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Abstract 
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benefited the most from the HST. 
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INTRODUCTION 

On October 23, 1996, three Atlantic Canada provinces -- Newfoundland, Nova Scotia, and New 

Brunswick -- together with the federal government, announced that they would harmonize their 

respective provincial sales taxes (PST) with the federal Goods and Services Tax (GST). The three 

PST rates would be equalized and lowered to 8 percent. Furthermore the three PST tax bases would 

be converted to the GST valued-added base, and be expanded to include those goods and services 

exactly covered by the GST. The tax collection and tax compliance mechanisms would be merged 

such that the federal government would collect the HST. 

Before the official HST announcement, going back to when the original tax harmonization 

intentions were made in April, 19961,  there was some policy discussion -- concentrated among the 

participating governments, the provincial opposition parties and the media -- as to the effect of the 

HST might have on consumer prices. The federal government and the three HST-participating 

provincial governments claimed that the HST would benefit consumers taken as an aggregate, and 

that poor families, albeit that they would not benefit as much as non-poor families, would still see 

some tangible welfare improvement. The opposition parties, the media, and many lobby groups 

stated that the HST would raise consumer prices, similar to how the earlier GST raised consumer 

prices in 1991. As well, there was the worry that lower income households would be 

disproportionately hurt by the HST -- analogous to the earlier debate of how the GST would 

disproportionately affect lower-income families'. 

This paper examines how the implementation of the HST, put in place starting on April 1, 1997 

has affected consumer prices and consumer spending. In particular, we investigate: (1) how the 
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actual aggregate (all-items) consumer price indexes (CPI) in the three HST-participating provinces, 

in the post-HST period, move in relation to the corresponding simulated CPI indexes if the HST had 

not been imposed, and (2) how such price changes affect consumer spending. We simulate 

consumer expenditures through the changes in CPI indexes for eight major consumer good 

components and their expenditure shares3. 

The paper proceeds as follows. The next section briefly describes the HST and discusses the 

reasons that governments gave for implementing the harmonized tax. The third section outlines the 

a priori arguments pro and con, as to whether or not the HST reduces consumer prices. The fourth 

section reviews the policy debate on this issue, a debate largely confined to the Maritime provinces 

and Newfoundland4. The fifth section of the paper outlines the data sources and empirical 

methodology. The sixth section presents and discusses the results. The last section compares our 

findings to other policy statements, and makes some concluding remarks as to what our findings 

might mean for the long-term viability of the HST. 

A BRIEF DESCRIPTION OF THE HARMONIZED SALES TAX 

The Government of Canada has long been committed to promoting tax harmonization among the 

provinces'. The federal government and the three participating provinces (Newfoundland, New 

Brunswick, and Nova Scotia) signed a memorandum of understanding (MOU) signalling the 

governments' intention to proceed with the implementation of the HST. A formal agreement to 

legislate the HST was officially signed on October 23, 1997. Briefly put, the HST consists of the 

2 



following6: 

0. 	the provincial sales tax bases of the three participating provincial governments will be 

converted into value-added tax bases, the bases defined to be exactly equivalent to the 

operative GST tax base; 

the provincial sales tax rates in operation at the time of the sales tax conversion (12 percent 

for Newfoundland; 11 percent in New Brunswick; and 11 percent in Nova Scotia) will be 

reduced to 8 percent for all three provinces, and will be defined as the "provincial sales tax 

portion" of the HST; 

P. 	the participating provinces will no longer apply their provincial sales tax onto the GST, i.e. 

imposing "a tax upon a tax", as was done before the HST was put into effect. In the case of 

New Brunswick and Nova Scotia, the 11 percent PST applied on the 7 percent GST meant 

that an extra 1.77 percent tax was collected on taxable goods, before the HST was instituted; 

M. 	businesses now file one unified HST form (replacing the heretofore GST form), and pay tax, 

and receive credits, using the HST rate (instead of the GST rate). In turn the federal 

government now collects the HST tax, and rebates the provincial sales tax portion of the HST 

back to the participating provinces. The participating provinces have closed their respective 

sales tax collection departments, transferring employees to other areas of work. 

Analogous to the run-up of the implementation of the GST before 1991, there were many 

controversies surrounding the HST. We mention two controversies that led to slight changes in the 

actual implementation of the new tax regime. First, at the time of the HST agreement, in October 

1997, the participating governments agreed to enforce "tax-inclusive pricing" for all goods and 

services. The total price of commodities, including the total 15 percent HST tax rates, were to be 
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stated on price tickets and advertising. Criticism from retailers, lobby groups and the media led the 

Senate to amend the original tax-in policy. The federal government passed the amended HST law, 

whereby retailers and others were given the option of showing tax-inclusive and tax-exclusive prices. 

Second, in the HST-participating provinces a considerable lobbying effort was launched against the 

prospect of provincial sales taxation on textbooks, a protest which continued throughout much of 

1996. As a result of this protest, when the HST was announced in October 23, 1996, Finance 

Minister Paul Martin also stated that a full 100 percent GST rebate would be applied to textbooks, 

library books, and books purchased by non-profit organizations7. Analogous rebates would be given 

on the provincial sales tax portion of the GST. 

The stated objective of the HST was to further tax harmonisation, both vertical harmonization and 

horizontal harmonization (see Pigeon[1995] for a more complete description of these terms). 

Horizontal harmonization takes place when states or provinces in a federation set identical tax bases. 

In this sense the HST is seen as a very limited success since only three provinces comprising only 

a small part of the national economy are taking part. Vertical harmonization takes place when -- in 

a situation where multi-level jurisdictions tax the same revenue source --the lower-level jurisdiction 

sets an identical tax base with the higher-level jurisdiction. 

In the promotional literature on the HST, the federal government stated these objectives8. The 

literature advertised "a simpler tax system for both consumers and businesses", "lower costs and less 

paperwork" for businesses that will improve their "competitiveness". Although not specifically an 

objective of tax harmonization, the value-added feature of the HST was also well-promoted. 

Analogous to the GST, the value-added nature of the provincial sales tax portion mean that exporters 

in the participating provinces (exporters shipping to other provinces as well as to international 



destinations) could export at more competitive prices, since taxes on all intermediate goods and 

services would be credited back to the exporting firms. 

WOULD THE HST RAISE OR LOWER AVERAGE CONSUMER PRJCES? ARGUMENTS 
MADE AT THE TIME OF THE IMPLEMENTATION OF THE HST 

That businesses would benefit from the HST was generally well accepted at the time of the HST's 

original announcement. But there is no clear a priori reason, before the HST came in to effect, as to 

why the implementation of the HST in the participating provinces would in fact lower average 

consumer prices. In theory overall consumption prices could either rise or fall for the following 

reasons. 

First, since the new HST broadens the overall tax base, consumer prices would rise for those 

components that are taxed under the GST, but not taxed under the provinces' PST. Many such 

components -- such as fuel and electricity, most clothing and footwear, gasoline and diesel fuel; and 

purchased transportation -- typically make up a significant part of the household's budget9. 

Second, for many other items already covered by both the old PST and GST before the HST came 

into being, consumer prices would fall, since the new rate covering "provincial portion" of the HST 

falls to 8 percent from a higher old PST rate. These items include snack foods, personal care 

products, cleaning supplies, electronic products, restaurant meals, and "big ticket" items such as new 

used cars, appliances and furniture, among many goods purchased. These effects that raise prices on 

some products and lower them on others would take place in the very short run, immediately when 

the HST came into effect on April 1, 1997. 

Finally, after the HST came into effect, firms at each stage of production pay no effective 
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provincial tax on capital and intermediate goods and services. The move to the HST means that 

producer, wholesaler, and retailer costs are lowered on this account, and that the lowering of such 

costs, through market competition, would take place over time. Similarly, we would expect 

consumers to adjust their purchases to buy less of goods that went up in price, and more of those 

goods which went down in price. In other words, we would expect a longer-run adjustment of 

consumer prices, after the original HST-implementation took place on April 1, 1997. 

Government Statements on the Effect of the HST on Consumer Prices 

At the time of the HST's announcement, the federal government steered clear of making any exact 

prediction as to how the HST would influence overall consumer prices. The federal government, in 

promoting the HST, often spoke in generalities: "Harmonization will mean a lower combined rate 

for consumers"; Harmonization will mean lower prices on most goods"; "Inclusion of services in the 

harmonized tax base will spread the tax burden more evenly across all sectors of the economy"10 . 

In press releases and documents, the federal government emphasized that part of the HST lowering 

prices: the lowering of the official tax rate to 15 percent, the elimination of the old "double taxation" 

problem, and so forth. 

The Government of Newfoundland and Labrador repeated the general federal government 

argument, without making any specific predictions on HST effects on overall consumer welfare. The 

government made note that the official combined tax rate would (for this province) fall by "almost 

5 percentage points" and that the (then) provision for "tax-included" pricing would assist consumers. 

These aspects would result in "substantial benefits" for consumers. Although this provincial 

government did not make any hard predictions concerning household prices, it must be noted that -- 



given that the provincial tax rate would drop the furthest of all the provinces with the HST" -- if 

there were any average cost savings to be enjoyed by consumers, they would occur first in 

Newfoundland and Labrador. 

The Nova Scotia government was ambiguous as to any prediction of the overall HST effect on 

households. On one hand the government repeated the federal government's statements as to positive 

effects on average consumer prices. But in other documents the government stated that the HST 

might not change overall consumer prices. In one paregraph, for example, included a graph stating 

that -- given Statistics Canada's Consumer Price Index Basket of Goods for Nova Scotia -- 34.1 

percent of goods and services would decline in price and 23.5 percent of commodities would 

increase in price12. This let the government to say that "The overall impact on the cost of living due 

to these (tax) changes is expected to be pretty much neutral". In an other document, the government 

simply states that "...some items will be taxed more, some will be taxes less..."3. 

Of all the four HST-participating governments, New Brunswick attempted the most specific 

forecast as to HST-impacts on households. Using the Social Policy Simulation Database/Model 

(SPSD/M), a Finance Canada model, the Government of New Brunswick finance department 

estimated that the move to the HST would save the average New Brunswick family about $255 a 

year14. The government estimated that the average household would save $632 in reduced taxes on 

those goods and services where the provincial tax rate declines from 1.77 percent to 8 percent, and 

that the average household would pay $377 extra in taxes on those items now included in the 

expanded HST tax base. 
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The APEC HST Study 

Some months after the official HST agreement, the Atlantic Canada Provinces Council released a 

study measuring the impact of the new tax regime on different aspects of the Atlantic Economy (See 

APEC [1997]). The study made mention that the business sector would receive much of the tax relief, 

but that for most sectors consumer prices would fall and that retail sales (for those sectors) would 

rise. This study estimated the GST "tax effects" on consumer prices forl 991 (the year the GST was 

put in place), for 28 consumer sectors where the GST had an effect, and then carried these separate 

tax effects over to the corresponding 28 consumer sectors to measure an analogous impact of the 

HST on prices and spending in each of the three HST-participating provinces. 

The study indicated that, of the 84 measured consumer sub-groups (28 sectors times three 

provinces), prices rose as a result of the HST in only 11 sub-groups. Although the study did not 

report directly how the HST would effect the aggregate change in the average provincial consumer 

price indexes, the APEC report did report (p. 20) that total real consumption spending would rise 

by about $100 million in the three provinces, implying some decline in average prices. The report 

noted that Newfoundland would benefit relatively more than the two participating Maritime 

provinces, given the larger decline in that province's sales tax rate and the smaller expansion in that 

province's sales tax base. (The provinces tax rate fell from 12 percent to 8 percent, and the province 

had already partially harmonized its sales tax base to the GST earlier, having included electricity, 

fuel oil, and adult clothing in the base.) After the release of the APEC study, the New Brunswick 

government used that study as an argument that consumers would benefit'5  
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Criticism of the HST from Opposition Parties and the Media 

The HST was negotiated among governments led by four majority-government Liberal parties. So, 

with few exceptions'6, the Liberal parties not only have supported the continuation of the GST, they 

have taken the lead in supporting the sales tax harmonization. At the federal level, the Reform Party 

has in general supported tax harmonization among the provinces, but it did oppose the HST given 

its pessimistic view of the effect of the HST on consumer prices, and its negative view of the $961 

million federal "compensation" transferred to the three participating provinces, money that makes 

up for lost PST revenues'7. The federal Progressive Conservative party, largely through its then 

interim leader Elsie Wayne'8, has spoken out against the deal. The federal New Democratic Party 

has opposed the HST, emphasizing their expectation of consumers bearing a negative burden from 

the new tax scheme, with a disproportionate impact borne by lower income families'9. 

Opposition to the HST has been most acute in Nova Scotia. An indication of the anti-HST feeling 

in that province has been the use of the derogatory abbreviation "BST"2°  acronym, instead of the 

officially-designated "HST" term, by the public and the media in that province. That province's New 

Democratic Party has consistently promised, if elected, to scrap the HST 21. That party made many 

statements suggesting a negative impact on low-income people, but also suggested that consumers 

in general would suffer. The provincial Progressive Conservatives have been less clear on the HST. 

In 1996, after the tax deal was negotiated, their opposition Leader John Hamm stated that he, if 

elected, would cancel the harmonization agreement. Later, during the 1998 provincial election 

campaign, he promised a $17.8-million income tax rebate on heating fuel and increased HST-sales 

taxes on luxury items, promised that tacitly assumed the harmonized sales tax program would stay 

in place22. 
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In New Brunswick, both opposition parties -- the NDP and the Progressive Conservatives --

strongly opposed the HST. The provincial NDP party spoke against the new tax system, basing its 

opposition to the GST-defined tax base and alleged negative impacts on low-income families.23  The 

Progressive Conservatives undertook their own formal study of the HST's impact on families, a study 

that suggested that the new tax regime would only save New Brunswick consumers a negligible $9 

a year per household (and $19 a year for each Nova Scotia family). This study used family 

expenditure data from Statistics Canada, applying the tax rate and tax base changes to family 

consumption basket. But the study did not consider any pass-through cost reductions from businesses 

to consumers". Both provincial parties consistently opposed the passage of the HST bill through the 

provincial legislature. 

The media also emphasised possible negative HST impacts on consumers. We let the following 

headlines speak for themselves: "Atlantic Canadians Fear They'll Pay More When BST Imposed", 

Montreal Gazette, August 12, 1996; "Don't Spend That $255 Windfall Just Yet", New Brunswick 

Telegraph Journal, October 28, 1996; "Consumers to Wait Turn to Reap BST Demands", Halifax 

Chronicle-Herald, November 5, 1996; "BST or HST -- by Any Name We'll All Pay Plenty", New 

Brunswick Telegraph Journal, December 5, 1996; "Tough Tax Times for Atlantic Canadians", 

Halifax Chronicle-Herald, December 30, 1996; "Tax Not Expected to Do Much for Consumers", 

Halifax Chronicle-Herald, March 27, 1997; "Taxpayers Sing the BST Blues", Halifax Chronicle 

Herald. 

The political debate, consequently, at both the federal and provincial levels, has been polarized: 

the ruling Liberal governments supported the tax harmonization plan, and the opposition parties and 

the media opposed it. In February, 1997 a poll came out stating that 71 percent of New 
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Brunswickers opposed the HST". But in July 1997 Statistics Canada released April, 1997 CPI data 

showing that there was no discernable difference in the consumer price movements in the three HST-

participating provinces, vis-a-vis the seven other provinces26. The statistics agency reported that 

"overall, the tax changes were largely offsetting in Nova Scotia and New Brunswick", and that the 

tax changes reduced the CPI by about 1/2 percent. Remarkably, after all the intense debate in the 

media and provincial legislatures, there was little press coverage of Statistics Canada's CPI 

announcement27. But a later poll stated that, after a few months on paying the HST, the percentage 

opposing the HST fell from 71 percent to 56 percent. 

To summarize, the four HST-participating governments stressed that consumers would benefit. 

The APEC study supported their position. But all opposition parties criticized the HST plan, either 

key parts of the harmonization scheme, or the entire scheme itself. The opposition views were 

heavily amplified in the media. The strong opposition, plus negative views about the GST, meant 

that the public has remained strongly opposed to the HST. In the next sections, we investigate how 

the HST affected consumer prices ex post during the first two years of its implementation from April 

1997 to March 1999. Our results are suggestive as to which sides was correct in the debate. 
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DATA SOURCES AND METHODOLOGY 

To assess the effect of the HST on consumer prices in Atlantic Canada, the Consumer Price Indexes 

(CPI) for the harmonizing provinces (New Brunswick, Newfoundland, and Nova Scotia) are used. 

As well, Ontario's CPI is used as a "control group". While the CPI for all-items is used to examine 

the overall impact of the HST on the cost of an average basket of consumer goods and services, the 

CPIs for the eight major components -- Food, Shelter, Household Operations and Furnishings, 

Clothing and Footwear, Transportation, Health and Personal Care, Recreation, Education and 

Reading, and Alcoholic Beverages and Tobacco Products -- are used to assess the impact of the HST 

on consumer prices in each category. Combining this information with the data on average 

household consumption expenditures in each category, we derive the dollar savings (or increased 

spending) for an average income household for each harmonizing province. All CPI data are taken 

from the CANSIM database (Statistics Canada - Catalogue no.62-001-XPB). The household 

expenditure data are taken from the Family Expenditure Survey, 1996 (Statistics Canada - Catalogue 

no. 62-555-XPB). Ontario is chosen as the control group for controlling all other factors (outside 

of the sales tax change) affecting the CPI, since it is the largest province and its CPI mostly 

represents the national trend. Ideally, Prince Edward Island (PET) or Quebec should be used as 

control groups due to their geographical locations. However, PET, as the only non-harmonizing 

province in the Atlantic region is naturally affected by changes (e.g., HST) in its neighbouring 

provinces. Quebec in recent years has partially harmonized its tax base towards the GST base, so that 

province may have experienced recent changes to its CPI on that account alone. 
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The sample period for this study is chosen from January 1991 to March 1999. The relatively short 

sample period warrants some explanation since the CPI data were available from 1978 for most of 

the provinces. We choose January 1991 as a starting date, given that the GST was instituted at that 

time. As the CPI data (see Figure 1) reveal, the GST contributed to a sharp inflationary increase in 

consumer prices in the period immediately following its implementation. Thus, the impact of the 

change from the GST to the HST would be better assessed using only the most recent GST trend. 

Accordingly, data from January 1991 to March 1997(i.e., the pre-HST period) are used to form 

projections for the HST period from April 1997 to March 1999. Figure 2 shows the estimation and 

FIGURE 1 
CPI - All - Items for Canada (CAPALL), 1980-1999 
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FIGURE 2 
The Study Period 
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impact period. 

Turning to our empirical methodology, we adopt a counter-factual analysis in which the consumer 

prices as measured by consumer price indexes, in the absence ofthe HST, are estimated based on the 

pre-HST (i.e., GST) data and compared to the actual CPIs during the HST period. The approach 

consists of the following steps: 

choosing an appropriate time-series forecasting model; 

2 	estimating and evaluating the model using the pre-HST data; 

3 	using the model to form projections for the HST period, which provides estimates in 

the absence of the HST; 

4 	deriving the gross impact by comparing the estimated CPIs to actual data in the HST 

period, and; 

5 	subtracting the change in CPI for the control group (Ontario) from the gross impact 

to derive the net effect. 
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Concerning the first step, there are several standard forecasting methods in time series analysis. 

Examples are regression analysis, exponential smoothing, and Box-Jenkins' AutoRegressive 

Integrated Moving Average (known as ARIMA, see Granger and Newbold (1976)) modelling. 

Preliminary data analyses show that all CPI series are 1(1) and thus non-stationary. Univariate 

ARIMA modelling as well as regression analysis require stationary data. Given that the data also 

present seasonal patterns, transforming the data into stationary series by differencing will result in 

a loss of 12 degrees of freedom. The reduced number of observations available for estimation tends 

to produce high expost forecasting errors in ARIMA models (this approach requires a minimum of 

50 observations for an accurate estimation). With respect to regression analysis, one needs a list of 

independent variables (most likely time-series macroeconomic variables such as unemployment rate, 

interest rates, money supply etc.). Given the fact that most of these variables are non-stationary as 

they follow 1(1), regression approach will involve cointegration analysis and error-correction 

modelling techniques. Due the complexity of this approach and the number of series (32, eight 

components for each province) to be estimated, we decided to adopt the simple exponential 

smoothing model to generate forecasts for the 32 CPI series. 

Exponential smoothing is a simple method of adaptive forecasting. It is an effective way of 

forecasting when there are a few number observations upon which to base a forecast. Unlike 

forecasts from regression models which use fixed coefficients, forecasts from exponential smoothing 

methods adjust parameters based upon past forecast errors. Recent data are weighted more heavily 

than older data, and as data become older, weights decline exponentially. Depending on the nature 

of the data, there are several exponential smoothing models ranging from a single parameter 

smoothing to a double exponential smoothing with either multiplicative or additive seasonal 
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adjustments. Based on expost forecasting accuracy as measured by the Root Mean Squared Error 

(RMSE), we adopt the double exponential smoothing model with additive seasonal adjustments 

(Holt-Winters Additive Seasonal model built in the Econometric Software Eviews 3.1) for deriving 

estimates for the 32 CPI series. The results are presented in the next section. 

RESULTS 

This section presents the results in two parts. The first part contains trend analyses of the CPIs for 

the harmonizing provinces and the control group. The purpose is to identify the trend patterns of 

consumer prices during the sample period and to provide contrasts between the harmonizing and the 

control province. The second part presents our results of the impact of the HST on consumer prices 

and spending for the harmonizing provinces. The impact is measured by both the percentage 

changes in CPIs in each major category and actual dollar savings for an average income household. 

Trend analysis 

Figure 3 shows that while the CPI (all-items) for Ontario (the control province) continued the 

upward trend during the HST period, the CPI trend for New Brunswick was flattened following the 

implementation of the HST. Similar trends exist for Newfoundland and Nova Scotia. (Figures for 

these two provinces are not shown due to space limitation.) This suggests that the HST has had no 

significant inflationary impact on consumer prices over the first two years of the HST. In contrast, 

the GST implemented in January 1991 had caused a significant inflationary impact on the consumer 

price indexes for all provinces. 
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FIGURE 3 
Comparing the CPI-All-Items for Ontario (Control Province) and that for New Brunswick 
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Impacts of the HST on Consumer Prices and Spending 

To assess the impact of the HST on consumer prices, we first generate estimates, in the absence of 

the HST, during the HST period for each CPI component of the HST-participating provinces. Due 

to space limitation, we will not present the forecasting results for all 32 series. Instead, as an 

illustration, we show in Figure 4 the actual (NBP 1) and the estimated series (NBP 1 SM) for NB CPI 

for Food (the first major component). The figure shows that the estimated series (the dotted line) 

follows closely the actual series (the solid line) during the pre-HST period, but diverged sharply in 

the period after April 1997 when the HST was implemented. The difference between the two series 

for each month during the HST period represents the gross change in the CPI. Converting this change 
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FIGURE 4 
Comparing the actual and estimated CPI-Food for New Brunswick 
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into percentage changes and subtracting the percentage change in the corresponding Food CPI for 

the control province (Ontario), we derive the net percentage change in each of the eight component 

CPI for the three HST provinces. The monthly net percentage change is then averaged over the first 

twelve months from April 1997 to March 1998 and the second twelve month from April 1998 to 

March 1999 to derive the annual average percentage changes in each component CPI for each 

province. The results are summarized in Table 1 in which the average percentage changes over the 

two-year period (1997-1998) for each province is also presented. 

As expected, the results in Table I show that consumer prices declined for those sub-components 

with a heavy representation of commodities formerly taxed by both the PST and GST (components 
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TABLE 1 
Net average percentage changes in the CPI components for 1997 and 1998 using Ontario as a control group 

COMPONENT 	 NB 	 NF 	 NS 

1997 1998 1997-1998 1997 1998 1997-1998 	1997 1998 1997-1998 

FOOD 	 -0.93% -0.43% 	-0.68% 	-1.66% -1.56% 	-1.61% 	-0.72% -0.76% 	-0.74% 

SHELTER 	 2.63% 0.99% 	1.81% 	1.44% -1.59% 	-0.08% 	0.95% -1.52% 	-0.28% 

HOUSEHOLD OPERATIONS & 

	

-3.02% -1.49% 	-2.26% 	-3.64% -1.40% 	-2.52% 	-2.98% -0.91% 	-1.95% 
FURNISHING 

CLOTHING & FOOTWEAR 	3.73% 3.14% 	3.43% -3.06% -1.82% 	-2.44% 	3.94% 3.82% 	3.88% 

TRANSPORTATION 	 -0.16% -0.93% 	-0.55% 	1.56% 1.03% 	1.30% 	1.82% 1.75% 	1.78% 

HEALTH & PERSONAL CARE 	-0.09% -0.74% 	-0.42% -0.3 1% 0.34% 	0.02% 	-0.18% 0.09% 	-0.04% 

RECREATION, EDUCATION & 

	

-1.74% -3.72% 	-2.73% 	-0.54% -1.83% 	-1.19% 	-1.43% -3.47% 	-2.45% 
READING 

ALCOHOLIC BEVERAGES & 

	

-3.83% -4.17% 	-4.00% 	-1.92% -4.42% 	-3.17% 	-2.34% -2.98% 	-2.66% 
TOBACCO PRODUCTS 

TOTAL 	 -1.73% -2.18% 	-1.95% 	-2.44% -3.29% 	-2.86% 	-1.52% -2.02% 	-1.77% 
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TABLE 2 
Net dollar savings due to the HST for an average income household using Ontario as a control group 

COMPONENT NB NF NS 

1997 1998 1997-1998 1997 1998 
1997- 

1997 1998 1997-1998 1998 

FOOD -51 -24 -38 -98 -92 -95 -39 -41 -40 

SHELTER 162 61 111 84 -93 -4 66 -105 -20 

HOUSEHOLD OPERATIONS & 
-70 -35 -53 -82 -31 -57 -70 -21 -46 FURNISHING 

CLOTHING & FOOTWEAR 46 39 43 -39 -23 -31 44 43 44 

TRANSPORTATION -3 -16 -9 32 21 26 33 32 32 

HEALTH & PERSONAL CARE -5 -42 -23 -17 19 1 -10 5 -2 

RECREATION, EDUCATION & 
-53 -113 -83 -17 -58 -38 -45 -110 -78 READING 

ALCOHOLIC BEVERAGES & -43 -47 -45 -26 -61 -43 -26 -33 -29 TOBACCO PRODUCTS 

TOTAL -17 -176 -97 -164 -317 -241 -46 -230 -138 
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like household operations, furnishings, recreation, and reading). Price rose for those components 

heavily represented by commodities not formerly taxed by the PST, but taxed by the GST. Such 

components include shelter (including electricity and heating costs), clothing and footwear, and 

transportation (including gasoline costs). The bottom row of Table 1 shows that, overall, consumer 

prices fell given the new HST regime. Prices fell most sharply in Newfoundland, and the overall 

price declines were similar in Nova Scotia and New Brunswick. The sharper fall in Newfoundland's 

CPI makes sense. Through tax harmonization, the province's sales tax rate falls from 12 percent to 

8 percent, a greater fall than for the two Maritime provinces. Furthermore, Newfoundland's sales tax 

base was already partially harmonized to the GST, so consumers did not suffer very high effective 

cost rises through the complete merger of sales tax bases. 

Next we derive the dollar savings for an average income household in each HST- participating 

province by multiplying the percentage change in each component CPI and its expenditure share 

(from the Family Expenditure Survey). These results are summarized in Table 2. Note that, for 

each cell in the two tables, price declines in Table 1 translate into expenditure savings in Table 2 

(we allow for no income or substitution effects in our simple model). Consequently the overall 

results in Table 2 are completely analogous to Table 1. 

First, among the three HST-participating provinces, per-family consumer savings for 

Newfoundland ($317) were greater than that for its Maritime counterparts ($230 in Nova Scotia 

and $176 in New Brunswick). For Nova Scotia and New Brunswick, the difference in consumer 

savings is somewhat difficult to discern. Much of the overall difference can be explained by the 

"shelter" component of the CPI in New Brunswick. This component has risen very fast in the last 

two years because of large electricity price hikes. So the simulated CPI for this component under- 
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predicts the actual CPI by a wide margin, thus creating large (positive) results for this sub-

component. In Nova Scotia (as in New Brunswick), there are the expected consumer losses, for 

electricity, in moving from the GST-only to the full HST rate. But in Nova Scotia cost savings do 

occur, given presumed pass-trough savings to consumers from businesses. 

Second, the greater savings found in the second year (1998) than in the first year (1997) across the 

provinces can be interpreted as increased "pass-through" savings from reduced business costs and 

market adjustment. 

COMPARISON WITH OTHER STUDIES 

Only two agencies - the Atlantic Provinces Economic Council (APEC) and the New Brunswick 

Department of Finance - produced specific forecasts as to the effect of the HST on consumers28. 

As discussed above, APEC produced forecasts as to changes in consumer spending (the totals plus 

a 28-sub-component breakdown). This agency stated, for the 1997 and 1998 years, that consumers 

in Newfoundland, Nova Scotia and New Brunswick would enjoy increased real expenditures by 

$44.9 million, $36 million and $33.4 million respectively (all numbers measured in 1986 constant 

dollars). Applying the relevant consumer price deflators and family population data, these numbers 

translate into consumption spending increases of $289, $181 and $203 respectively. Noting that 

APEC's forecasts were done ex ante, in April 1997, they compare very well to our ex post 

simulations of $317, $138 and $176 (for Newfoundland, Nova Scotia and New Brunswick). For 

comparison purposes, we contrast our 1998 forecast year to APEC's 1997 and 1998 year averages, 

since our 1998 includes the full pass-through effect of reduced business costs. 
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CONCLUSION AND POLICY DISCUSSION 

To summarize, our results largely agree with the findings of the Atlantic Provinces Economic 

Council and the statements made by the HST-participating governments: consumers benefited from 

the HST tax. But several other issues concerning the HST that we have not addressed should at least 

be mentioned briefly. 

First, it could be the case that certain income groups, in particular, low-income families, might in 

fact do worse given the move to harmonize sales taxes. We did not look at this, and to do so would 

require re-calculating an aggregate "low-income family's" CPI index (using perhaps the same 

simulated sub-component indexes shown in Table 1 above, but with different basket weights). We 

suspect that poor families would at best benefit proportionately less than wealthier families. To that 

end, both the Nova Scotia and New Brunswick governments have expanded tax credit programs for 

poor families, as a compensation measure for bringing in the HST. An interesting exercise would 

be to calculate the gain (or loss) to poor families, given the HST, and to compare that change to the 

compensating programs under the various tax credit systems. 

Second, there is the issue of anticipated tax revenue losses by the three participating provincial 

governments. It is fairly straightforward to calculate expected sales tax revenue losses (see 

Murrell[ 1996]), and these losses can then be contrasted to the federal subsidy given to the three HST 

provincial governments. An interesting question is whether the participating governments, at least 

in the short run, gained or lost (in terms of pure revenue) on the deal. 

A related question has to do with why only three small and poor provinces chose to harmonize 

sales taxes. Part of the reason, perhaps, was that - although the consumers in the three signing 
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provinces gained from the HST - consumers in other provinces might have in fact lost from the same 

HST deal. Our results, in other words, cannot immediately be extended to consumers other 

provinces. The three participating provinces had the three highest sales tax rates in the country, and 

reducing those high tax rates to 8 percent (along with changing the tax bases) ended up benefiting 

consumers. But sales tax rates in Quebec, Ontario and in the western provinces are clearly lower 

than the old PST rates in the participating provinces. It might have been the case than in the other 

provinces consumers would lose, given an HST rate of 15 percent. Prince Edward Island, with a 

marginally lower rate of 10 percent, did not join the agreement, partly given the relatively low 

reduction in the PST rate. And obviously consumers in Alberta -- to take the extreme limit of a 

province with a zero tax rate -- would lose. 

Indeed, in Newfoundland, which realized the largest consumer gains with HST, opposition to the 

HST was the weakest. And in Prince Edward Island, with a 10 per cent PST, consumer gains could 

be expected to be from very small to non existent. Perhaps the absence of gains to consumers 

explains why Prince Edward Island chose not to harmonize. Consequently the federal government 

might want to design a sales tax harmonization scheme to ensure that all consumers benefit, as a 

way of inducing all provinces to harmonize. 

Finally, most economists support the efficiency arguments for tax harmonization. Yet the failure 

for bringing in the seven non-participating provinces might be the result of the federal government 

insisting on a harmonized, equal sales tax rate. The pre-harmonized sales tax rates among the 

provinces were so unequal as to perhaps preclude unanimous agreement on a uniform tax rate. But 

perhaps agreement on a harmonized tax base, without a harmonized tax rate, would have been a 

more achievable goal. The participating provinces could have agreed on a uniform tax base such as 
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the GST tax base, but then agree to be allowed to set their own tax rates. Such a scheme is analogous 

to the current personal income tax system. Yet the efficiency gains for having a common tax base, 

vertical and horizontal, would be retained. The questions of impacts on consumers, for such a 

scheme, would still have to be answered , but the ultimate goad of full-fledged sales tax cooperation 

could be attained. 
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NOTES 

'The original memorandum of understanding (MOU) was announced on April 23, 1996, so 
there was some policy discussion from this earlier date onwards. 

2The debate led to the GST rebate being granted for low income families. For example, see our 
discussion in the conclusion of this article. 

3That is, we ignore the general equilibrium effects of having changed provincial government 
revenues, and corresponding effects on provincial expenditures that might flow through in the 
form of changed personal incomes. This point will be taken up in the text below. 

'The April 23rd MOU was signed by the three HST-participating provinces, but the issue was 
also heavily-discussed in Prince Edward Island, since it was the sole Atlantic Canada province 
not taking part in the harmonization scheme. 

limitations preclude any discussion on the history of tax harmonization. For a good, 
complete discussion of the theory and political economy of tax harmonization, see Bird (1984), 
Thirsk (1980) and Pigeon (1995). For a discussion on the historical progress of sales tax 
harmonization in Canada, before the HST was signed, see Domingue (1991, 1994) and Murrell 
(1996b). 

'For a concise description of the HST, see Finance Canada, "Sales Tax Harmonization: 
Detailed Agreements Reached", Press Release, October 23, 1997. For a detailed description of 
the tax, see Harmonized Sales Tax: Technical Paper, Issued Jointly by the Governments of 
Canada, Nova Scotia, New Brunswick, Newfoundland and Labrador. 

7See Finance Canada News Release, Oct. 23, 1996. 

80n October 23, 1996, the federal government and the three HST-participating provinces all 
put our respective news releases on the HST. Especially with the harmonization arguments 
promoting economic efficiency, the respective provincial governments tended to repeat 
statements made by the Government of Canada .See Finance Canada, "Sales Tax Harmonization: 
Detailed Agreements Reached", Press Release, October 23, 1996. 

9Other items where the HST would raise tax-included prices include personal services (such as 
haircuts, and plumbing and electrical services in the home), transactions on new housing and 
land, legal/accounting fees, stamps and other items. The list of items in the text and in this 
footnote come from the Government of New Brunswick, "33 Frequently Asked Questions About 
the HST", The Harmonized Sales Tax, October 23, 1996. 

"°See Finance Canada, "Sales Tax Harmonization: What it Means for Consumers and 
Businesses", Press Release, October 23, 1996. 
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"The provincial tax rate would fall from 12 to 8 percent, whereas in New Brunswick and 
Nova Scotia the tax rate would fall from 11.77 to 8 percent. 

12 See  Government of Nova Scotia, "What It Means for Consumers", The Harmonized Sales 

Tax, October 23, 1996. 

"See Government of Nova Scotia, "Background on the Harmonized Sales Tax", March 26, 

1997. 

"See the handout, "Average Annual Savings per Family", given out as part of an information 
package to the media, by the Government of New Brunswick, Oct. 23, 1996. See also the 
Government of New Brunswick, "Blanchard: HST Government is an Excellent Deal for New 

Brunswick", Press Release, October 23, 1996, p.  3. 

"See Communications New Brunswick, "Blanchard Addresses Senate Committee", Press 

Release, March 4, 1998. 

"The only exception, among the Atlantic provinces, was the Government of Prince Edward 
Island, which refused to go along with the deal. As well, federal Liberal delegates to their policy 
convention wanted a change to the GST tax base, voting to remove the federal sales tax portion 
of the HST from heating oil, electricity, and children's clothing. The federal government has 
ignored this resolution. See "Liberal Delegates Emphasize Debt Reduction", The Globe and 

Mail, March 21, 1998. 

"7Reform's opposition was led by Finance Critic Monte Solberg. He stated that the HST could 
increase sales taxes by $84 million, mostly due to increases in gasoline sales taxes. See 
"Harmonized GST equals Tax Grab: Reform", New Brunswick Telegraph Journal, May 30, 

1996. 

18At the time the HST was being debated, there were only two Progressive Conservative MPs 
in the House of Commons. MP Elsie Wayne, representing a riding in New Brunswick, took the 
lead in opposing the HST. See "Harmonized GST Based on a Bribe: Bloc", New Brunswick 

Telegraph Journal, April 24, 1996; "A High Price for a Hasty Promise", New Brunswick 

Telegraph Journal, February 13, 1997; "Flawed HST Will Have a Negative Impact, Saint John 

MP Warns", New Brunswick Telegraph Journal, March 7, 1997. 

"See "McDonough Assails Blended Sales Tax", The Globe and Mail, May 16, 1997. 

200stensibly the abbreviation could stand for "blended sales tax", but the anti-HST forces have 
other reasons for using the unofficial abbreviation. 

21 See "NDP Would Scrap the BST, Eye Big Business Deals", Halifax Chronicle Herald, 

February 24, 1998; "Tories Team Up with NDP Over Tax", Halifax Chronicle Herald, 
November 23, 1996; "BST Dominated Taxing Session of Legislature", Halifax Chronicle 

Herald, December 21, 1996. 
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22See "BST Could Work -- Hamm", Halifax Chronicle-Herald, Dec. 6, 1996; "Hamm Offers 
BST Relief', Halifax Chronicle-Herald, February 24, 1998; "Make the Rich Pay", Halifax 
Chronicle-Herald, "N.S. Tories Promise to Slay the BST Dragon", The Globe and Mail, 
February 24, 1998. 

23"Weir Demands Details of the Sales Tax Plan's Impact", New Brunswick Telegraph Journal, 
September 13, 1996; "NDP Leader Says New Tax Plan in Bound to be a Disappointment to New 
Brunswickers", New Brunswick Telegraph Journal, October 4, 1996. 

24See "New Brunswickers Will Not Be Duped", New Brunswick Telegraph Journal, 
September 11, 1996; "The Trouble With McKenna's Tax Numbers", The New Brunswick 
Telegraph Journal, September 14, 1996; "Valcourt: The Senate Should Reject HST Bill", 
Fredericton Daily Gleaner, March 4, 1997; "Beware Liberals Bearing Gifts -- Valcourt", New 
Brunswick Telegraph Journal, August 17, 1996. 

25"We Hate the HST Less", New Brunswick Telegraph Journal, October 1, 1997. This article 
furnished no data as to the level of opposition for Atlantic Canadians as a whole. 

26See Statistics Canada, The Consumer Price Index, April 1997. 

27We could only find newspaper article discussing the April, 1997 CPI numbers: "Price Fall 
Deflates HST Foes: Blanchard", New Brunswick Telegraph Journal, July 21, 1997. For the 
Statistics Canada discussion, see Statistics Canada, The Consumer Price Index, April 1997, Cat. 
No. 62-001-XPB, Vol. 76, No. 4, p. 9. 

28See the Atlantic Provinces Economic Council (1997), p.  21 and Department of Finance 
"Average Annual Savings per Family", unpublished handout (1997). 
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