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Introduction 

 I invite you to travel back in time to July 10th 1973. There, stood a brave young country 

eager to show the world that it was capable of self-governance. Since then, this small island nation 

has accomplished many feats; including producing world-classed athletes, renowned musicians, 

famous movie stars and a myriad of other talented Bahamians. Economically, our country has set 

the gold standard of modern tourism in the Caribbean and managed to peg our dollar with that of 

The United States America. Socially, we have supported the rights of women and their ascension 

into key positions in society; as well as the implementation of social welfare programs that make 

even the most unfortunate Bahamians better off than their Caribbean counterparts.  

This year marked a milestone in the life of this still young sovereign nation, as we 

celebrated our 40th year of independence. However, our year of celebration came to a crashing halt 

when the Government informed its citizenry of our looming financial woes. It has become apparent 

that our achievements have a price tag. Ladies and Gentlemen, we are at a financial fork in the road 

and failure to be proactive would have potentially harmful impacts on our economy.  

Most recently, the Government has revealed that its unable to meet is financial obligations; 

the current sources of Government revenues are too narrow to support the growth of the populace 

and to cover the day-to-day expenditures. Additionally our country is under increasing pressure 

from international lending organizations such as the International Monetary Fund (IMF) and 

International Development Bank (IDB) to stabilize the economy.  We are also actively seeking 

admission into the World Trade Organization (WTO), which requires a reduction in the tariffs 

imposed on imported goods and services. Consequently, on July 1st 2014, the Government has 

proposed the implementation of a VAT system in The Bahamas.  

What exactly is VAT you may be asking? 

Value Added Tax (VAT), as the name suggests is taxation on the value added to a good or 

service at the various stages of production and distribution. This broad-based tax is levied on 

consumption; thus the more taxable goods and services the consumer purchases, the more money 
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they contribute to the reduction of the national debt.  

According to The Bahamas’ White Paper on Tax Reform, this proposed method of taxation 

will utilize three intervals in its initial implementation; they are: 

• Zero-rated or exempt goods and services, which would include bread basket items 

and healthcare and educational services; 

• A preferred rate of 10% would be applied on the goods and services sold in the 

Hotels and restaurants in the Tourism Industry; and 

• 15% or standard rate would be levied on all other goods and services. 

According to the Ministry of Finance, businesses with annual gross turnover in excess of 

$100,000 (threshold) must become VAT registrants. All other businesses below the VAT threshold 

will not be allowed to collect VAT from consumers. 

What are the advantages & disadvantages of VAT? 

  The advantages of VAT are:  

• it promotes savings and investments; 

• allows revenue collection at each stage of production and distribution versus other 

types of taxation that focus on revenue collection at the final point of sale; 

•  its designed for revenue collection by businesses on behalf of the Government; and

  

• Avoid cascading taxation; i.e. paying taxes atop taxes. 

The disadvantages of VAT are: 

• it places the burden on the consumer; 

• its implementation and administration could become costly if not implemented 

correctly; and 

• multiple VAT rates increase the possibility of fraud and cost of implementation. 

Key Terms 

Here are some important terminologies you must be aware of: 
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• Threshold – the minimum amount of sales a business must generate to become a 

VAT registrant 

• Input VAT- refers to the VAT paid for the acquisition of goods and services. 

• Output VAT- refers to the VAT collected from customers on the sale of goods and 

services. 

• VAT Credit – the amount paid on non-salable goods and services used to expand the 

business. These VAT Credits can be used to offset the VAT payable. 

• VAT payable/refundable – the difference between input VAT and output VAT. 

It is with the understanding of these key concepts that the findings on the introduction, 

implementation and impact of VAT in St. Lucia, Jamaica, Trinidad & Tobago, Grenada and 

Barbados will be delineated.  
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VAT in St. Lucia 

 Saint Lucia is a sovereign island country in the eastern Caribbean Sea on the boundary with 

the Atlantic Ocean. Part of the Lesser Antilles, it is located north/northeast of the island of Saint 

Vincent, northwest of Barbados and south of Martinique.  

Prior to its implementation, many St. Lucian citizens spoke out against this “additional” tax 

to their financial system. What did the Government do about this you may ask? 

Essentially, they did their job, by proceeding to implement the VAT. The Prime Minister of St. Lucia, 

Dr. Kenny Anthony stated {and I Quote} the need for this tax approach would be a great procedure 

due to the impact of the global recession which calls for greater resilience in the structure of our 

economy and to build the fiscal space necessary for Government to provide the kind of policy 

response required{END OF QUOTE}. Subsequently, millions of dollars was spent on educational 

campaigns such as commercials, posters and town meetings hosted on every street. It was evident 

that the Government of St. Lucia invested in the citizens’ knowledge of VAT leading up to its 

implementation. They took advantage of every possible avenue to educate their citizens of the 

importance of this tax that many of them initially opposed. 

 Value Added tax (VAT) was introduced in St. Lucia on October 1, 2012,becoming the most 

recent country within the Caribbean Community better known as (CARICOM) to do so. As stated 

earlier, this implementation was not the only means of taxation in their economy. Existing indirect 

taxes included a consumption tax that ranged from 0% to 35% and an environmental levy that 

ranged from 1-1.5%.  

Today in St. Lucia, the standard VAT rate is 15%.  

 Additionally, the VAT rate applied to the tourism industry was reduced to eight percent and 

was expected to remain at this rate until April 2013. 

 A zero percent rate has been applied to the supply of SELECTED goods and services.  These 

include live animals (excluding pets), fresh eggs and pasta among others. 
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 VAT exemptions include the supply of some vital goods and services; these consist of cer-

tain agricultural inputs and: unprocessed raw chicken and fish; evaporated and powdered 

milk; butter and a few others.  

Yes! The Citizens of ST. Lucia, like us here in The Bahamas have been told that the 

introduction of VAT in St. Lucia is seen as a way to: 

  Improve, simplify, and modernize the country’s tax system. VAT is a transparent tax. Pur-

chasers can see the amount of VAT paid on a service or good. 

 Provide an accurate taxation 

 A more efficient tax system. The implementation of VAT would widen the tax base by bring-

ing all transactions within the tax net. The government has the opportunity to pull persons 

and entities that were granted tax exemption from previous government back into the tax 

system.  

  Improve indirect tax compliance rate 

 Create a stable source and increase revenue for the government, which would enable the 

government to decrease budget deficits leading to more expenditure funding. 

 

VAT is managed and regulated by the Inland Revenue Department which is headed by the 

Comptroller, who is currently Ms. Andréa Son Son.  

Persons who register and pay VAT in St. Lucia are: 

 Individuals and businesses whose annual sales of taxable goods and/or services meets or ex-

ceeds the threshold of $180,000Eastern Caribbean dollars ($66,667.67USD). 

 Individuals and Businesses whose sales are reasonably expected to meet or exceed the 

threshold at the beginning of any period of 365 days. 

 New businesses, whose sales in the first three (3) months exceed $45,000XCD. 

(16,667.67USD). 

 Promoters of Public entertainment, licenses and proprietors of public entertainment, if with a 
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period of twelve or fewer months annual income is expected to exceed the threshold.  

It is important to note that it is a legal requirement to keep proper books and records. This is 

specifically covered in the Income Tax Act and the Value Added Tax Act of St. Lucia.  

 

One year, one month and twenty five days later, the Eastern Caribbean Central Bank, also 

known as the ECCB has reported during their 2013 Financial Statements that St. Lucia accounts for 

approximately 62.4% of their overall loans and receivables. This means that St. Lucia has defaulted 

on paying back the Caribbean Central Bank which simultaneously negatively affects the other 

Caribbean countries by making it difficult for them to borrow more money. 

 

However, today in St. Lucia, citizens and the corporate world are suggesting that the 

government decrease the VAT rate because it has become burdensome on the population. It has 

made it difficult for citizens to maintain the desired standard of living. Prices have increased and 

there is a high risk of inflation. Already, the inflation rate has increased from 2.8% in 2011to 4.4% 

in 2012, only a few months after VAT was implemented.  

In conclusion, as St. Lucia has only embraced VAT a year ago sufficient information is not 

available as regards to its success.   It is apparent that, to give further and intensive additional 

comparative information on the effect of the implementation of VAT in St. Lucia, it would have had 

to be in existence for longer than one year. 
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Vat in Jamaica 

In Jamaica value-added tax takes two different forms; these are General Consumption Tax 

(GCT) and Special Consumption Tax (SCT) which consist of specific excise tax in the country in 

relation to the financial sector. The implementation of these tax systems occurred on October 22nd 

1991 at a rate of 10%; replacing eight (8) different forms of taxation in the country, some of which 

are customs and entertainment duties. These value-added tax systems were implemented to reverse 

the deficit of the country and serve as a catalyst for economic growth. In an attempt to encourage 

the economic growth of Jamaica the tax system of GCT went under further reform in 1993, 1995 

and 2003 in an aid to refine the tax system to better suit the country.  It is in this regard that the 

reform of 1993 led to the removal of  a number of zero-rated items to the exemption category and 

raised the standard rate of the tax from 10% to 12.5%. It was in the 1995 reform that the standard 

rate of 12.5% was then raised to 15% inclusive of the addition of  more items to the exemption list. 

According to Edimston an Economist at the University of Toronto, the increase in exempted items 

within the tax system and its reforms was to ensure that goods and service that were considered 

vital to lower income homes remained affordable for the lower class in the country(2010). In the 

2003 reform, Jamaica removed some of the items from the list of exemptions because the increase 

in such items affect the revenue making capacity of the country thus resulting in substantive 

decreases in revenue. In addition, an increase of the rate of the items that were once zero-rated was 

also implemented. .It was after these reforms that GCT and SCT were seen as critical forms of 

revenue for the country as they accounted for 37.4% of the total revenue of Jamaica during the 2003 

reform. In addition to the increase in revenue, 8.3% of Jamaica's Gross Domestic Product (GDP) 

resulted solely from GCT the tax added to all goods and services of the country during that period 

(Edmiston, 2007). 

Although it seems that revenues began to increase after those reforms, in 2006 another tax 

reform took place resulting in an increased standard rate to 16%. In addition to the increase 16%, a 

rate of 12.5% was applied to products within construction and special rates were applied to the 
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telecommunication, motor vehicles, and the hotel sectors. These measures were taken because 

Jamaica was still unable to significantly decrease its national deficit. In 2010 the standard rate was 

increased to 17.5% and decreased in 2012 to 16.5%. 16.5% is the current tax rate. With the reforms 

that took place in Jamaica in regard to VAT the Government had to change the threshold several 

times since its implementation. During the initial process the threshold of the value-added tax was 

set at $144,000 Jamaican Dollars this then increased to $300,000 Jamaican Dollars in 2003. The 

reason for this change was to enable the government to maintain its funds and allow inflation. This 

was the method used to add much needed strength to the Jamaican economy as each year since the 

initial introduction of the value added tax the maintenance of the threshold chosen by the 

government would increase between 55%-60%. This indicated that VAT was a factor in the 

consistent devaluation of the currency of the country. As the currency of the country devalued the 

number of taxpayers also began to decline. It obviously caused a snowball effect. As a result, the 

Government saw a decrease in revenue collection. Despite the declining economy, according to the 

IMF the VAT of Jamaica was still said to be the best administered tax system in the country 

(Edminston,2010). This was so because of the regulations and systems put in place to adequately 

facilitate the tax system. For instance, in Jamaica compliance officers of the VAT imposed perform 

street sweep which consist of these officers driving the street of Jamaica in search of business 

owners, exploring the telephone directory and newspapers to ensure that taxpayers are notified that 

they are required to register under the tax system. Moreover, in terms of collectability, it is required 

by law that registrants in the country file returns on a monthly basis if taxable sale are of J$600,000 

the equivalent of US$100,000 or more. The procedures of collection in this regard is facilitated by 

the Internal Revenue Department of the VAT system, this group follows a number of steps in the 

collection process that stems from inviting outstanding taxpayers to make arrangements for 

payment plans to the repossessing of businesses for uncollectible funds. The administration cost of 

the country and the many reforms that took place in hopes of decreasing the governmental deficit of 

Jamaica however added to the country's economic crisis (Bristol & Peters, 2006). This was seen to 
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be the case as constructing initiatives for small businesses to comply with the VAT such as the use 

of three different methods of accounting to allow better record keeping in conjunction with 

facilitating the accounting needs of the large businesses resulted in closure or consolidation of 

smaller establishments to better cope with VAT laws. As a result, another increase in the country's 

VAT threshold had to be introduced because of the deflation problem doubling the previous 

threshold amount from J$300,000 to J$600,000 Jamaican dollars which is equivalent to $100,000 in 

American currency. 

As mentioned earlier many items were moved between the zero-rated and exemptions 

listings because of the value added tax imposed on Jamaica, of these items were those in the 

agriculture industry. This industry was the life blood of Jamaica before VAT was introduced, 

however as result of the implementation of the tax structure along with the country's agreement with 

WTO the up-keeping of the industry declined due to the devaluation of the country's currency (Life 

and Debt, 2010). This resulted in high cost levels to export items which as previously stated in turn 

resulted in the closure of businesses. As the value added tax of Jamaica went through much reforms 

to encourage possible change within the economy to raise governmental revenue, results from the 

implementation of the tax however, and has added to the national deficit of the country with little to 

no recovery. 



The Need for VAT in The Bahamas 12 

 

VAT in Trinidad and Tobago 

The Republic of Trinidad and Tobago – Two islands, one vibrant country. It is best known 

for its calypso music, soca vibes and its annual Carnival celebration. Its population exceeds 1.3 

million and is considered a reputable financial center in the Caribbean. Trinidad and Tobago’s 

economy is sustained for the most part through crude oil and natural gas. It is also one of the largest 

economies within the Caribbean. Prior to VAT, Trinidad and Tobago’s tax structure consisted of 

both direct and indirect taxes.                                            

You may wonder then, ‘Why was VAT implemented?’ During the 1980’s, Trinidad and 

Tobago faced an economic downturn and social unrest when governmental provisions employed to 

balance revenues and expenditures became insufficient. In 1987, the National Alliance for 

Reconstruction (NAR) party suspended the cost of living allowance (COLA) that was enacted since 

World War II. COLA was an automatic increase in salaries of public servants relative to inflation.  

In 1988, 18,000 public servants were affected by a 10% salary reduction which was enacted by the 

Government. Additionally, the economy experienced declined revenues due to significant decreases 

in oil prices. As Trinidad and Tobago’s oil revenues drastically decreased in the 1980’s, it became 

necessary for the Government to review its indirect tax structure to increase its revenues (Due & 

Greaney, 1992). It was a grave concern of the Government that revenues from oil would be 

insufficient to sustain government spending for an indefinite time period. 

Before choosing VAT as the best form of taxation to replace its existing tax structure, 

Trinidad and Tobago made several attempts to review other tax systems over the course of several 

decades. In 1988, the proposed tax structures that were being considered were retail sales tax and 

VAT. VAT was preferred by the business community and in conjunction with the Government and 

experts, VAT was selected.  

Value added tax was implemented in Trinidad and Tobago on January 1, 1990. A standard 

VAT rate was set at 15% with a threshold of $200,000TTD which was equivalent to approximately 

$50,000 USD at the time. Note that the standard VAT rate and threshold have not changed since its 
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implementation. The invoice-based method was employed as is proposed for The Bahamas 

according to The Bahamas’ White Paper on Tax Reform. Some of the zero-rated items in Trinidad 

and Tobago include unprocessed foods, rice, flour, milk, and bread.  Some of the exempt services 

include medical, educational and financial services. Trinidad and Tobago also has hefty fines and 

penalties for VAT non-compliance. For example, failure to register for VAT when you are required 

to be registered incurs a fine of $15,000 and imprisonment for one year. A non-registered person 

charging VAT is subject to a fine of $50,000 and imprisonment for three years.  

The Government received mixed responses from the public. Some found the 15% VAT rate 

too high and some were favorable to VAT since several basic food items were zero-rated. It is 

important to note that public education on VAT played a key part in the implementation of VAT in 

Trinidad and Tobago. Extensive publicity campaigns were undertaken and the public was informed 

about VAT in the early processes of implementation. Additionally, the VAT office conducted 

training programs for taxpayers, who would have responsibility of collecting VAT from consumers. 

When researching the economic impact of VAT, the areas that were focused on were: 

 Budget Balance 

 Unemployment  

 Inflation 

 GDP Growth 

Effect on Budget Balance 

 Several Caribbean countries have implemented VAT to maintain their account 

balances while other governments have attempted to reduce balance deficits. As it relates to 

Trinidad & Tobago, there has been an overall positive impact on Trinidad & Tobago’s account 

balance following the implementation of VAT. From the graph presented (On Presentation), it is 

noted that in 2002, Trinidad & Tobago closed their government accounts with a budget surplus of 

0.7% and 7.4% in 2009. However, similar countries in the Caribbean (Barbados, Jamaica, 

Dominican Republic and Grenada) who had also implemented VAT all closed with deficits. 
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Presently, Trinidad & Tobago maintains a budget deficit of 4.4% which research indicates is partly 

attributable to the government’s efforts to secure a settlement for policyholders of the failed 

company CLICO (ECLAC, 2012). 

Effect on Unemployment 

Between 1986 and 1992, unemployment levels doubled. However, it is important to note 

that in 1990, approximately six (6) months after the implementation of VAT in Trinidad there was 

an attempted coup which left $2,000,000TTD in estimated damages to infrastructure and private 

properties which led to an increase in unemployment which was equivalent to $500,000USD at the 

time. It would be bias to infer that the implementation of VAT had a direct impact on the 

unemployment rates as the unemployment rate could have resulted from the coup or a combination 

of VAT and the coup.  As illustrated in Figure 1, after VAT implementation, unemployment rates in 

Trinidad and Tobago have gradually decreased to 4.8%, as of September 2013 (World Bank, 2013). 

In his paper, “An Economic Analysis of Unemployment in Trinidad and Tobago”, Andrew Downes 

(1998) stated, “Various fiscal incentives [were] offered to the private sector to enhance employment 

[and] the Government… established several programs to tackle the unemployment problem”. 

Therefore, this information provides an equitable assertion that VAT and unemployment have a 

correlated relationship rather than a cause and effect relationship.  

Effect on Inflation 

Figure 2 shows the trend of inflation rates for Trinidad and Tobago from 1985 to 2013. For 

that time period, Trinidad and Tobago’s average inflation rate is 7.5%. Prior to VAT, Trinidad and 

Tobago’s inflation rate averaged twelve (12%) and decreased to 8-9% towards the end of 1989. 

When VAT was implemented in 1990, the inflation rate was between 10% and 12%. However, in 

1991, the inflation rate decreased significantly. After about 2-3 years, the inflation rate quickly 

approached 15% and did not decrease until around 1995 when it remained relatively low (below the 

average of 7.5%) for roughly ten (10) years.    

In November 2012, the Government of Trinidad and Tobago removed VAT from non-luxury 
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food items and subsequently, the inflation rate decreased slightly to 3%, as of October 2013. Food 

inflation is a main driver in inflation which is why there was a decrease in inflation when VAT was 

removed from some 4,000 food items (Trinidad & Tobago, 2013). Trinidad and Tobago has 

experienced fluctuating inflation rates post VAT. Hence, it can be reasonably concluded that VAT 

affected its inflation rates in the short-term and did not seem to have any strong significance in the 

inflation rates post VAT. 

GDP Growth 

After implementing VAT, Trinidad and Tobago maintain a constant GDP growth during 1993 

– 2002. As illustrated in figure two (2) in 2002, the percentage of GDP was 2.7% which is moderate 

when compared to the other Caribbean countries presented. However, GDP growth in 2011/2012 

was not as positive. This implies that VAT positively impacted GDP growth in Trinidad and Tobago 

on a short term basis. 

Improvements in literacy rate 

The Government of Trinidad and Tobago continually places high importance on the level of 

education of its people through commissioning various educational programs and seminars which 

has shown to provide positive benefits. The World Bank indicated that Trinidad and Tobago has 

maintained high literacy rates ranging from ninety-three percent (93% - 99%) during the two 

decades post VAT. Pre-VAT the literacy rate within Trinidad and Tobago remained steady between 

ninety and ninety-three percent (90% - 93%) respectively (World Bank 1990, 2002, 2012).  In light 

of the aforementioned, one can therefore conclude that there is no correlation between the improved 

literacy rate and the introduction of VAT in this country. 

Cost of Living 

Furthermore, the cost of living in Trinidad and Tobago was also affected by the 

administration of VAT in Trinidad & Tobago. After conducting personal interviews, various 

residents of Trinidad & Tobago indicated that the cost of living increased as a result of the 

implementation of the value added tax system within their country. One interviewee noted that the 
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prices of everything increased.  She contended that as the consumer you really “felt your pocket and 

every cent counts.  Many business owners doubled the prices of goods without VAT which meant 

that the consumers paid up to115% more for certain items”. 

Poverty Line 

The poverty line a social development construct that indicates the social living conditions of 

people within an economy. The World Bank has indicated that there are communities  within 

Trinidad and Tobago where the poverty rate is approximately thirty-five percent (35%) and a large 

percentage of the population does not have access to regular supplies of potable water, adequate 

housing, tertiary education or quality health care (World Bank, 2002).  This indicates that there are 

still families within Trinidad and Tobago who are unable to obtain basic necessities. (i.e. food, 

shelter, and bread-basket items)  The overall question is ‘how beneficial is a tax system if many 

individuals within the economy are living in poor conditions?’ 

The creation of illegal markets arose in Trinidad and Tobago as a result of VAT. Residents 

indicated that the number of street vendors double after the implementation of VAT because those 

individuals would fall under the threshold and consequently were not required to remit VAT to the 

government.  

Interviewees noted that there were only few street vendors who attempted to charge VAT to 

customers by issuing false VAT invoices and not remitting the funds to the government. 

 Lastly, a cross-sectional field survey conducted by Sookram et al. (2005) on the population 

of Trinidad and Tobago revealed that 84% of the population perceives that the risk of being 

discovered by the tax authority for evading taxes was average to low. 
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VAT in Grenada 

Grenada better known as the "Island of Spice, is one of the world's largest exporters of 

nutmeg and mace, and one of the first Caribbean countries to implement Valued Added Taxes 

within their economy. In 1986, VAT was first introduced in the Grenadian’s economy, but was short-

lived due to a number of structural problems associated with its implementation. However, since 

then The Government of Grenada has embarked on an Economic and Fiscal Reform Program 

journey, aimed at restoring growth, achieving fiscal balance, poverty alleviation and other critical 

issues of social development. Although initiated in the aftermath of Hurricane Ivan, the government 

acquired added importance and urgency as the economy wrestle with the ramifications of the global 

economic and financial recession. Thus the reintroduction of Value Added Tax (VAT) had yet again 

embedded itself into Grenada’s economy.  

The Grenadian government indicated that "The proposed VAT is intended to be the gateway 

to Grenada’s tax reform program and with high hopes that VAT will bring higher levels of efficiency 

in the tax system, thereby encouraging voluntary compliance amongst tax payers, with the smooth 

and effective implementation of VAT." Prior to the reintroduction of VAT, the Grenadian 

government tax system comprised of both the direct and indirect taxes. Direct taxes imposed on 

income and property, such as personal income tax, corporate income tax, and property tax. Indirect 

taxes, such as import duty and general consumption tax, which are levied on international trade and 

the consumption of goods and services, and the Inland Revenue (IRD) and Customs Departments, 

which are responsible for collecting the taxes. 

However, the reintroduction of VAT will now replace the General Consumption Tax (GCT), 

the Airline Ticket Tax and Motor Vehicle Purchase Tax. The Government of Grenada is quite 

confident that VAT will provide some measure of fiscal stability, as VAT has proven to be the best 

alternative measure of indirect taxation, capable of generating reliable and consistent revenues in 
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open developing economies.  

The Main Features of Vat for the Registration Process in Grenada Requires: 

An individual or business to apply for registration under the VAT Act if on the last day of 

any month: 

 If the person exceeds the registration threshold of $120,000 in taxable sup-

plies in the period of twelve months ending on the day. 

 If the person exceeds one third of the registration threshold in the period of 4 

months ending on that day. 

 And if there are reasonable grounds to expect that the person will exceed the 

registration threshold in the twelve month period commencing on the following day. 

Furthermore, if the turnover is below the threshold, that person may still apply for 

registration. This is called voluntary registration.  

The proposed legislation requires the registrant to issue an invoice for every taxable supply 

made to another VAT registrant, which must contain all information as prescribed in the legislation. 

A VAT invoice may not be issued to an unregistered person, instead a sales receipt must be issued 

stating clearly the amount of VAT charged. 

Economic Aspects: 

Moreover, the responses received from Mrs. Wells, the Head of the VAT office in Grenada, 

(2013) indicate that the Value Added Tax had major impacts on the Grenadian economy. Mrs. Wells 

stated that there are minimal levels of VAT fraud in Grenada.  However, if VAT fraud occurs, 

provisions are in place to penalize individuals by serving them with a fixed penalty notice and in 

addition, if said notice is not paid off in the specified time frame, a charged will be indicated by the 

criminal procedure code.  Furthermore, legislation for VAT has made provision for numerous 
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penalties such as: 

 Failure to apply for registration,  

 Failure to exhibit registration certificate,  

 And failure to report to Inland Revenue Department of change of address,  

 Issuing of false invoice,  

 Failure to pay VAT due,  

 Failure to file VAT return,  

 Failure to comply with notice for recovery of tax,  

 Failure to preserve proper records,  

 Non-compliance with price quotation requirements,  

 Failure to comply with notice to give information,   

 And impeding tax administration.   

In addition to possible increases of inflation levels, the implementation of the Valued Added 

Tax can lead to increased unemployment and poverty rates in the long run. In 2008, the 

unemployment rate stood at 25%, and the Finance Minister Nazim Burke, stated that the rate of 

unemployment in Grenada could further increase to 30% by the end of the year, after the 

implementation of VAT. Both the public and external debt rose after the implementation of VAT. 

According to the ‘Global Finance’, the external debt before VAT stood at 0.35 billion US dollars in 

2009. After implementation of VAT the external debt rose to .55 billion US dollars in 2012.  

The public debt, also known as the General Government Gross debt, as a percentage of GDP 

stood at 85.3% in 2009, and significantly rose to 88.5% in 2012, in just two years after the 

application of VAT.  The unemployment rate appears to have doubled between 2008 and 2012. 

Poverty, which was already high at 37% in 2008, was estimated to have worsened significantly.  

Inflation, which is an increase in the general price level of goods and services in an 

economy over a period of time, as measured by changes in the Consumer Price Index (CPI) 
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however has been relatively low, with average inflation of 1.8% in 2012 compared to 3.5% in 2011.  

The International Monetary Fund team recently visited Grenada in May 2012, and states that 

“After following two years of consecutive decline, there are signs that a fragile recovery may be 

underway,” Grenada continues to face a sizable “competitiveness gap”, according to the IMF, with 

increases in production costs, due in part to higher energy costs and wages and reduced productivi-

ty, putting downward pressure on profit margins and stifling investment.  The IMF talks, which 

were confirmed with Finance Minister Mr. Nazim Burke and members of his team, focused on three 

policy areas: Restoring sustained growth and employment, Resuming fiscal consolidation to put the 

country’s debt on a downward trajectory and strengthening Grenada’s financial sector. 
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VAT in Barbados 

Barbados, renowned as one of the largest sugar producing Caribbean countries, has 

transformed itself from a low income economy dependent on agriculture, into an upper middle 

income economy driven by tourism and the offshore sector; much like The Bahamas. The need for 

VAT arose in the 1990s after experiencing three years of steady declines in generating adequate 

sources of revenue to meet the country’s financial obligations. Barbados went into a deep recession. 

The reform of the countries system of taxation was brought about as a requirement by a number of 

International Monetary Fund (IMF) agreements, to reduce the budget deficit and the growing 

burden of national debt.  

The issue of VAT in Barbados was seriously explored in 1979. However, VAT was not 

introduced in Barbados until 1997 some eighteen years later, by the then Prime Minister Owen 

Arthur. Prior to the implementation of VAT the Barbadian Government, consulted with external 

taxation regulatory bodies in drafting their legislation, conducted extensive research and garnered 

feedback and cooperation from the business community. The country’s legislative framework for 

VAT was initially drafted with the assistance of a Canadian legal consultant. The legislation dictated 

the fundamental guidelines of the system, which was based on the Canadian, New Zealand, 

Jamaican and Trinidadian models. The first draft was completed on November 1994.  Following 

this process in 1995 a refined draft was circulated which allowed various organizations and other 

legal practitioners to examine the draft and submit feedback in regards to the proposal made. The 

government relied heavily on newspapers, television, radio and VAT guidebooks to educate the 

general public and taxpayers about the characteristics and new requirements. The Act was passed by 

the Barbados legislative branch of government and approved by the Head of State on September 9, 

1996. VAT acted as a replacement for 11 different indirect taxes (An Assessment of the Operational 

Impact of the Barbados VAT Between 1997 and 2001). Exemptions were initially kept to a 

minimum and the VAT was applied to both goods and services. “In addition there was extensive 

administrative machinery for the implementation and proper record keeping by both the private and 
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public sectors after the implementation of  VAT” (VAT: Is it Suitable for the Caribbean Community? 

2006). Nonetheless, the focal point is that preparation is key is the successful implementation of 

such a reform.  

VAT was initially applied at the standard rate of 15% on goods and services and a 

concessionary rate of 7.5% on the tourism sector. The threshold was set to be employed by 

businesses with annual revenue in excess of $60,000 BB ($30,000 USD). In 2010 the rate of VAT 

was raised by 2.5 % resulting in a 17.5% tax rate and a 1% increase on the rate applied on tourism 

to 8.5% (VAT: Is it Suitable for the Caribbean 2006). In 2011 the $60,000BB threshold was 

increased to $80,000 BB ($40,000 USD).  

The Barbadian Government has prided itself in attaining an increased stream of revenue as a 

result of the introduction of VAT in 1997 and the increase in its rates in 2010. Minister of Finance 

and Economic Affairs, Christopher Sinckler, stated that “in 2009/2010, the last full year of 15 % 

VAT, $703.8 million BB was collected, as compared to the first full year of the 17.5 % VAT, where 

$856.8 million BB was collected, and the last financial year where $802 million BB was collected” 

(VAT Rate Says 2013). This exemplified stagnation in revenue generation of $54,000 decline upon 

the increase of VAT. Value Added Taxation was deemed by the government of Barbados to be a 

successful agent in generating revenue; however consumers have refuted this claim.  

The implementation ushered in some advantages which included a constant stream of 

revenue and an increase in accounting and reporting standards.  The disadvantages included the 

administrative costs of collecting VAT which were higher relative to the revenue received, 

compared to other taxes. VAT is a regressive form of taxation which means that it takes a larger 

percentage from low income individuals than from high income individuals.  The burden of indirect 

tax increased with its introduction which had a “multiplier effect in terms of hardships on the 

populace” (VAT: A Regional Perspective 2013). A consumer perspective that  emerged  was that 

excessive collections was imposed at the expense of increased unemployment, increased food prices 

and an overall decline in the standard of living (VAT Recall 2012). 
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 According to the Central Bank of Barbados the introduction of the VAT did not materially 

alter the country’s tax structure. Also, a general consensus that surfaced from the business populace 

was that the main problems associated with VAT’s implementation related to the inability of some 

firms to distinguish between the standard, zero-rated and exempt goods, and how well registered 

companies’ accounting systems handled the reporting of inputs and outputs.  “Most accountants and 

businesses believed that the changeover to VAT was a costly exercise”(An Assessment of the 

Operational Impact of the Barbados VAT Between 1997 and 2001).   

Recently, the Leader of the opposition, Owen Arthur, stated that the rate of inflation is three 

times higher than that of the country’s major international trading partners and also the highest rate 

of inflation in the entire Caribbean, which means that the average levels in prices are on an upward 

movement. VAT may not have been the sole contributing factor that led to inflation but it did play 

its part.  

 On November 20, 2013, Standard & Poor's Ratings Services further downgraded 

Barbados to a 'BB-' short-term credit rating from a 'BB+' long-term credit rating. The downgrade 

was a result of financing challenges and the ongoing high fiscal deficit largely because of a 

substantial fall in government revenues as a result of the weak economy possibly signifying that 

although the revenue stream was stabilized it had no substantial impact on generating real sources 

of income. 

As mentioned previously, Tourism is one of the major driving forces behind the economy of 

Barbados and upon the implementation of VAT challenges also arose in the tourism sector. Despite 

government’s attempts to assist by setting only a 7.5 per cent on hotel accommodations, and 15 per 

cent on all other activities, operating costs in the sector did not decrease. Thus, hoteliers pointed out 

that the savings envisaged by the implementation of VAT were not passed on by the suppliers of 

goods and services (An Assessment of the Operational Impact of the Barbados VAT Between 1997 

and 2001).  

In short, VAT was described as being a stable stream of revenue, inherently complex, 
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burdensome with significant compliance issues and high administrative costs on both the 

government and business sector. 
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Conclusion 

This presentation sought not only to share economic data and to educate individuals about 

the characteristics of each respective country, but it sought primarily to inform individuals on the 

reasons for the implementation of the value added tax, as well as its impact on the economy.  

However, it is important to understand why there is a plan to implement the value added tax within 

The Bahamas and why these countries are reasonable models. 

The International Monetary Fund (IMF) conducts a surveillance program; an analysis of 

Caribbean countries undertaken annually to monitor their economic stability, economic policies and 

debt sustainability.  The outcome of these consultations between the IMF and the Caribbean 

countries has indicated that the Caribbean region faces serious economic challenges which will 

primarily require macroeconomic adjustments and public policy changes.  In dealing with these 

challenges, the discussed goal by the International Monetary Fund is to achieve economic growth, a 

reduction in the Debt to GDP ratio, effective public sector expenditure management strategies and 

the overall economic stability of a particular country. 

The Western Hemisphere Department of the International Monetary Fund stated in its 

Article IV IMF Consultation, that stability of public debt ratios would involve: 

1. Wage restraint 

2. Improved public expenditure management 

3. Early reduction in tax concessions 

4. A broadening of the tax base and  

5. Strengthened public debt management. 

6. They have also urged an acceleration of structural reforms to strengthen the region’s 

competitiveness and growth potential 

Therefore, in the wake of growing “fiscal imbalances” (Western Hemisphere Department) in 

conjunction with the tariff reduction requirements of the international trade agreements with 

organizations such as the World Trade Organization, the IMF proposed the Value Added Tax as one 
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of the steps toward the “restoration of debt sustainability” (Western Hemisphere Department). It is 

important to understand that the journey taken by the Government of The Bahamas to remedy the 

economic state of The Bahamas is a bumpy one. Therefore, support must be given to the 

Government of The Bahamas for their decision to move toward economic stability. 

Nevertheless, with a “central government debt of 49 percent of GDP at” (International 

Monetary Fund) the “fiscal year 2011/2012” (International Monetary Fund) and a projection of “62 

percent of GDP by fiscal year 2016/2017” (International Monetary Fund), The Bahamas has no 

room to play hide and seek.  It is paramount that The Bahamas learns from the mistakes of its 

Caribbean counterparts in order for a successful implementation of the value added tax. 

The results presented tonight on the VAT implementation within the Caribbean Islands 

reveal a number of important issues that must be considered.  These issues are: 

1. An economic analysis must be undertaken to understand the VAT’s effect on 

prices and consumption.  

Increased prices and its effect on the citizens of The Bahamas, as well as the possibility of 

inflation increases are issues that may occur as a result of the VAT implementation and these issues 

must not be ignored.  

2. An efficient implementation and an adequate technical assistance are 

paramount.   

The IMF has eight (8) Technical Assistance Centres. The Caribbean Regional Technical 

Assistance Centre (CARTAC) assists the Caribbean countries to put thorough policies in place as 

well as assists the Caribbean countries in the designing of policies that will encourage economic 

stability and growth. The Caribbean Regional Technical Assistance Centre should be a 

consideration of the Government because of CARTAC’s reputable service and competent 

technicians.  

According to the research from tonight’s presentation, Barbados is an ideal, notable example 

indicating the importance of a well-organized implementation and the use of technical expertise in 
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project management.   During the implementation process of VAT, The Barbadian Government 

conducted intense research and in depth discussion with the different private and public sector 

groups within the country.  Barbados has also been the country underscored for its pro-activity and 

determination to ensure structure and competence in the implementation process. 

Effective implementation can further be argued as a prominent determinant of the value 

added tax’s primary success when one recalls the failure that occurred in Grenada. In 1986 when 

Grenada repealed the VAT due to poor implementation process and approximately a decade later 

undertook re-evaluation and analyses in order to re-introduce it in 2009/10. One cannot expect 

success if the framework is weak! 

3. Sufficient education of a country’s citizenry is vital.  

The Government of The Bahamas must understand the grave importance of informing its 

people.  Not only must they inform, but the process of informing must be effective.    

The Government of The Bahamas, along with the VAT Committee should efficiently use 

their resources to educate Bahamians in order to gain public confidence.  Additionally, the family 

islands must not be forgotten.  We are an archipelago, and we must all be adequately informed of 

the direction in which our economy is going.   

  

In this light, one can take St. Lucia as an example. The Government of St. Lucia ensured 

that there were many fora, in-depth, meaningful discussions on radio stations and television talk 

shows, there were booklets, pamphlets, billboards and provocative as well as informative 

advertisements. 

 

The forms of communication that are being used to inform citizens of the value added tax 

must intensify.  It should not be subject to solely fora or a few radio interviews. In addition, it is 

unfortunate that the Bahamian public has yet to receive effective and informative advertisements 

similar to those memorable political campaigns and to the 2013 referendum.  This imploration 
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harbors no judgment toward the governing bodies.  Nevertheless, comparisons must be made to 

indicate how vital communication is, has not been and how beneficial it can be to the success of any 

endeavor. 

4. A threshold implementation supported by and derived from sufficient empirical 

evidence is essential.   

Valid questions that may arise are: 

• How will the adherence of the threshold be enforced? 

• How is the Government going to determine that a business generates $100,000? 

             Critical study must be undertaken before enforcing a threshold.   There have been 

suggestions that individuals who are not expected to generate a turnover of over $100,000 may very 

well be making such amounts e.g. straw vendors or small businesses.  Therefore, legislation should 

be passed to provide for the Head of the VAT Department or the Comptroller to recommend the 

manner in which tax return is to be filed and thus accepted.  For example as a penalty, Saint Lucia’s 

Value Added Tax Act states that “the Comptroller may upon the issue of a warrant by a magistrate; 

at any time enter any house or premises and require a police officer to be present while the 

Comptroller exhibits his or her power to recover unpaid taxes by distress proceedings against the 

‘personal’ property of the person liable to pay the tax”.  However, The Bahamas must decide 

whether such a course of action, as well as others, would be suitable for the Bahamian community. 

Also, a decision should be made as well as a clear confirmation given to the public as to 

whether all companies and small business or those individuals who may make over $100,000 in 

their vocation will require audited financial statements.   While the benefits stand to ensure efficient 

record keeping and an upstanding financial position, it is important to consider that the costs of 

hiring an auditor or an accountant can prove burdensome to these small business owners and can 

prove detrimental to their going concern.  

However, within the White paper of The Government of The Bahamas, of the “19,253 firms 

licensed in 2011, fully 80% had turnover at or below $50,000. The larger remaining 3,798 firms 
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with a turnover above $50,000 (under 20% of all firms) accounted for 98.6% of total turnover in the 

economy”.   The question is what businesses were used in this analysis and thus can they be 

recognized and selected in the legislation as a model for required registrants? Will the possibility of 

straw vendors or conch salad salesmen etc. be excluded from paying VAT? 

5. Policy decisions on transitional issues must be sound and logical.  

One issue that has been raised is that of the existing goods that are on the shelves or the 

goods that have been imported prior to the implementation of the value added tax.  Will the 

depletion of these goods be allowed? In addition, the International Monetary Fund has states that 

“Bonded Warehouse Transitional Provisions are an important step that the government must take to 

ensure that double taxation does not occur”. Will the government implement this exercise?  The 

Government of The Bahamas has indicated and answered in its White Paper of Reform that both of 

these issues will be dealt with. The White Paper of Reform of The Bahamas states that one may be 

able to “deplete their stock to minimal levels or utilize bond warehouses”. 

6. Most importantly, operational transparency and efficient tax collection must 

remain at the forefront of the process.   

It is vital for the Bahamian citizens to know how the fiscal revenue from any tax is being 

used.  Under the previous tax structure, corruption and tax evasion was significant. However, the 

value added tax is said to be a more structured tax system and has a self-enforcing aspect which 

allows a taxpayer to offset the tax that he has paid with the tax that he has received, thus remitting 

the value added to the government of the respective country.  While this aspect is commendable, 

some Bahamian citizens doubt the value added tax’s ability because of past tax collection 

inefficiency.  Nevertheless, if transparency of public operations occurs, effectual record keeping and 

bookkeeping by the proposed Central Revenue Agency (CRA) takes places, and trained, competent 

workers are employed; the implementation of the value added tax would be on the road to success. 

These issues among others need to be addressed and considered by both the Government of 

The Bahamas and the Bahamian citizens. Although the value added tax is thought to bring in greater 
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amounts of revenue that alternative taxes, it has the self-enforcing perspective that could deter 

individuals from evading payments and it is a broadly based tax, consideration must be given to the 

advice shared by Amos Peters, an economist at the University of North Carolina, who stated that 

“the key to a successful VAT system is an inclusive agreement and support by governments, proper 

education of citizens about the tax as well as a time lag of two to three years before 

implementation”.
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