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Why is GST a good idea?

» Taxes are generally distortionary for taxpayers:
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Why is GST a good idea?

» Taxes are generally distortionary for taxpayers:

» Encourage substitution from work to leisure (income tax or
consumption tax).

» Encourage less saving by depressing after-tax interest rates
(income tax).

» Encourage substitution between goods (non-universal
consumption tax).

» These distortions are a dead-weight cost of reallocating money
from taxpayers to the government.

» Universal GST represents one of the least distortionary ways
to raise tax, and therefore is preferable to other taxes from an
efficiency point of view.

NEW ZEALAND INSTITUTE FOR THE STUDY
OF COMPETITION AND REGULATION

Toby Daglish Tax Internet



Why do people buy on the internet?

» Variety: availability of stores/products not physically present
in home town.
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Why do people buy on the internet?

» Variety: availability of stores/products not physically present
in home town.
» Convenience: reduces search costs.

» Price: products may be cheaper when purchased over the
internet.

» Efficiency (e.g. managing a warehouse rather than a store).

» Different labour/rental costs (e.g. being based in China rather
than Downtown Auckland).

» Tax.
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“[Sales taxes] are becoming roadkill on the information

superhighway” — Newman (1995)

» Purchasing (sub $400) items on the Internet allows buyers to
avoid GST payments.
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“[Sales taxes] are becoming roadkill on the information

superhighway” — Newman (1995)

» Purchasing (sub $400) items on the Internet allows buyers to
avoid GST payments.

» Many books, clothes, etc would fit this category.

» A similar situation exists in the USA, where state sales taxes
are not levied on out-of-state purchases.

» Einav, Knoepfle, Levin and Sundaresan (2012) examined
responses by Ebay shoppers to sales taxes.
» Households prefer to buy in-state [home bias], but buy out of
state in response to taxes.
» If sales taxes rise by one percent:
> Online purchasing out of state rises by 1.8%.
> The volume of sales at in-state online retailers falls by

. %
approximately 3-4%.
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What does this mean for Middle Earth?

» Applying GST on imported goods would be a reverse situation
to Einav's: we're now making foreign goods less desirable
than they were (i.e. consumers will want domestic goods more
than imports).
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What does this mean for Middle Earth?

» Applying GST on imported goods would be a reverse situation
to Einav's: we're now making foreign goods less desirable
than they were (i.e. consumers will want domestic goods more
than imports).

» Applying Einav et al's numbers to NZ (15% GST) we might
anticipate that levying GST on offshore purchases would:

» Cause foreign retailers to lose 45-60% of their sales to New
Zealand.
» Cause NZ online retailers to gain 27% additional sales.
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Is levying GST on imports good?

> Foreign exporters: no. Lose sales as customers switch
domestically.
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» Collect more GST revenue.

» Collect more income tax (from domestic firms).

» Can remove more distortionary taxes (GST is
non-distortionary) and still balance budget.

Households, revisited, yes.
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Foreign exporters: no. Lose sales as customers switch
domestically.
Domestic retailers: yes. Gain sales as customers switch
domestically.
Households, first pass, no. Raising taxes on their purchases
will reduce their consumption.
Government: yes.

» Collect more GST revenue.

» Collect more income tax (from domestic firms).

» Can remove more distortionary taxes (GST is

non-distortionary) and still balance budget.

Households, revisited, yes.

» Raised GST collection will be offset by reductions in other

taxes (e.g. income).
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Is levying GST on imports good?

Foreign exporters: no. Lose sales as customers switch
domestically.

Domestic retailers: yes. Gain sales as customers switch
domestically.

Households, first pass, no. Raising taxes on their purchases
will reduce their consumption.
Government: yes.
» Collect more GST revenue.
» Collect more income tax (from domestic firms).
» Can remove more distortionary taxes (GST is
non-distortionary) and still balance budget.
Households, revisited, yes.
» Raised GST collection will be offset by reductions in other
taxes (e.g. income).
» Distortions due to old taxes and asymmetric GST giBatmEN . rre ros e srooy
removed.
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Can it be done?

» Given economic benefits of GST collection, is it too expensive
to collect?
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» Given economic benefits of GST collection, is it too expensive
to collect?

» Electronic transactions currently evade taxes.
» De minimis for physical goods:

New Zealand ($NZ 226-399).

Australia ($NZ 1229.32).

Canada ($NZ 23.73).

China ($NZ 95.32).

South Korea ($NZ 164.28).

United Kingdom ($27.96).

USA ($237.74).
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» Given economic benefits of GST collection, is it too expensive
to collect?

v

Electronic transactions currently evade taxes.

v

De minimis for physical goods:
New Zealand ($NZ 226-399).
Australia ($NZ 1229.32).
Canada ($NZ 23.73).

China ($NZ 95.32).

South Korea ($NZ 164.28).
United Kingdom ($27.96).
USA ($237.74).

Clearly, other countries are managing to collect taxes on small

transactions.
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Possible solutions

» Force households to bear transaction costs if GST not paid in
advance (e.g. item held at post-office if not franked).
Encourage compliance by large retailers (e.g. Amazon).
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Possible solutions

» Force households to bear transaction costs if GST not paid in
advance (e.g. item held at post-office if not franked).
Encourage compliance by large retailers (e.g. Amazon).

» Have credit card companies collect GST on foreign
transactions. [Does make type 2 errors where purchases are
consumed overseas].

> Tax treaties: we collect foreign countries’ GST in exchange for
their collecting ours.
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