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with relatively high rates on business property. Two options could rectify this 
problem: 

Equalize property tax rates across business classes. 

Determine ranges of fairness and thresholds based on average property tax rates 
in municipalities for different major classes and require all tax rate changes to 
move toward this range. 

To attract and retain highly skilled workers, BC could make the province's middle and 
top marginal income tax rates more competitive. Specifically, BC could gradually 
collapse its top three marginal rates (14.7%, 12.3%, and 10.5%) with the ultimate goal 
of moving toward a single tax rate on personal income. 
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Introduction 1 

Primarily due to the Provincial Sales Tax (PST), BC's tax system poses a challenge for 
the province in terms of attracting investment and facilitating economic growth. 
Without a more competitive system, BC risks losing entrepreneurs and investment 
that may gravitate elsewhere. Inaction ultimately means fewer opportunities and less 
prosperity for British Columbians. 

Indeed, the work of British Columbia's Commission on Tax Competitiveness is 
important to the long-term prosperity of the province, and we are grateful for an 
opportunity to provide input. This submission discusses the importance of a 
competitive tax system, highlights the competitiveness challenge that BC faces with the 
reinstatement of the PST, and provides options for reform that will improve the tax 
system. 

The Fraser Institute is a non-profit, non-partisan research and education organization. 
It is fully independent from government and does not represent the interests of 
specific groups or individuals. Our ultimate goal is to provide recommendations that 
will increase the general well-being of all British Columbians and the level of 
prosperity in the province. 

Organization of the submission 

The submission is divided into two main sections. The first section discusses the 
impact of taxes on economic behaviour and how different taxes impose different 
economic costs on society. The second contains two major components: the first is a 
brief overview of BC's performance on three important taxes (business, property, and 
personal income taxes) and the second is some reform options for each area of 
taxation. 

t I would like to thank Hugh Macintyre and Feixue Ren, analysts at the Fraser Institute, for their 
assistance in preparing this submission. 
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Since consumption taxes discourage people from consuming, they increase the 
incentive to save. Increased savings finance investments in machinery, equipment, 
new technologies, and research and development. These types of investments make 
workers more productive, which ultimately results in higher wages; they also result in 
a stronger economy with more job opportunities and better living standards. 

In short, consumption taxes are less damaging to economic activity than other taxes 
like personal income and capital-based taxes. And that is something that economists 
from across the political spectrum generally agree on. 

The economic costs of different taxes 

Numerous academic and government studies have estimated the economic cost of 
different types of taxes. For example, the federal Department of Finance calculated the 
economic gain to society from a dollar reduction in various types of taxes (see Canada, 
Department of Finance, 2004). The calculations are reproduced in figure 1 and show 
the long-term economic costs to society imposed by the country's main taxes.9 

The Department of Finance study found that taxes on production-including sales 
taxes on capital goods purchased by businesses (the PST), personal income taxes on 
investment income, and corporate income taxes-impose substantially larger burdens 
on society than consumption taxes (the HST). Specifically, the study estimated the 
benefits of different types of tax cuts on economic well-being. For example, decreasing 
sales taxes on capital goods purchased by businesses (the PST) by $1.00 and imposing 
an offsetting $1.00 increase in consumption taxes (the HST) would result in a net 
increase of $1.20 ($1.30- $0.1 0) in society's well-being (see figure 1 ). Unfortunately, 
this improvement in social welfare was reversed when British Columbia restored the 
PST in 2013. 

Returning to the PST was a giant step backwards in BC's tax mix 

Under the HST, all business inputs (including machines, equipment, materials, energy 
and other items) used by entrepreneurs to produce and sell their goods and services 
were exempt from sales taxes. Now, under the PST, sales taxes are applied to business 
inputs in addition to many of the goods British Columbians purchase. Most critically, 

9 For other research into the economic costs of taxation, see Dahlby (2012) and Ferede and Dahlby 
(2016). Also, see Clemens et al. (2007) for a complete literature review on marginal efficiency cost and 
marginal excess burden (MEB) calculations. 
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Figure 1: Gain in Economic Well-Being to Society 
per Dollar of Tax Reduction 

Capital Cost Allowance 

Sales Tax on Capital Goods 

Personal Capital Income Tax 

Capital Tax 

Corporate Income Tax 

Avg Personal Income Tax 

Wage Tax 

Consumption Tax 

$0.0 $0.2 $0.4 $0.6 $0.8 s 1.0 $1.2 

Source: Canada, Department of Finance (2004) 

Notes: 

s 1.4 s 1.6 

(1) Revenue loss is assumed to be covered through "lump-sum" taxation. Welfare gains are calculated in dollars 

as the gain in economic well-being per dollar of tax reduction. 

(2) The estimate for an increase in capital cost allowances (CCA) is for new capital only. Increasing CCA is not a 

tax reduction per se, but rather an increase in a deduction against corporate income taxes. 

the PST applies to capital inputs, which increases the cost of investing in plants, 
machinery, equipment, and new technologies like computers and software. The PST 
makes it more expensive for businesses to invest, expand, upgrade, and innovate 
because the tax increases the cost of investment. As a result of the increased costs, the 
PST discourages business investment. 

Some 40% of the government's $6.4 billion PST revenues are derived from businesses 
buying the things they needed to produce goods and services (British Columbia, 
Ministry of Finance, 2010). In other words, approximately 40% of British Columbia's 
PST is a tax on production (business inputs) rather than consumption (final sales of 
goods and services). 
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The relatively brief period where the HST was implemented (201 0 to 2013) marked a 
significant improvement in Be's tax mix. By reforming the province's sales tax to 
focus on final sales and not investment, BC markedly improved its competitiveness 
and dramatically reduced the cost of investing in the province. 

Like the federal Goods and Services Tax (GST), the HST only taxed the value added by 
the business selling the good or service. In other words, all inputs into the creation of a 
product and service were exempt from the HST. This is the HST's greatest benefit. 
Meanwhile, under the PST, items purchased by businesses to produce those products 
and services are now subject to sales tax. Again, the PST has increased the cost of 
investing in BC and has adversely affected the provincial investment climate, making 
British Columbia a less attractive place for investors to set up operations or expand. 
This is why reforms aimed at improving the competitiveness ofBC's tax system are 
critical for the province. 

2. How BC Compares on Key Taxes 

Throughout the 2000s, BC made tremendous progress in strengthening its provincial 
investment climate, in part through personal and business tax reform. While tax 
reform has served the province and its citizens well by helping usher in a period of 
economic growth and prosperity, 

10 
there remain areas of taxation where BC is either 

not competitive or does not maintain a significant advantage. Indeed, significantly 
more can be done to improve the competitiveness of BC's tax system and encourage 
individuals and businesses to undertake productive economic activities. Business tax 
reform in particular is desperately needed in light of the PST's reinstatement. 

This section examines Be's performance relative to the other provinces in three key 
areas of taxation: business taxes, property taxes, and personal income taxes. Reform 
options are provided for each area. The principle guiding the options is that tax 
reform is an ongoing issue that should be approached from a longer term perspective; 
changes that take place in other provinces should be factored into BC's ultimate plan. 

10 
A 2008 study by economist Bev Dahlby assessed the economic impacts ofBC's 2001 tax cuts on 

production and found that the cuts had a profound impact on economic growth, and will continue to 

exert long-term positive effects that will benefit generations to come (Dahlby and Ferede, 2008). 
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Figure 2: Marginal Effective Tax Rate on Capital 
Investment in BC and Key Provincial Competitors, 2014 

BC (with PST) 

I 
I 
I 

27.5% 

Saskatchewan 24.3% 

Canada 19.0% 

Ontario 18.2% 

Alberta 

0% 5% 1 0% 15% 20% 25% 30% 

Sources: Chen and Mintz (2015); calculations by authors 

Note: The marginal effective tax rate (METR) is a comprehensive measure of a jurisdiction's business tax 

regime. The METR takes into account differing tax bases, the presence of tax credits, and other characteristics of 

provincial tax systems that are not readily apparent in a simple comparison of statutory tax rates. 

Business tax reform options 

>> Introduce a complete sales tax exemption on all business inputs 

BC could offset the negative effect of restoring the PST on the provincial investment 
climate if it introduced a complete sales tax exemption on all business inputs 
including machinery, equipment, and technology. Something similar was attempted 
in 2001 but the province limited the exemption by narrowly interpreting the types of 
machinery and equipment, and manufacturing companies, that qualified (Wang, 
2004). Indeed, the exemption was not available to most businesses and resulted in 
major administrative challenges that eventually deterred many companies from 
seeking eligibility. Because sales taxes on capital goods (such as machinery and 
equipment) are among the most economically damaging types of taxes, this option 
should be high priority. A move in this direction would at the very least resurrect a key 
recommendation from the government's Expert Panel on Business Tax 
Competitiveness (2012) and introduce a refundable investment tax credit equal to the 
PST paid on machinery, equipment, and technology (such as computer software). 
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Personal income tax reform options 

>> Make personal taxes on highly skilled workers more competitive 

To attract and retain highly skilled workers, and to encourage productive economic 
activity, BC could make the province's middle and top marginal income tax rates 
more competitive. Specifically, the province could aim to gradually collapse its top 
three marginal rates ( 14. 7%, 12.3%, and 10.5%) with the ultimate goal of moving 
toward a single tax rate on personal income. Reducing BC's middle and top marginal 
rates would harness the productive energies of skilled workers, business owners, and 
entrepreneurs. 

More significantly, a longer-term goal for BC could be to move to an integrated 
approach to business and personal income taxation by instituting an overall flat tax. 
Under a flat tax, all sources of income-capital gains, business income, wages and 
salaries, and interest income-are taxed at one rate. In addition, all savings and 
investment are exempt from the tax, which gives businesses incentives to increase 
investment and encourages individuals to work, save, and take entrepreneurial risks.

18 

3. How to Pay for Tax Relief 

Of course, the tax reform options outlined above will have significant fiscal costs to 
the provincial budget. Here, we briefly touch on ways the government can mitigate the 
impact on its bottom line. 

1. Use the budget surplus to enact pro-growth tax reform 

Based on the province's first quarterly update, the BC government expects to run an 
operating surplus amounting to $1.9 billion in the 2016/17 fiscal year (British 
Columbia, Ministry of Finance, 2016). This surplus provides fiscal flexibility for the 
government to undertake some of the tax reform options outlined above. 

2. Enact revenue-neutral tax reform by broadening the tax base 

The government could broaden the tax base to create the fiscal capacity for some of 
the tax reforms outlined in the previous section. While the ideal case would be to 

'~See Clemens (2008) for a detailed analysis of the case for a flat tax. Stanford University Professor 
Alvin Rabushka calculated that BC could introduce a flat tax at less than 8% and collect the same 
amount of revenue as it currently does (Rabushka and Veldhuis, 2008). 
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broaden the PST consumption base (by removing special exemptions on certain goods 
and services), this may not be politically feasible. Fortunately, other base-broadening 
options are available to create the fiscal room for pro-growth tax reform. To gain 
revenue in the least economically damaging manner, the government can either 
eliminate or significantly scale back tax credits offered through the personal and 
business tax systems. Doing so would provide the added benefit of simplifying the tax 
code. 

The provincial government currently offers a litany of tax credits that narrow the tax 
base, which means a higher tax rate is required to raise the same amount of revenue. 
For instance, film and television tax credits now cost the provincial government $491 

million in lost revenue. Many of these tax credits have questionable economic value, 
while others reward activities that would have still been undertaken in the absence of 
the tax credits. They also unfairly provide special benefits or privileges to certain 
individuals or businesses at the expense of others. Rather than further distort the tax 
system with special privileges to some groups, a more effective approach is to reduce 
tax rates more broadly to benefit all British Columbians. 

3. Refrain from increasing taxes that are highly economically 
damaging 

Finally, BC should refrain from increasing taxes to garner revenue for other tax 
reductions. As the earlier discussion of taxes explained, this approach has widespread 
and damaging consequences, particularly if the tax increase is on personal income or 
capital-based taxes. 

Conclusion 

Before looking for a solution, one must identify the problem. Thankfully, with 
establishment of the Commission on Tax Competitiveness, the BC government seems 
to recognize that returning to the PST has left the province with a major tax 
competitiveness problem. But while the creation of the Commission is a positive 
development (as was the creation of the previous Expert Panel on Business Taxation), 
ultimately British Columbians need action, not just more study. 
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