mete out umequal treat-
ment .to the different classes of taxpayers. It is the settled policy
of this Govermment; therefore, to adopt a more comprehensive defini-
tion of income as the tax base in order to inaugurate a more equitable
system of taxation., Social justice demands that the burden of taxation
be allocated fairly between the different members of the community.

If those who make capital gains are required to pay nothing —
as at present == while wage- and salary-earners pay a fair share of
the burden of taxation, there is a clear case of inequity between
the two groups, resting on the restricted definition .of taxable income.
The exclusion of casital gains from the scope of income taxation can-
not be defended on grounds of equity since it involwves the privileged
treatment of a particular class of taxpayer as against others. The
defect of our present income tax is that it excludes one important
category of income - capital gains == and is therefore weighted in

favour of the propertied class,

15. My Party has long recognised the need for tax reform in
British Guiana for two msjor reasons. The first is the problem of
underdevelopment. To overcome this, current revenue from taxation
must be higher to meet the needs of a dynamic community with a rapid
growth of population and its requirements for speedy economic and
social development, The inadequacy of public revenue restricts expen=
diture in such fields as health and education and makes impossible
the financing of developmental projectse

16, The second major reason for fiscal reform is to curb economic

inequality by redistribaiting wealth and income in the interests of



-6-

social stability and the constitutional evolution of a peaceful, demac--

cratic society.

17. The existing tax system is unjust in its incidence because
1t discriminates in favour of income from ownership of capital as
againat income from work, This weighting of the income tax basis in
favour of the wealthy classes retards the growth of the economy in that
it directs a considerable proportion of the national resources not to
desirable development and essential social services, but to conspicuous
consumption and speculation in real estate. Luwxuxy consumption, which
means high national expenditure on non-assential imports, burden:the
balance~of-payments unjustif'iably. An impartial system of progressive
taxation, which distributes the burden equitably belwesn those who
derive income from property and those who get their incomes from work

is an urgent necessitye.

18, I wish to emphasize, for the benefit of those who might
characterize the fiscal reforms as disincentives to development, that,
on the contrary, such reforms would mean a diversion of resources from
undssirable consumption (in our present circumstances) and speculation
to worthwhile investment, and thus to a rational allocation of scarce
national resources, Another desirable but long=term effect of *+he
reforms, not to be measured in quantitative terms by their reverue
yield, is the degree of national consciousness and class cooperation

which they would induce.

19. Since our income tax operates in a discriminatery fashion
between the diffeerent kinds of income-receivers, the reforms are also
intended to make a contribution to the democratic ideal of equality of
treatment of all citizens, Honourable Members should bear in mind that
the taxation of income and profits and other personal and direct taxes
constitutes only a part of the total taxes imposed by the Government.
The great bulk of indirect taxes on commodities and transactions
(which make up the remainder) very largely falls on the great mass of
consumers who derive their income from work and not from property.

If we take both direct and indirect taxes into account, there is little
doubt that the owners of capital do not bear as much of the burden

which an impartial allocation would require,

20 This Government regards the effective taxation of capital
profits as an essential feature of an equitable system of income taxa~
tion, because such gains are an important source of income of the
large owners of property. Moreover so long as this discrimination is
maintained and such gains remain untaxed, there are innumerable kinds

of manipulations by which a taxpayer can dress up taxable income as
if it were in the nature of a tax-~free capital profit and thereby
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reduce his tax liability even further, The exemption of capital gains
from taxation, which obtains in Britain and her colonial empire, is the
single most glaring feature of "one law for the rich and another law
for the poor" —— an inequity peculiar to many Western nations, some of
which do not tax such gains as fully as faimess demands. In the
United States capital gains have long been brought within the scope of
taxation, and former British colonies like India and Ceylon have done

the same thing since their independence.

21, The other major gap in our tax system is that it gives no
recognition to the taxable capacity inherent in the ownership of pro-
perty (or capital wealth). A system uf taxation based partly on income
and partly on net property is more equitable than one based on income
alone or on property alone. The reason for this is that the possession
of disposable wealth endows a man with spending power quite apart from
the money income which such wealth yields. A man who possesses
$100,000 in forms of wealth that yield no income is clearly better off
than another man who possesses neither wealth nor income, even though
he is not as well off as a third man with similar wealth and a yearly
money income. Yet the first man pays no more direct taxes than the
second. Without a supplementary tax on property imposed alongside a
tax on income, it is impossible to do justice, not only between wage-
and salary-earners on the one hand and property-owners on the other,
but also between different property-owners. Some countries recognize
the fact that income from property (so~called unearned income) possesses
a. greaster taxable capacity than income from work (earned income) and
attempt to make allowence for this by taxing income from work at a
lower rate., But this does not adequately compensate for the greater
benefits derived from thke possession of property. And this is why
Norvay, Sweden, Denmark and many of the other progressive countries
do not recognize money income alone as a true yardstick of taxable

oa-pacity’ .

22, Moreover, from the point of view of administrative efficiency,
it bas been experienced in these countries that an annual tax on net
property improves the efficiency of income tax administration, It is
proposed, therefore, to introduce a tax on net property owned (assets
minus liabilities) which will embrace assets of all kinds, not merely
real propertye This tax will be a relatively modest one as it is a
supplement to, and not a substitute for, income tax. It completes

income tax, the top rate of which will not be increased.

23. TFinally, Your Honour, there is need to buttress the existing

Estate Duty by a gift tax, for gratuitous transflers inter vivos. The
need to limit by the instrument of taxation the right of an individual

to pass on his property to his heirs and successors is no longer



disputed today: it is dusirable to avoid the ill~effects of an in-
creasing concentration of wezlth in the hands of a few privileged
familijes. If the right to pass on a fortune is limited, through a
progressive Estate Dutyy, it is quite logical to limit also the trans-
fer of property by inter vivos gifts, If this is not done, there will
be continued avoidance of the inheritance tax (Estate Duty) by gratu-
itous transfers of property during the lifetime of the donor in spite
of the provision in the Estate Duty Ordinance which makes such trans~
fers exigible to estate duty if made within three years of death.. The
Proposed gift tax, then, is to close a loofhole in our Estate Duty
"legislation and bring it in 1ine with the tax policy of a large num-
ber of countries, including the United States, Australia, Canada,
India and Ceylone

2. The proposals for all of these new taxes aim at broadening
the base of taxation through bringing to charge wealth accrual now
exempt from taxatiohe. Progressive personal taxation and death duties
have not succeeded in bringing about the degree of distribution of
wealth and income that was their avowed objectives The reason is to
be found in the numerous loopholes of various kinds that have been
tolerated and, in some cases, deliberately nurtured by past legisla-
tures, and the inability of the tax administration to force a full
disclosure of wealth and income., Honourable Members will, I am sure,
welcome these proposals to counter avoidance and evasion and to

strengthen the hands of the tax authorities,

25. In addition to a more equitable fiscal system, we also need
one of greater efficiency of tax administration if we are to fulfil
our national aspirations. The case for these new taxes =—— the tax on
capital gains, the annual tax on net property, and the tax on gifts —
is thus very powerful from the point of view of enforcement. All of
the taxes are self-checking in character, both in the sense that con~
cealment of items to minimize 1liability to some taxes may involve an
added 1iability with regard to others or disclose evasion of another
tax, and in the sense that information furnished by a taxpayer for
the purpose of preventing overassessment with regard to his own lia=-
bilities automatically brings to light hidden receipts and gains made
by other taxpayers.

26, TFor example, gift taxation discloses capital transactions

and thereby limits the evasion of income and inheritance taxes, and
assists in the administration of the net property and capital gains
taxes. The net property tax forces the disclosure of the balance
sheet (assets less liabilities) of the better—off individual each year



and this needs to be reconciled with his profits and with his property
transactions reported for the capital gains tax. In summary, the new
and old taxes will provide a system of taxation which is as complete,

Just and efficient as human ingenuity can make it.

REVIEW OF EXISTING TAXES AND THEIR REFORM

27. Apart from the proposed three major additions to our tax
system, I intend to increase the efficiency of the fiscal instrument
by a series of new provisions in the Income Tax Ordinance to counter

other forms of avoidance and evasion and to abolish existing anomaliles.

28. One of the new provisions relates to the taxation of com=
panies owned by non-residents. It is well known that companies which
are merely branches or subsidiaries of companies resident abroad can
understate their true profits by over-invoicing imporis or under~-
invoicing exports, in so far as they trade with their associated
overseas companies. I propose therefore to strengthen the Income Tax
Ordinance by additional provisions under section 33 whereby the tax-
able profits of any such company will be deemed to be not less pro-
portionately to its turnover than the total profits of the entire
group of associated companies are in relation to their total turnover «
unless the company can prove to the satisfaction of the Commissioner
of Inland Revenue that no significant part of its transactions was

conducted with or influenced by non~resident associated companies.

29. I propose, also, to have Section 48(3) of the Income Tax
Ordinance amended to permit a provisional assessment based on a per~
centage of the actual or estimated turnover of businesses or on a fair
estimate of professional or vocational incomes if tax returns are not
made by the due date. This will increase the expedition and the effi-
ciency of the income tax levye.

30, Appropriate amendments will be made to provide for a minimum
income tax payment based on an assumed income of 2% of turnover in the
case of mining, manufacturing or mercantile business (not agriculture),
even where s loss occurs =- adjustable, however, against future profits,
8o that unless the business carries forward losses indefinitely, tax over

4ts 1lif'e will fall only on profits. Businesses will no longer be able
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to operate year after year without paying snything in tax, by showing

a continuing loss in their accounts.

Pl With regard to the treatment of trade losses, the existing law
provides that a business loss can be set off against income-from other
sources in the same year and that in so far as it cannot be so set off,
it can be carried forward indefinitely, but only azainst future income
from the same source. These provisions are still open to a groat deal of
abuse in that it is possible for a taxpayer to build up assets by incurring
continued losses in one business and financing it by saving in tax from
his income from other sources. I therefore propose that the provisions
should be further restricted by allowing only the indefinite carry forward
of loss from the same source, but disallowing the set-off of loss asoinst
other income in the same year. I regard such a restriction as partinculsrly
important since otherwise some of the busineszes which-are now enjoving
tax holidays (and which show losses for & number of years after the end of
the tax holiday period on account of their right to treat all capital
expenditure incurred during the tax holiday period as if it had been in-
curred in the year preceding the first year of assessment) would be able
to offset these losses against other profits, with the result that revenue
would be further reduced when the tax holiday period comes to an end. On
the other hand I do not feel in view of this change, that the current re-
strictions which limit the set-off of past losses to one-half of the tax
liability in any year are justified in the case of thoqs enterprises which
would be liable to the minimum snnuwsl contrihution recommended ahove. This
will regquire amendments to the existing Section 15 of the TIncome Tax

Ordinance.

324 The current tax holiday provisions for the encouracement of new
enterprises are excessive and of doubtful efficacy in promoting the indus-
trial development of British Guiana. These privileges not only allow a
complete tax holiday for 5 years, but also allow all capital expenditure
incurred during these five years to qualify both for initial and deprecia-
tion allowances after the tax holiday period comes to an end. My own feel-
ing is that if foreign enterprises wish to come here they will do so when
it is to their advantage — which means when the opportunities for making -
profits are sufficiently large as not to be seriously affected by questions
of taxation. It must also be remembered thet in a great many cases.the
benefits of these tax exemptions do not accrue to the companies or their
shareholders but to foreign Governments which are thereby enabled to tax
the profits originating in British Guiana without having to allow for
double taxation relief. I therefore recommend that the whole of the exist-

ing Section 2 be withdrarm and replaced by a new provision under which
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pioneering businesses which are primarily concerned with mining, menufac—
turing or processing activities will be allowsd to write—off 70 of any
capital expenditure incurred during the first five years of their operation
in British Guiena as a charge on their current profit. This would also
mean that any dividend paid by such companies would be taxable irrespsec—
tive of whether the company as such is chargeable to tax or not. The
existing privileges of companies which have already been granted tax holi-

days will of course be protected.

3% The existine provisions relating to initial allowances intro-
duced in 1951 provide for an allowance of 407 which is in addition to the
depreciation allowance (normally 10%5) which is given in the first year.
These provisions are unduly generous and involve a serious loss of tax
(purticularly in the case of forcign companies), which averaged $500,000
in recent years. 1t is therefore propcsed to reduce initial allowances

for non-tax-holiday companies to 2G/ from the existing 40%,

34 o It is my conviction that some restriction should be placed on
deductible expenses of businesses, and I therefore propose that the powers
of the Commissioner be strengthened by appropriately amending Section 12
of the Ipcome Tax Ordinance. Entertainment expenditure will be explicitly
disallowed by adding to Section 14 of the Ordinance. Expenditure on
advertising will only be allowed as a business expense in so far as it
rglates to the sale of such goods and services which produce income for
the year in question and not to general or "prestige" advertising an@ to

a limit not exceeding % of 1% of turnovers

35 At present the profits of a business partnership must be assessed
and charged individually on each partner, This often creates difficulties,
€.8., When a person resigns or goes abroad, etc., since a tax due cannot
be recovered on the assets of the business as such. I propose, therefore,
that the methods of assessing business partnerships should be assimilates
to the methods in force in the case of companies: that is to say, the
profits of the partnership should be assessed as such (at tHe 45% rate)
and a certificate be issued to each individual partner entitling him to a
recovery of tax on his aliquot share of the profits in exactly the
analogous manner to the tax deducted on the dividend of the shareholder,

The appropriate addition to the Income Tgx Ordinance will be made.

%6, The existing provisions in respect of directors' emoluments are
open to abuse in the case of private compsnies which frequently appoint
family members as directors with considerable emoluments so as to reduce

the business liability to tax. It is proposed, therefore, to introduce
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provisions to disallow as an expense any excessive charge for directors'

fees.

37 In order to improve the collection of tax on the income of non-
residents chargeable to income tax under the existing law, I propose the
repeal of Section 39 of the Ordinance and the substitution therefor of
provisions for the deduction of tax at the appropriate rates on every
dollar of interest, dividend, rent, royalty, annuity or annual payment

payable to a non-resident person and at 45% to a non-resident company.

38, It is proposed to amend the Income Tax Ordinance to provide that
compensation received for the termination of any contract of employment or
service shall be chargeable income. The amendment will also prevent the
avoidance of tax by the payment of medical, dental or optical expenses or
any passages to directors other than "wholetime service directors" and of
expense allowances which are not .in fact spent in the production of

chargeable income,

39. Because of a Court ruling that a peran once assessed cannot be
required to furnish additional information except he appears to have been
underassessed, I propose to have the existing law amended to permit rele-
vant additional information to be supplied whether or not a person has
been previously assessed. Other amendments to the Income Tax Ordinance
will provide that non-compliance with a requirement by the Commissioner
for the keeping of records, books or accounts for purposes of the tax
shall constitute an offence against the Ordinance; that non-compliance
with a requirement by the Commissioner for objectors to his assessment to
furnish particulars and to produce documents relating to income, assets
and liabilities shall constitute an offence; and that there shall no
longer be the five-year time 1limit for assessment of tax on income in
cases where tax has been escaped by fraud or gross or wilful neglect. It
is also proposed to revise the penalty for late payment of tax from 57
flat to 12% per annmum in the first year and to 15% per annum thereafter

on the unpaid amount.

40, The history of taxation in British Guiana has been one of
avoidance and evasion. Our tax system is a fantastic tangle of inequities,
special preferences, and loopholes through which the economy is forced to
gasp for breath. Effective action will now be taken to strengthen the
hands of the Revenne in resnvd to vrosecutions for tax offences. 1 have

alrondy outlined a nemior of zteps to he token to counter avoidance by
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plugging up loopholes in the existing law. Revenue enforcement cannot

be allowed to remain in its present weak position, in which it is incum-
bent on the Commissioner of Inland Revenue to prove that a person
"knowingly" made a false statement or a false declaration. Documentary
proof of such "knowledge" is in general impossible to obtain. It is there-
fore proposed to amend the law to provide for the circumstances in which

such knowledge must be presumed.

41, A 'Bill will be introduced shortly proposing the amendments I
have discussed above and certain other minor amendments designed to
increase the efficiency of the income tax levy, This Bill will also pro-
pose certain amendments to the rates of tax and the personal tax allowances,
which I shall discuss later in my speech, and will also contain the Pay-

As-You~-Earn provisions.
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RESULTS OF 1961 EECURRENT BUTWET

42, The 1961 Estimates as approved by the Legislative Council
called for an expenditure of $54.95mn. Supplementary estimates during
the year added $le9mn., so that the total 1961 provision was $59.85mn.
The Revised Estimates of actual expenditure during tho year were some
$2e45mn, less than this =~ a toial of #57.40mn, The net additional

expenditure over the original appropriations was therefore $2.45mn.

43, The Approved 1%61 Estimates made no provision for the in-
creases in the rates of wages and of "B" and "C" salary scales approved
late in 1960 and early in 1961. These increases account f{'or about
$1on. of the 1961 expenditure. Also, no provision was made for the
deferred income-tax 1i2zbility of the British Guiana Electricity Cor—
poration ($0.7mn.) shown as a revenue receipt but treated on the ex~
penditure side as a loan from the Govermment to the Corporation to
help finance the purchase of the Georgetown electricity underialki
The major (over 3550,000) items of other supplementary provision were:
net deficiency of the transport services ($46).,000); pensions and
gratuities ($417,000); reorganisation of the minletries ($275,000) ;
refunds of revenue (a contra item of $225,000); maintenance of public
roads ($180,000); leave passages ($150,000); medical staff ($145,000);
losses on the Milk Pasteurisation Plant (f;;lOL.,OOO); losses on B.G.
Airways (§84,000); printing stamps (§70,000); the conveyance of
mail ($60,C00); Customs overtime ($50,000); rates on Goverrment pro-
perty ($51,000); +telephone installations, etce ($54,000); and

veterinary preventive measures ($50,000),

ININ The Revised Estimates of revenue ($60,2mn,) in 1961 are
$3.6mn. more than the Approved Estimates. OFf this increase $2.3mmo. is
attributable to import duties and #0,6mn. to income tax, Contrary .to
expectations (evidence of heavy stocking of consumer goods and excep;
tiorally heavy imports of capital goods sugge‘sted that there was a -
good probability of some slipping in the level of imports in 1961) the
sharp increase in imports and import duties (25’/) between 1959 and. 1960
has been followed by an increase of 5 between 1960 and. 1,961 e a.n
increase of nearly one=third since 1959, The :mcrea.se 1n the inoome-i
tax yield over the estimate ($0.6mn. or about 3%) is w1tn_m ‘the normal
margin of error in making income~tax esftimates (almost mvariab]y a.nd
inevitably on the low side) on the basis of emuiries f‘rom the large
export companies in advance of the completion of their final accounts
for the year. The remainder of the revenue estlmates » which amount
4o about one=third of the total accounts for $O.7mn a5 the :
Approved Estmates, the not:.ceable‘ upwa'"d vam_ations being ‘_A'Ehe‘rum
excise ($450 000), royalties ($250,000), estate duty ($150,ooo), ‘end-
telephone charges (3130,000). Export duty ylelded $150,000 less thar
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the Approved Estimates,

45 The revised estimate of the 1961 surplus is $2.8m. — com-
pared with the ordginal estimate of $l.7mn. This surplus will not be
available for transfer to the Development Fund since it will in effect

be absorbed by retrospective payments of increased salaries for 1961.

1962 RECURRENT ESTIMATES

L6, The 1962 Draft Estimates of Expenditure call for provision
of $65.6mne == including $2.6mn. for revised salaries and cost-of-
living allowences to pensioners., The proposed provision is #8,2mn, more
than the 1961 Revised Estimates of which increased rates of salary and
debt charges account for nearly one~half. About &4mne of this added
provision falls under "Personal Emoluments" votes — $2,6mn. for in-
creased salaries\ etca; $0.9mn, for additional teachers, teachers'
salary increments, etc., in the primary schools; and $O.4m. for new
posts. Under "Other Charges" votes (also increased by about $4mn.),
the public debt accounts for an increase of $l.lumne; sexrvices for
development schemes for $0o8mn.; the maintenance of roads, buildings

and sea defences for $0.7mn.; and civil aviaidlon for $0s3me.

47. Ma jor increases in expenditure are proposed under Legisla-—
ture ($130,000 more than last year's) -= due to the doubling of the
size of its membership; .under the Premier (§150,000 more) -~ due to
provision for a full year's working of the new Ministry and provision
for a Central Planning Division; wunder the Ministry of Natural
Resources ($600,000 more) — due tc the expansion of land settlement
(e.go for Black Bush Polder}, agriculture, drainage and irrigation
services under the impact of the Development Programme; under the
Ministry of Works and Hydraulics ($870,000 more) = increased provi-
sion for the maintenance of roads and buildings mainly; under the
Ministry of Home Affairs e $160,000 more on Fire Protection and
Prisons, offset by savings on last year!s sextraordinary expenditure on
the population census and the general eleotions; under the Ministry
of Labour, Health and Housing ($260,000 more) — mainly an salaries of
medical staff; under the Ministry of Finance ($160,000 more) - includ-
ing increases of $250,000 for the Overseas Service Aid Scheme (against
which there is a corresponding reveme item) and of $30,000 for in-
creased staff for the Accountant Geaeral!s Department partly offset
by savings on leave passages; under the Ministry of Social Development
and Bducation {increase of $1,830,000) == mainly for educational in-
stitutions (including an allocation of $225,000 for a College of
Liberal Arts and Science for Britisa Guiana), old age pensions and
public assistance; under the Minis try of Communications ($260,000
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more) - reflecting an increase of $370,000 under Civil Aviation, off-
set partly by savings on other heads; under Andit (ﬁA0,000) for im=
proving the efficiency of the audit services; under Public Prosecu~
tions ($60,000) ~ a new service partly offset by saving under Attorney
General; under the Public Debt ($1,400,000) -~ reflecting the growing
burden of debt charges consequent on loan financing for our development

programme; and $2,6mn. under Revision of Salaries, etc.

L8, The estimates of 1962 revenue are lower than the revised
estimates for 1961 —— $58.5mn. as compared with $60.2mn., It appears
that sugar profits will be down and that the taxable profits of the
bauxite industry will be reduced by heavy initial allowances. It is
estimated, therefore, that income tax will not yield more than $18mn.
($1.1mn. less than last year's revised estimate)s It is difficult to
say what the yield of'vimport duties will be this year., If the credit
squeeze continues, it may well be substantially below last year's,

The estimates assume that import duty will yield $21.,0mne = $limn,
less than the yield last year. Other tax revenue (the only large item
being the rum excise —— $5°Omn.) has been assumed to be the same as
last year's. Non-tax revenue should be about $lmne higher than this
year's, the main increases being under currency profits ($356,000),
overseas aid scheme (2 new contra item =~ $250,000) and interest, rent
and royalties (§110,000).

L49. With revenue at $58.5mn. and expenditure at $65.6mn., there

will be a deficiency of revenue over expenditure of $7e2mn.

DEVELOPMENT EXPENDITURE

50. The Revised Estimates of Development Expenditure last year
totalled $22mna, of which $2.4mn, was financed from the balance at
credit of the Development Fund (reflecting the large revenue contribu~
tion of the previous year) at the end of 1960, $6s4m. from Colonial
Development and Welfare grants, $0.2mn. from United Nations Special
Fund grants, $2.5mn. from a local loan raised during the year and
$8,0mn. from 1961 drawings on the United Kingdom Exchequer Loan. The
Development Fund was therefore apparently overdrawn to the extent of
$2.5mn., at 31st December, 1961, However, an additional drawing of
$1mn. on the Exchequer Loan towards 1961 expenditure was approved and
effected early in January this year; there are outstanding claims
($Oo9mno) for reimbursements against the loan from the International
Bank for Reconstruction and Development for the Credit Corporation;
and it is more than likely that the actual expenditure last year was
somewhat less than the revised estimates. It is probable therefore
that 1961 development expenditure is fully financed.
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5l. Of the expenditure of $22mn., the Black Bush and the Tapakuma
drainage and irrigation schemes account for nearly $3,7mn.; roads for
$2,9mn; industry and credit for $2.8m., including $2mn. for the
Credit Corporation; sea and river defences for $2,2mn.; the transport
services for $l.3mn.; housing for $lmn.; schools for $0.%umn.;
agriculture and land development schemes for $l.6mn.; electricity

development for $0,7mn.; and geological surveys for $0e5mn.

52, The proposals by Ministries for development expenditure in
1962 total some $41mn, For f inancing this expenditure we can count on
$6.4mn, from Colonial Development and Welfare grants; $0.lmm. from
United Nations Special Fund grants; $2.0mn. from local borrowing;
$8m, from United Kingdam Exchequer Lbans; $1lmn. from the loan from
the International Bank for the Credit Corporation; and $2.5mn. from
contractor-finance for the Parika=Bartica road =— a total of $20mn.
With a budget deficif of $7.1mn., we cammot count on any revenue con-
tribution to the Development Fund. To meet all the requests of Min-
istries would therefore require an additional $2lmn., for which there

are no funds in sight.

53o Provision for an expenditure of $31l.6mn. has been included
in the Draft Estimates, This is a feasible level of expenditure and
includes continuing commitments of some $15mn. However, inability to
finance expenditure of this size will necessitate reserving $11..6mn.

of expendituree

5l4e Of the $31l.6mn. expenditure for which provision is included
in the Draft Estimates, $8mn. is for drainage and irrigation works
(about half for Tapakuma); $5.3m. for roads (the bulk for Parika-
Bartica); $3mne. for transport and harbour services (including $1.0mn.
for the third ferry ship); $2mn. for industry and credit (through the
Credit Corporation); $l.3mn. for sea defences; $l.8mn. for electri-
city ‘development (including $0.4mn. for electrification of the Esse-
quibo Coast in the vicinity of Anna Regina); $l.9mn. for housing;
$1.7mn. for schools, etc.; $le7mn. for agriculture and geological
surveys; $lmn. for land development.

550 There is a gap between the cost of the original programme and
the foreseeable sources of finance of the order of $18mn., Moreover,
because of increased costs of labour and materials, the cost of the
original programme has been inflated by some $25mn., In order, there-
fore, to complete the original programme as planned, which the
Government considers inadequate for the needs of the country, addi-

tional finance to the tune of some $,3mm. has to be found., The

urgency of finding new sources of capital for development forms part
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of the background to the proposals in this budget speech.

TAX PROPOSALS

56,  Your Honour, the new taxes will have substantial long-term
effects on revenue, but their immediate effect may be small, and cannot
be estimated reliably, In the current financial year, their yield may
be of the order of $l.0m. (largely from the net property tax)e But we
have immediate problems to face: (1) +the economic position of the
country; and (2) the financial position of the Government.

57. With regard to the first, there was a capital outflow in
1961. Indeed, there }s evidence that it started earlier — perhaps as
early as 1953. I do not propose to deal here with this capital flight
except to say that there wvas absolutely no justification for it. The
small financial and speculative class and their allies, which up to
1953 controlled the destiny of this country (with a break of some four
months in that year), and again during the period of puppet rule that
ended in 1957, used their propaganda media (press, radio, etc.) to
generate fear for this utterly disloyal purpose, in the hope of regain-
ing political power even at the cost of economic ruin, This cynical,
self-seeking and greedy clique is still active. Their exertions have
caused the depletion of our intermational reserves and forced the

banks to follow a restrictive credit policy; but we have now taken

firm action to frustrate their evil intentions.

58, The extension of Exchange Control to cover sterling area
countries has been forced on the Govermment because of this outward
movement of capital. Our international reserves have fallen by some
$15mn. in the last two years. This form of control is not unique to
British Guiana; nor is it the prelude to anything sinister, as
enemies of the Government would have the people believe. Indeed, such
controls exist in countries of the Western Hemisphere, as well as in
Australia, New Zealand, India, Ceylon and Ghana. Only last week the
British Colonial Secretary, while in Trinidad, was reported to have
supported the Government's exchange-control policy. Mr. Reginald
Maudling said:

"Exchange controls are disliked by investors.
But they are necessary things. ZEvery coun-ryv
must have the right to control its finances oy

laws if necessary.”

59, Because of the precarious state of our intermatiomnal re-

serves, it is necessary to impose restraints on the expenditure of
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foreign exchange. To supplement the exchange restrictions on outward
capital movements, two courses arec open: import restrictions and tariff
control., In the particular circumnstances, the latter is the more ef~
fective instrument becausa it meets both balance-of-payments and finan-
cial considerations. An increase in import duties will not only re-

strain imports but also benefit the revenue,

60. I should like to ezplain, Your Hbnour, that the country's
balance of international payments cannot in itself be regarded as un=
favourable, since the inflow of foreizn capital has so far exceeded
the deficit on current account by a few million dollars in recent years,
and promises to do so in the year just ended. But British Guiana is so
highly dependent on a few staple exports, exposed to the vagaries of
the world market, that it is highly desirable to generate a surplus for
the sake of building up reserves, even at the cost of current consump-

tion.

6l, In deciding on the new taxes to be imposed, I have had a
nunber of considerations in mind. First of all, we must do all we can
to avoid any deterioration in the balance=of-payments situation by
taking stern measures to import less of the luxury consumer goods with-
out disturbing imports of essential consumer goods. Some of the taxes

have been imposed on non=essential goods with this aim in view.

62. There are other classes of goods which are produced here and
which need not be imported. The effective implementation of a policy
of import substitution, which is essential in the circumstances of a
developing economy, is best achieved by tariff control. Those who
have developed a preference or taste for imported goods in spite of the
existence of local substitutes, will still be able to use the former;

but they will have to pay for the "pleasure® to be derived from such

consumptione

63. With a deficit on the Recurrent Budget of $7.1m, and the
inadequacy of funds to finance 1962 development expenditure, the items
upon which increased duties will be levied have been chosen after most
careful consideration as to the fairest and most practicable means of
raising the additional revenue. Should any Honourable Member of the
Opposition object to any particular itemy, I would remind him that all
taxation is unpopular and that Governments will always be obliged to
tax so long as they have to spend. But this Government, unlike others
of the colonial age, will, as I have said before, also use the tax
tool as an instrument for the redistributiocn of wealth and income to=
wards greater equality and for the promotion of a higher level of

economic activity., I hope, therefore, that those who may be moved to
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criticize the propozals will put forward constructive alternatives to
yield an eguivalent amount of revenue to enable the Government to dis-

charge its duties to the people.

€. Existing import duties yield $22mn. annually, which is 14%
of the total value of imports and 183 of the value of dutiable imports.
It is proposed to increase the rates of duty to yield $6.5me. on the
present level of imports. This i.nerea;e will be concentrated on $4Omne
of imports, which at present yield $12mn. in duty and comprise less—
essential goods either in the sense that they are not necessaries of
life (eego alcoholic drinks, tobacco, comcentrates for non-alcoholic
d.rinks, tea, motor spirit, perfumery, cosmetics, the more expensive
dress fabrics, footwear and other apparel, glassware and chinaware,
Jewellery, radios, refrigerators and other housthold electrical ap-
pliances and motor cars) or in the sense timt adequate substitutes can
be supplied from local production (eeg. meat, fish, butter, milk,
cheese, fruit, fruit juices, jams, coffee, confectionery, prepared
paints, toilet soap, paper bags and some varieties of clothing). The
increased rate of duty on milk will not apply to condensed milk or to
milk~based infant foods; and local pasteurised milk will be réduced
in price by 2¢ a pint. While therefore the cost of hard drinks will
risey, the Government will, in compensation, lower the cost of fresh
milk, which I am sure Hononrable Members will agree is a more nutri-
tious substitute whatever doubts they may bave about its capacity to
please certain palates. The import duty on outboard motors (3% end
10% yielding $#10,000 per armmm) will be remvved. The actual yield
of these proposals will be less than the $6.5mn. mentioned above,
since there will be some curtailment in the volume of such imports e
benefiting both local production and the comniry®s intermational bal-
ance of payments; but the revenue yield should not be less than
$5.5mn. The increased duties will add 17% to the cei.f. value of
these imports and bring the average ad velsrem rate of duty on these
goods to nearly 50%. The average retail price should not rise by
more than 10%. However, meny of the items do not enter into the
working-class budget, and therefore the increase in the Urban Consumer
Price Index (which is an index of changes in the working-class cost-
of-living) will be appreximately 1%.

65. A modest export duty will be levied on Greenheart to yield
$125,000 on the present level of exports. The duty is equivalent to
about 4% of the f.0ebs value of the Greenheart. The yield to the
revenue will be less than the increment in duty since the duty is a

deductible expense for income=tax purposes. Howewar, for the purpose
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of estimating the increased yield of export duty per se, the revenue

effect may be put at £0e1lmn,

66, There will be a complementary increase in excise duties on
rum and other spirits and on beer to yield $3mn. at the present level
of consumption. The increase in duty on rum (from $9,60 to $14.40 a
proof gallon) will add about 50¢ to the retail price of a bottle, an
increase of about 2%%; and the increase on beer (from 75¢ to $1.40 a
liquid gallon) will add about L# to the retail price of a bottle, an
increase of about 13%. There will be some curtailment of consumption —-
which is socially desirable - but the actual yield shculd not be less

than ﬁ2° Smne

67 The following licence duties will be increased: Motor
Vehicle Drivers —— from $1 to $3, which for 25,000 drivers shouid yvield
an additional $50,000 in reverue; Moneylenders == from $150 to $250;
Pawnbrokers — from $480 to $750 in Georgetown, $120 to $#500 irn New

Ansterdam, and $60 to $200 elsewhere; Bonded warehouses — from $12C
to $200; Liquor Licences - from $480 to $600 for spirii shops in
Georgetown and from $150 to $200 in other aress, from L8O to H600 for
urban restaurants (rural restaurants to remain at $480), and for hotels
from $550, $480, $170 and $120 for first—class and second-class in
Georgetown and for firgte—class in New Amsterdam and other, respective-
1y, to $700, $600, $200 and $150. This entire section should yield

increased revenue of some $100,C00 per annum.

68. Auction dues (at present 2% by buyer and 1% by seller) will
be increased to 3% and 2% respectively.

69, Stamp duties will be increased as follows: on affidavits,
etco = from 36¢ to 50¢; on agreements —— from 24¢ to $1.,00; on
receipts ~~ 5¢ from $10 to less than $250, 25¢ from $250 to less than
$1,000, and $1.00 on $1,000 and over. The increased revenue might be
$50,000 per annume,

70, The increases in import duties, excise duties, licence

duties, etce, discussed above will help to solve the second problem

we have to face ~= the tight financial situation of the Government,

But they will provide only $8.25mn. towards a prospective deficit of
$7.1m. on the Recurrent Budget and a shortfall of finance for develop-
ment expenditure of $llebmn, ~= sufficient to cover the first and to
contribute $1.15mn. towards the second. This is still far short of

the requirements of the Development Budget and below even the modest an-
nual target contribution ($3ms.) to the Development Funde My further
tax proposals include adjustments to the income tax levy and the ine
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troduction of the capital gains, the net property and the gift taxes,
to which I referred earlier in my speech.

7l. It is proposed to reduce the personal and wife allowances

from $900 to $750 and from $700 to $600 respectively; to provide a
flat allowance for each child of $300 (in place of the present 3-tier

system, $250/350/500, according to age); and to limit to four, the
number of allowanced for dependent relatives and children, other than

minor children, of the taxpayer.

72. These allowances are high in relation to our economic cire
cumstances with the result that only a minority are liable to income
tax, Although in a democracy, it is desirable that as many people as
possible should share the common burden of direct taxation, I wish-to
make it quite clear, Your Honour, that the burden to be placed on
those previously exempt is only a very modest one. The concept of
equity which I have kept in mind is that taxes should be levied on
people in accordance with their ability to pay. The effect of the
proposals in increasing tax liability will be progressively greater

the higher the income of the taxpayer.

73+ It is also proposed to split the present 12% and 2% rate=
bands ($2,L00 each) into four $1,200 bands with rates of 12, 18, 2,
and 30 per cent, This smoothing out of the rate schedule was recom-
mended some years ago in the Nicholas Report. - The ceiling rate will
remain at 60%.

74e These changes will yield about $1lmn., an increase of 30% on

the present yield of $3.5mn. I should add that a married man re-
deiving the minimum wage of $3,04 a day will not have to pay income
tax, Indeed, even if he had no children or life insurance, he would
have to earn regularly more than $5 a day to pay arny taxe.

75 The Govermnment had previously -agreed to the introduction of
the Pay-As-You=Earn system of tax collection, which will apply to
persons in receipt of wages, salaries and pensions, This will be in-
troduced with effect from 1lst January, 1963. Under the Pay-As-You-
Barn system the employer withholds tax at the time of making payment
of wages, salary, pension, etc., and pays it over to the Commissioner
of Inland Revenue from time to time, as prescribed. Failure of an
employer to deduct or to remit tax to the Commissioner will be an
offences Tax withheld but not yet paid over will be held in trust by
the employer and will not be subject to attachment in respect of debt,
liability or bankruptcy of the withholder. The employer will be
required to supply the person from whose emoluments tax is withheld



N
N

with a statement in this regard and to furnish to the Commissioner

prescribed returnse

76. Because of the increase in interest rates, ILife Insurance
Companies have been able to invest premium income on very favourable
terms in recemt years. The Government feels, in the circumstances,
that income tax at the very low rate of 15% on these companies is no

longer justified and proposes, therefore, to raise it to 30%.

e The Government proposes to take administrative action under
the Exchange Control Ordinance to prevent the issue >f bearer bonds in
in the future and to ensure that interest on past issues cammot evade

tax,

78. It is proposed to raise, where necessary, the rates of
interest on loans and advances to bring them in line with the rates at

which the Government can borrow.

79. The annual yield from the measures to be taken in regard to
Life Insurance Companies and bearer bonds should be something like
$150,000. A token amount of %100,000 can be added for the immediate
revenue yield of the amendments to the Income Tax Ordinance and the
Income Tax (In Aid of Industny) Ordinance, which I discussed in the
section of my speech dealing with Existing Taxes and Their Reform.

In the long run these amendments should yield substantial revenue,
but it is impossible to predict its order of magnitude in the immediate
future.

80, With regard to the new capitsl taxes, I now wish to explain
that the capital gains tax is merely an extension of income tax to
capital profits ~= by redefining taxable income to include capital
profits from the disposal (whether for valuable consideration or not)
of real property and valuable rights to property; of shares,
debentures and other rights to money; of furmiture, jewellery and
other high~value personal property; of businesses as going concerns;

and of the fixed assets of businessess

e1. The capital gain will be defined as the excess of the value
of the property et the time of disposal over its value at the time of
acquisition, or at January 1, 1956, whichever is the later date —
sales for full consideration providing conclusive evidence of this or,
in their absence, valuation at market prices (eeg. for estate or
gift-tax purposes). Gains from the sale of furniture etc., of which
the value on sale is less than 45,000 will be exespt; as will be

also the gains from the sale of owner-occupied houses, the proceeds
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et

of which are in greater part re-invested in another principal residence
within twelve months. Capital gains will be taxed at ordinary income-
tox rates, but the highest rate of tax will be 45% (not 50% and 60%

as for other income); and, if the property was held for more than three
years, may be spread for tax purposes over the period of ownership but
not exceeding five years prior to disposal. Capital losses may be
offset against capital profits (present or future) but not against
revenue profits or other income, except that on death such losses may
be offset backwards against capital gains or other taxed Income up to

five years prior to death,

82, The annual property tax is one on net worth = the value of
the assets of an individvwal less his liabilitiess The assets for the
purposes of the tax will be defined to include the same classes of
property as will be subject to the capital gains tax plus cash and
bank deposits (which, though not mentioned in connection with the
capital gains tax, since of their nature they camnot give rise to capi-
tal gains, are of course assets). Liabilities will include all debts.
The basis of valuation of the assets will be their book value, that
is, the cost of acquisition of each asset plus any subsequent capital
expenditure on its improvement, The initial balance sheet of assets
and liabilities will be set up as of January 1, 1956 (to mesh with
the capital gains base date); any assets acquired prior to that date
being valued on the owner's declaration at the current market value at
that date, and any assets acquired or improvements to assets effected
after that date being valued at actual coste The valuation of lia-
bilities will not ordinarily present any difficulty since they are
usually fixed in money terms. The tax will be levied on the excess

of assets over liabilities current at the time of the levy. The

initial valuation (of assets and improvements prior to Jamuary 1, 1956)
will rest on the ommer's declaration, it being understood that the

same valuation will be used for the capital gains tax (so that under-
declarations will gain the owner nothing).

83 The following rate schedule is proposed:

on first $§ 50,000 of property .o nil

on next $150,000 of property oe %% per annum

on next $300,000 of property .o 2% per annum

on next $500,000 of property & 1% per annum and
on the remainder ee 1% per annum.

Companies will be taxed at the flat rate of &% of their net assets

(written down, but excluding initial allowances).
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84, The rates schedule proposed will, 1 am sure, be generally
agreed to be a modest one. Some may say, however, in spite of the fact
that the weight of the proposed tax is not heavy, that it is being
introduced with some sinister motive, as a political instrument for the
exploitation or "expropriation" of property. I wish to give this for-
mal assurance: the Government categorically denies any intention to
penalize the owners of property. -%his measure is principally aimed at
closing existing gaps so as to provide a comprehensive and effective
system of taxation, which more and more prcgressive governments are
adopting. Mr. Kaldor, the Government'!s Fiscal Adviser, recommended
that the schedule of rates for the net property tax be not increased,
and T am glad to give this Govermment's undertalcing that the rates

will remain as now proposede

85. The gift tax, as indicated earlier, is a necessary complement
to an inheritance tax, that is, a tax on either the estate of a de-
ceased person (estate duty) or on the heir or legatee (succession duty).
It is essentdal that the gift tax, if it is effectively to prevent
avoidance of the inheritance tax, should have the same character as
the latter: if the inheritance tax is levied on the donor (i.ee; the
deceased or, more correctly, his estate), the gift tax should be
similarly levieds (On grounds of equity, a tax levied on the donee
is more just in principle than one levied on the donor, since the for—
mer tax relates to benefits received). Because of the existence of
the estate=duty type of inheritance tax in this country, I propose
that the new gift tax should be levied on the donor as is the case in

the United States, Australia, and a number of other countries.

86. In America, the gift tax was supposed to check avoidance of
the estate tax, but the effect has been to encourage taxpayers to
combine the two taxes in such a way, because of different rate sche-
dules, as to reduce sharply the total taxes paid on transfer of pro-
perty by gift. There will be no such loophole in our legislation,
Although liability for the gift tax will be on the donor, there will
be a provision to make the donee liable if it is not possible to col-
lect from the former, Without this provision, there is a potential
loophole for an individual to awvoid the gift tax by "giving away™
his whole property and becoming "bankxupt".

87, The tax on gifts will be such that the rates mesh with
those of the existing Estate Duty = the taxpayer's position being the
same whether he makes inter vivos transfers or bequests on death. The
tax is intended to apply to capital gifts, but it is impracticable to
separate these from income gifts. It is proposed, therefore, to meet

this by providing an exemption limit ($2,000 per annum) which is all
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that is practicable,

88, It is difficult to say what all the new capital taxes will
yleld, but it should not be less than $lmn.

8%, In brief the tax proposals I have just discussed should yield
gome $10,5mn, in additional revenue this year and convert the deficit
on the Recurrent Budget as presented to a surplus of $3.4mn, — very
little more than sufficient to provide our target contribution to the
Development Funde
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DEVEICPMENT OUT OF INTERNAL RESCURCES

90. Your Honour, I come now to the important matter of promoting
development by our own efforts, out of internal resources. One of the

basic aims of budgetary policy is to stimulate economic development by

making that scarce factor of production —— money available, so that
unemployment might be reduced and ultimately banished. 1In order to
increase the flow of resources for developmental purposes, it is proposed
to introduce a scheme of compulsory savings such as already exists in some
latin American countries (e.g. Brazil) and which has recently been intro-
duced in Ghana. Even without the destimulating effect on the economy

caused by the captal flight, a sawvings scheme such as the one to be out-

lined is highly desirzsble.

9l. Similar to the Ghana scheme, the one I provose will be adminis-
tered in close relationship with the administretion of income tax. Contri-
butions will be deducted weekly or mbnthly (as the case may be) from the
wages and salary of employees along with the Pay-As-You-Earn deductions;
and from all others (the self-employed, business partnerships and com-

panies), they will be assessed and collected in the same manner as income

tax.
92. The rate of contribution will be 5% of wage and salary income
and 10% of other income -— the income of the self-employed in excess of

35,000 to be regnrded as falling in the higher rate cotegory. Income under
$1,200 will be exempt. There will be no exempt income for companies and

the like which will make a contribution of 10% flat on all vrofits.

9. Contributors will be given Govermment bonds of the registered,
non-transferable variety, repayable at the end of seven years with interest
(tax—free) at 3.75%, any bonds not encashed =zt maturity continuing tc earn
interest at the higher rate of 47 ver annum, compounded annually. The
bonds can be encashed before maturity on retirement after 60 years of age

(payable in five instalments), emigration or Jeath.

94. It is also proposed to incorporate certain lottery features in
the scheme which ought to make it more attractive to the majority, who
would then have the chance of winning lerge cash prizes even before the
bonds are due for repayment. IEach contributor will therefore be offered
the choice between a straight interest-bearing bond or a combined interest-
and-lottery bond, except that companies and business partnerships will be
offered the former only. Lottery bonds will earn interest at a lower rate
of 2% and will participate in drawings in which 2% of the totsl face-value

-of such bonds outstanding is given away each year, in addition to the
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redemption of the bonds drawn.

95. Additionally, it is proposed to allow withdrawal (except for
lottery bonds) of one-third of any contribution at the end of three years,
in which case interest will be at the rate of 3%, and the remainder at the

end of four years thereafter, interest on this part being 3.5%.

96. A scheme slong these lines should provide considerable internal

resources for development, something of the order of $6 million annually,

I wish to point out, however, that the scheme outlined must not be consi-
dered in the same way as taxation, since the amounts taken are fully repay-
.able with accrued interest. The contributor will benefit doubly -- by
saving for his own and his family's future and by helping to make a future
for himself and his family by the country's developrent.
v

97. In announcing that it is proposed to introduce the compulsory
savings scheme by July 1, 1962, I would like to say that it is a simple
alternative to a universal contributory pension scheme, and that the Govern-
ment might transform it into a more elmborate pension scheme at a later

date.

98, If this @cheme is introduced we can therefore count on an addi-
tional %3 million from this source for financing development expenditure,
which with the $3.4 million surplus on the Recurrent Bydget will bring the
additional funds for development to $6.4 million — sufficient to complete

the finance for expenditure of $26.4 million.

CENTRAL BANK

99. If the community is to make the best use of its real resources
in the public interest, it is necessary that it should have a sound mone-
tary and banking system which can be controlled so as to complement and
facilitate its development policy. It is therefore proposed to set up a
central bank, which will issue the national currency, regulate the flow of
money and credit so as to assure a balanced growth of the economy, ad-
minister the public debt and exercise other functions normally undertaken
by central banks in other countries. The central bank's operations can
also contribute to the appropriate distribution of investment in the

economy .



29
EXCHANGE CONTROIL AND RELATED MATTERS

100. Since the control of outward capital movements was an urgent
necessity, it was not possible initially to work out a system of controls
designed to achieve the particular objective and adapted to the particular
circumstances of our international transactions with the sterling =rea.

We simply had to extend the existing controls relating to the non-sterling
world to the sterling area. However, the .original controls did not have
quite the same objective, nor did they involve the same difficulties since
traffic with the non-~sterling world was émaller, and what was more impor-
tant, our intermational payments and monetary systems were not tied in any
way to the non-sterling world. But our monetary system is shared with the
eastern group of the British Caribbean territories, our international
payments are effected through the intermediery of sterling, our barking
system is oriented towards the sterling area, and the larger

part of our imports come from the sterling area. It has heen necessary,
therefore, to adjust the controls to achieve their particular objective
more. efficiently and conveniently, and to clarify and simplify them so
that non-residents who lend to or invest in this country may be assured
that the controls will be applied in a clear, predictable and uniform
manner on which they can rely, and that residents should not be unduly

hampered by restrictions on their internmational transactions.

101. I propose to issue for the guidance of the public a statement
fully setting out the manner in which the controls will operate. Mean-
while, I take this opportunity of referring very briefly to some of the

more important ones.

102. Imports will be allowed to continue free of restrictions, but
foreign exchange for payment of goods will have to be meshed closely with
actual imports to ensure that they are not used as a cloak for cepital
exports. The banks already have authority, by delegation since 1959, to
allow payments on certain conditions. Import trade will not be hampered
by restrictions; and formefilling will only be required for transactions

over the value of $10,000,

103. Exports of goods (up to 810,000 in value) in the ordinary course
of business will be similarly free of restrictions subject to control
through the banks and the Customs and Excise Department to ensure that the

foreign currency proceeds of the exports accrue to the country.

1c4, Remittences for education at schools will continue to be per-

mitted up to $3,360 and at universities or comparable institutions up to

#
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24,800 per child per year, provided that evidence is produced from the
institution that the payment is bona fide.
’

105. With regard to gifts and grants, the banks are allowed to approve
remittances up to a limit of $50 per person for the former. Up to $4,800pa.
will bs aliowed on application to the Fxchange Control for the support of
dependent relatives provided satisfactory evidence is produced of the bona
fides of the payment.

106. Pensions payable to non-residents will be freely permitted on
satisfactory proof that they are reasomable and arise from a contract of
employment.

1017. The usvel nolicy of allowing the remittances of profits, divi-
dends, interest, etc. accruing to non-residents from investment in this
courdry will be continwed with the approval of the Exchange Control.
Bepetriation of capital amd capitsl increments will be permitted freely
by the EBxchmmpe Control in accordanee with the uswal practice in applying
exchange controls. New investmenis LWy pon—residents require Exchange
Cormtrol apgroval for this parmse.

1c8, loans and direct investments by residents in foreign countries
will not oxdinarily be permitted. Ipdeed, these fall in the category of
capital outflow itewms, which have adversely affected our balance of pay-

ments.

109, With regard to imrestrﬁent abroad of the funds of finance insti-
titions (other than banks), life insurence companies, both local and
foreign, will be required to imwvest 754 of their resources locally. This
will apply to new resources, but the companies will be required cver a
period of tem years to bring their loeal investments up to 75% of their
total resources. This same policy will also apply to the Building Society.
In order to facilitate these requirements, the Gowvermmerit will offer to
issue mecurities with a range of maturities to suit the firancial needs

of these companies,

110. . This is yet another means, in addition to the compulsory savings
scheme, capital taxation, and imcreased tmaxes, of mobilizing enough
interyml resources for development and the futvre econcmic security of the
nation.

139, Hith regard to foreign assets, every resident person will be
reguired to declare immediately all foreign assets (e.g. securities,
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property and bank accounts)e. All securities and certificates of title
will then have to be registered in the Exchange Control and placed in
the hands of "authorised depositaries" their disposal requiring the
express permission of the Minister of Financee Foreign bank accounts
will be allowed only where required to facilitate normal commercial

transactions,

CONCLUSION

112, Honourable Members will surely appreciate by now — after the
presentation of the case and the proposals for tax reform — that it
is precisely because of underdevelopment that increased Government ex-
penditure (which implies increased taxation) is required to lay the
foundation for rapid economic growth. There is no doubt that we have
been held back in the past. Perhaps the political and editorial ser-
vants of Yenlightened" and "people's" capitalism will explain why
foreign capital did not flow into Guiana before; and why, because it

does not now flow, they are attempting to shift the blame.

113, The budget this year is a reflection of our determination to
continue the Development Programme. The sacrifices made today will
bear fruit tomorrow, but only if' we have a vigorous and confident ap~
proach to our administrative and financial affairs. I should like to
add that the Government is determined that the increased revenue raised
by the taxation proposals shall bs devoted to the masxdmum extent pos-
sible to the Development Programme and that with this end in view the
recurrent services shall be maintained with the maximum economy of ex~
penditure. Inefficiency, waste and extravagance must be eliminated.
The proper safeguard of public funds is absolutely essential., The
money provided by the people mist be wisely spent.

114, The machinery for the control of public expenditure has been
reorganised and will be perfected to ensure that there is no waste of
public funds. With the help of United Nations technical assistance an
Organisation and Methods Section of the Ministry of Finance has been
set up and provision made for its adequate staffings A Training sec-
tion has also been established and staffed to ensure that public ser-
vants are adequately trained to make the most efficient use of their
effort. These are necessary adjuncts to the effective control and
econonmy of expenditure by the Ministry of Finance. What are vitally
needed are thoroughness,; sound organisation and discipline in all ranks

of the Public Service.

115, The staffs of the Audit Department and the Accountant

General's Department have been expanded. Under the new Financial
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Administration and Audit Ordinance, with its supplementary regulations
and instructions,; responsibility for the efficient organisation of the
departments under the Ministry falls directly on the Permanent Secre--
tary, who will not only be responsible to his Minister and the Govern~
ment for the efficiency of the services under the Ministry's control,
but will also be personally answerable to the Legislature through the
Public Accounts Committee for the sconomical expenditure of public
funds for the purposes foxr which they were provided and genierally in

eccordance with the injunctions of the Legislatures

116, Of course, organisation, training and regulations are of
little avail without wiiling and Joyal service from public servants:
the efficiency of the public services depend ultimately on the willing-
ness of each and every public servant to put forward his best efforts
for the good of his country. The Government will be vigilant in all
these matters, and the willing co~operation of the publiic service will

enable us to set an example of which all Guianese can be proud.

117. At this point I should like to say how much I appreciate the
assistance I have received in the preparation of the Budget from the
members of my staff and of the departments concerned. The groundwork
for establishing what is a new era in financial, fiscal and economic
administration in this country has inevitably thrown an enormous bur-
den of work on themes I am glad to say that they have given unstinting~
1y the extra time and effort without which the proposals T have dis-
cussed in this speech could not have been formulated and presented in

the short time available,

118, I trust also that now Honourabls Members of this House can
appreciate the amount of work this Ministry has had to undertake as
the result of the constitutional change in the short time since the
Government took office, they will excuse the late presentation of 'the
Budgete.

119, Now that we are about to be completely free, and therefore
in a position to plan and provide for a secure future, we cannot expect
to get the great advantages that will flow from independence without
assuming the burdens inevitably associated with them,

120. The taxation proposals are meant to make all Guianese cone-
tribute in as equitable a mammer as possible to the building of a
steble and just societye This budget is one that deliberately breaks
with tradition, for reasons which are guite obvious, and also in keep-
ing with the policy of a people's Government elected to dismantle
privilege, and exploitation, and 1ift up those living at or below the



threshold of povertys There should be no place in 2 commmnity like ours
for those who cannot or will not meet —~ 6n the plane of reason — the
social and economic problems faeing our country today, or who are
determined, in spite of the lessons of current history, to preserve a,

decadent social order based on scarcity and greed.

121. If foreign aid is to make any appreciable impact on our low
living standards and growing unemployment, it must be devoid of poli-
tical "strings® and free from demands for our adherence to military
blocs and pacts. There must also be no external influence on the

character of our development programme.

122, We have abundant internal resources in the form of unemployed
Jebour and idle lande But too muach of the savings of the wealthier
classes is chamnelled into real estate, commerce, moneylending and
speculation =— savivgs that could be more effectively devoted to the
utilisation of the coumtry's idle resources for industry., In addition,
some have invested abroad, either through ignorance or by design, the
wealth derived from this country. The proposals made are aimed at

mobilizing all intermal resources for investment in productive enter-

prise.

123, The Govermment intends to do more than merely provide the
infrastructure for economic development. There will be increasing pub-
lic participation in the fiecld of production. The Govermment is deter-
mined to accelerate the economic development in order to emsure a
bright economic future for all, in contrast to the insecurity and want
of the majority which is normal in an unplanned and unregulated econoriy.
A1l of which means that there will be a continued growth of the public

sector with enough room left, however, for private enterprise.

12)., The fiscal reforms propoéed to check income inequality centre
around wealth control, and rely heavily upon inheritance, gitf't, capi-
tal gains and net property taxation. Increased governmental outlays
will operate to redistribute income towards greater equality, Expendi-
ture on healthy, education, old age pensions, subsidies, and the like
will not only operate to reduce inequality of advantages by the provi-
sion of these services free or at subsidised rates so as to bring them
within the means of ally but in the long run ensure that no one is
denied the opportunity to develop his capabilities for his own benefit
and the benefit of his country. The money=raising and money-spending
activities of this Govermment, therefore, are directed not only toward
stimulating and promoting economic development, but also toward maxi-
mizing social welfare and effecting a net distribution of purchasing

power in favour of the working classe
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125. I should like, Your Honour, before concluding, to express the
Government's appreciation of the services rendered by Mr. Kaldor. He
has also advised the govermments of India, Ceylon, Ghana afnd Mexico on
reformation of their fiscal systems. Measures similar to those pro-
posed for our country have already been adopted in these territories,
which are today politically free but are still grappling with the
remnants of colonialism and the problems of economic imperialism, If
we are to break out of the vicious circle of poverty and backwardness
which has 8o far circumscribed our development, the Guianese people
must. begin to think and act as free men and women, fired with the
determination to overcome obstacles strewn in the path of progress.

126, It is indeed appropriate Mr. Speaker and Honourable Members,
to recall these words taken from a summary.of the speech of Dr. Kwame
Nkrumeh, President of Ghana, when he addressed the National Assembly
on the eve of the Budget, on July 4, 1961:

"The peoples of Africa had learnt to their cost that
independence was not just a matter of political con-
stitutions or vhanging of flags; there were subtle
and surreptitious ways by which the colonial Powers
could maintain their grip on the subjected peoples
even af'ter the visible trappings of foreign soverelgnty
had disappeared."

127, It is well that the Guianese people take heed of this warn-
ing as we take the final step to complete freedom for there are many
who are .seeking to deny us, a little longer, the fruits of independence
for which my Party has struggled so long and so hard.
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