
The Harmonized Sales Tax is a massive switch of billions of
dollars in provincial taxes from business to consumers. Premier
Campbell’s sudden conversion to its worship was a bit of a
surprise, even to those who gave him a third honeymoon in the
provincial election a couple of months ago.

‘This is the single biggest thing we can do to improve BC’s
economy,’ a government press release quotes him as saying.
‘This is an essential step to make our businesses more
competitive, encourage billions of dollars in new investment,
lower costs on productivity and reduce administrative costs to
BC taxpayers and businesses. Most importantly, this will create
jobs and generate long-term economic growth that will in turn
generate more revenue to sustain and improve crucial public
services.’ 

Not much left out there, except motherhood and the $1.6
billion bribe (’transitional funding’) that BC will receive from
the federal government.

The press release says that ‘the HST will remove over $2
billion in costs for BC businesses’. This means that at least $2
billion in costs will be added for BC households. 

Minister of Finance Colin Hansen is quoted, in the same
press release: ‘Evidence from the Atlantic provinces showed
that the hidden tax is removed very quickly, with the majority

of the savings passed through to consumers in the first year.’ 
The documentation of the advice the government received

on the HST shows no such thing (see article ‘Premier’s HST
justification stems from flawed research,’ on page 9). 

Yes, there will be some exemptions to the provincial portion
(7%) of the HST (12%). They include gasoline, part of the tax on
new housing, books (but not magazines), childrens’ clothes and
car seats, diapers and feminine hygiene products. There will
also be a refundable HST Credit paid quarterly to those with
low incomes. But a long list of energy-saving products
exempted from PST last year will apparently lose that
exemption. 

The HST, like the GST, is a ‘Value-added’ tax (VAT), which,
the press release crows, ‘is viewed as the most efficient form of
sales taxation in the world.’

Competitiveness, productivity, new investment, jobs, long-
term economic growth, more revenue for public services—all
start with ‘efficient taxes’! 

Taxes on people, of course—not business.
As far as newly-minted HST disciple Gordon Campbell is

concerned, he can only hope that his new tax is sufficient to pull
his government out of bankruptcy, or there will be no more
honeymoons for Colin Hansen. 0
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The BC government’s move to create a harmonized sales tax,
combining federal good and services tax (GST) and the existing
provincial sales tax (PST), has engendered an uproar in the
province. Big business has endorsed the move; sectors which
were previously exempt from PST are scandalized because the
move was not mentioned in the run-up to April’s provincial
election; yet others see it as another Campbell government
non-democratic move, lacking debate or consultation. 

The government should not be surprised at all this. It had
clear indications that it would not be an easy move. The
government’s Progress Board/CSLS report had this to say about
the implementation of the HST in BC: 

‘Assuming harmonization of British Columbia‘s PST

with the federal GST could be achieved without
significantly increasing or decreasing provincial
revenues, implementation would face a number of
challenges. Moving from a tax on business inputs to a
tax on consumer goods and services entails a substantial
and highly visible shift of the tax burden from
businesses to consumers, even if reduced input costs are
eventually passed on to consumers in the form of lower
prices. The revenue that would be lost from rebating
taxes on business inputs would be replaced by
broadening the tax base. 

‘Consumers would face higher taxes on a wide range
of services and new housing currently exempt from the
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PST. Assuming that a rate of 7% for the provincial
portion of a harmonized sales tax, the total federal-plus-
provincial sales tax rate would rise from 5% (the current
GST rate) to 12% on items such as restaurant meals,
home heating, basic cable and telephone, and new
condo units. In the short and medium term, lower-
income British Columbians could see declines in real
income as consumer prices rise. Public opposition to
such a shift would be a substantial concern to
policymakers. Similar concerns have thwarted sales tax
harmonization by all provinces west of Quebec (except
Alberta) since the GST was introduced in 1991.’ 

For more on the report see article opposite.

HST: What’s Taxed?
Up to now, the government has announced the following
measures to ease the political impact of the new tax, which will
come into effect on July 1, 2010:

• the provincial portion of the HST will be ‘rebated’ at the
pump for sales of gasoline and diesel for motor vehicles;

• a partial rebate of the provincial portion of the HST on new
housing costing up to $400,000, and a flat rebate of ‘about’
$20,000 for new housing over $400,000;

• a refundable BC HST Credit of $230 per family member,
paid quarterly with the GST and carbon tax credits to offset the
impact of the tax on those with low incomes; and

• point-of-sale rebates on some products, including gasoline
and diesel fuel for motor vehicles, books, children’s-size
clothing, children’s car seats and car booster seats, diapers and
feminine hygiene products.

Generally, any products or services that attract GST at
present will be subject to HST; this creates a far broader tax
base than was used for the PST. Products that have been
specifically exempted from PST, for example: energy-saving
items and services which were exempted in last year’s
provincial budget, will now attract the full 12% HST.

Some items are subject to GST at a 0% rate, and thus are
effectively HST exempt. Examples are: basic foods, agricultural
products, fishery products, prescription drugs and medical
devices, and exports.

Other items are specifically exempted from GST, and thus
from HST. Examples are: used residential housing; rent (for one
month or more), condominium fees; medical and dental
services; child care services; ferry fares, bridge tolls; educational
services, such as music lessons; financial services; services
provided by charities or non-profits; public services, such as
transit fares; and water rates.

The most noticeable change will be that most personal
services will now be subject to the HST—haircuts have been
mentioned. (This does not specifically refer to the ‘haircut’ that
the consumer is taking!) 0

The government has emphasized the benefits to business that
would result from the additional input tax credits they would be
able to utilize in the new Harmonized Sales Tax(HST). These
benefits have been quantified as $880 million for the
construction industry, $140 million for manufacturing, $210
million for the transportation industry, $140 million for the
forestry sector, and $80 million for mining and oil and gas;
plus an estimated $150 million annually in the costs of
accounting for PST. The total, says the government, of nearly
$1.9 billion in cost reductions for business. 

It is not clear, however, whether these estimates take into
account the existing PST refunds which can be claimed for
manufacturing, mining, logging, and oil and gas industries,
both exploration and production. These currently require that
separate applications be made to the provincial government (in
some ways, they perform part of the function of the HST’s input
tax credits).

Benefits to Consumers
The government has also suggested that these savings would be
passed on to consumers in the form of lower prices. This may
occur in regulated industries (Terasen, Hydro, Telus) where
profits and prices must be approved by the BC Utilities

Commission; for other businesses, there is no compulsion to do
so. 

Clearly, however, if the PST savings are passed on to
consumers, there is no longer a cost saving for business—you
can’t have it both ways!

Benefits to the Government
There has been much talk about the switch to HST being
‘revenue neutral’; that is, that the broader base of the HST will
make up for the $2 billion that business will claim in ‘Input
Credits’ and won’t be paying. If this were so, it seems doubtful
that there would be any advantage at all to the government in
adopting it. It seems likely that the BC government is expecting
a significant increase in tax receipts.

The provincial government clearly benefits from having
Ottawa collect the tax on its behalf—and take the flack.

Loss of Provincial Control
One thing seems certain: exemptions from the tax will be under
the control of the federal government; no longer would BC be
able to exempt certain goods in the interests of environmental
benefits. Whether it suits BC or not, the HST is essentially
standardized across Canada (except Quebec, which has its own
VAT system).0
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Premier Gordon Campbell’s reason for implementing the
Harmonized Sales Tax (HST) is based on flawed advice from
the BC Progress Board, a group of BC business people
appointed by the premier himself to advise him. (The BC
Progress Board’s main job is to publish crude ‘benchmark’
reports annually for use by the government, ranking BC among
the provinces on various indicators; for example, 9th on the
Economy, but 4th in jobs, and 1st on health outcomes.)

The Progress Board had commissioned a study by the
Ottawa-based Centre for the Study of Living Standards(CSLS),
a think-tank specializing in economic and social policy. 

The resulting study, entitled
‘Investment in British Columbia:
Current Realities and the Way
Forward’, was reformatted but
otherwise reproduced without
change in a Progress Board
publication of the same name in
December last year. No change
except, that is, for the executive
summary. This was renamed
‘Response From the Progress
Board’ and its recommendations
reordered to rank ‘Tax Policy’
first—with emphasis on the
Provincial Sales Tax.

His board’s recommendation
read, the premier declared that the
implementation of HST would
make BC’s businesses more
competitive, encourage ‘billions of
dollars in new investment’, ‘lower
costs on productivity (sic)’, and
reduce administrative costs to BC
taxpayers and businesses. Not only
that, he claimed it would create
jobs and generate long-term
economic growth.

Flawed Report
These claims arise directly from the CSLS/Progress Board
report. The report says that the application of BC’s Provincial
Sales Tax (PST) discourages business investment in the
province, reducing productivity and economic growth, and the
implementation of the HST, a ‘Value-added tax (VAT)’, would
encourage new investment and reverse these trends.

The report, however, is seriously flawed in its assumptions,
methodology, and conclusions, as described below.

Predetermined Conclusions
The report has the strong flavour of a document written to justify
predetermined conclusions. This impression is strengthened by
the Progress Board’s rearrangement of its conclusions—on
regulation, infrastructure, and taxation—to emphasize the
recommendation to introduce the HST.

Productivity and Capital Intensity: The report utilizes an
unfortunate mix of misleading statistics and received wisdom
to reach its conclusions. It utilizes time-series reaching back to
the mid-20th century to justify its initial conclusion that the BC
economy has a ‘productivity problem’. It uses comparisons with

Canadian national averages—
which include such disparate
economies as Alberta, Ontario,
the maritime provinces, and of
course BC itself—to suggest
deficiencies in both productivity
and capital intensity.

Both these measures are
crude statistical puddings:

Productivity = Gross
Domestic Product (GDP)
divided by the number of hours
worked;

Capital Intensity = total
capital investment divided by
the number of hours worked.

Both figures are susceptible
to significant errors and
uncertainties in the figures used
in their calculation. Differences
and trends drawn from them
cannot be relied upon, except in
the most general sense.

HST and Increased
Investment: The report assumes
that increased capital intensity,

particularly in machinery and equipment, results in increased
productivity. To justify this relationship in BC, it refers to a
2007 commentary by Michael Smart for the C D Howe
Institute on the effect of the 1997 HST implementation in the
maritime provinces. But Smart, a University of Toronto
Economics Professor, contradicts himself, raising serious
questions as to the validity of his conclusions. 

His summary states, ‘In keeping with theory, I find that the
reform led to significant increases in machinery and equipment
investment, in the short run at least, which should raise the
capital stock and labour productivity there in the long run’. But
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HST A Value-added Tax (VAT)
The existing PST, is charged by the seller on all goods and
services, except those exempted by legislation or
regulation, and it is charged to all buyers. Goods which
are bought and sold several times before they reach the
final consumer are taxed at each transaction, and each
successive seller can be expected to increase his selling
price to cover previous sales taxes paid. The final
consumer may find that he has in fact paid several levels
of taxes on taxes. In order to avoid excessive accounting,
goods purchased specifically for resale are usually exempt
from PST.

A Value-added Tax (VAT), like the GST or the new
HST, taxes only the additional value added to the goods or
services by the current seller. He is entitled to deduct the
tax he paid on purchases from the tax he owes the
government on his sales. The tax he deducts is termed the
Input Tax Credit. Goods purchased specifically for resale
are sometimes taxed, but the reseller can recover the tax
paid. Essentially, this means that business purchases are
tax-free; hence the savings to business estimated by the
government. 

VAT is currently in use in some 130 countries around
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in Smart’s detailed analysis of the effect of HST implementation
on investment in specific economic sectors, he concluded that
when other tax and economic changes occurring at the same
time were taken into account, the effect of HST implementation
on machinery and equipment investment in sectors other than
agriculture, fishing, and forestry was ‘small and insignificant’. 

Capital Investment Decisions and PST: The report may well
overestimate the gain in investment in BC (‘billions’, according to
the premier) resulting from HST implementation.

It first assumes that capital investment decisions are heavily
dependent upon the cost of the investment, and therefore any
reduction in cost would lead to an increased probability that
investment would be made. This is an exaggeration; such
investment decisions clearly depend to a far greater extent on the
expected profit to be made by the investor.

In calculating the cost of the investment, the report combines
corporate income tax rates and PST rates to create an unusual
version of a Marginal Effective Tax Rate. This is then
characterized as the cost of capital invested. This unconventional
approach overstates the importance of PST rates in making the
decision to invest, insisting that PST represents 40% of the cost
of capital.

(It might well be said that if the PST rate is the key factor in
any investment decision, then it is probable that the proposed
investment is too risky for the investor.)

In addition, the report apparently ignores current provincial
programs that rebate the PST on capital investments for selected
major industries, and thus may overestimate the financial
advantage to the investor of future eligibility for HST Input Tax
Credits on his investment.  0


