A Business Case for MAINTAINING the

GST/HST Visitors Rebate Program


On September 25, 2006, as part of overall expenditure reductions, the federal government announced its intention to amend the Excise Tax Act to eliminate the GST/HST Visitor Rebate Program as of April 1, 2007.

The government claims this measure would save $78.8 million a year—an amount that grossly understates the program’s importance to Canada’s $62.7 billion tourism economy.  

The $78.8 million total includes only the GST/HST rebates processed by the federal government’s Visitor Rebate Centre in Summerside, PEI., and duty-free shops.  (Travellers may claim rebates of the GST/HST paid on eligible short-term accommodation and on the goods they buy to take home with them.)  According to the government, it reflects a take-up rate of just 3% of the total number of eligible claimants.

The 3% take-up rate may be misleading. When we make the plausible assumption that each claim is filed on behalf of a travel party rather than an individual, the percentage claimant rate is likely to increase. Moreover, this take-up rate must be seen against the backdrop a highly confusing and complex application process which is widely seen as a deterrent to applications.

Nor does the government’s figure reflect the program’s value in terms of Canadian tour packages sold in foreign markets, and of foreign conventions held in Canada where at least 75% of participants are non-residents.  The current program allows tour operators to price the packages they sell in foreign markets exclusive of GST/HST, resulting in an average 6% price difference that makes them competitive in a market where other countries do the same with their tourism offerings.  Therefore, the take-up rate is effectively 100% for tour operators and convention planners.  

Thus, the real value of the GST/HST Visitor Rebate Program is likely many times higher than the $78.8 million figure cited by the government.  For example, a single major Canadian tour operator reports that the program produced $5.5 million in GST savings for its inbound customers in 2005 alone.  In sum, this market constitutes a substantial and lucrative business sector for Canada and one that must not be jeopardized.

Clearly, the government did not consider these implications in its decision to cancel the program, which it made without consulting the tourism industry. Finance Canada Sales Tax officials themselves do not even have data pertaining to the impact of the GST/HST Visitor Rebate Program on Canada’s volume inbound markets.  

TIAC is seeking to quantify the total value of the GST/HST Visitor Rebate Program for the Canadian package tour, convention and accommodation segments, and to gauge its implications for the Canadian economy and government revenues.  This is the kind of due diligence that Finance Canada officials should have undertaken before the decision to cancel the program was made.

Because a third of Canadian tourism revenues derive from spending by international visitors, the GST/HST Visitor Rebate Program was developed in the early 1990s to acknowledge tourism’s status as an export industry.  Export industries are typically exempt from value-added taxes like the GST, and the program was designed to remove the GST/HST from the Canadian tourism equation for international visitors.  This policy is consistent with all of the OECD countries and all of Canada’s tourism competitors. The decision to cancel the program arbitrarily revokes the tourism industry’s export status, even though it continues to serve as a significant source of foreign currency revenue.  Again, this decision singles out tourism for different treatment than all other exports.

Now, companies selling package tours in foreign markets would be forced to add a 6% supplement to their total selling price, rendering Canada less competitive as a tourism destination in overseas markets.  And for tours and conventions taking place after April 1, 2007, that have not already been booked, the companies will have to absorb the difference themselves, as in many cases the pricing has already been set and the brochures printed and distributed.

Visitor Rebate Programs have been a fact of international tourism life since the 1980s and have been implemented in virtually all OECD countries, including Australia, Korea, Mexico and all of the European Union states.  And a number of those countries are taking steps to expand the coverage of their programs and make them more accessible to travellers.  Canada would be the only country among the top twenty (measured by tourist arrivals) that does not provide a visitor refund program for our international visitors.

The Canadian tourism industry cannot afford the added loss of competitiveness that cancellation of the GST/HST Visitor Rebate Program entails at a time when it has already been hit hard by decreased visitation from its primary international tourism market, the United States.  Visits by American residents to Canada are already down 28% (2000 vs. 2005) because of a combination of factors that include the rapid appreciation of the Canadian dollar, rising fuel costs, delays and the perception of increased “hassle” at the border, and uncertainty and confusion about border documentation requirements under the Western Hemisphere Travel Initiative.

Any loss of Canadian tourism revenue translates into a loss of Canadian jobs and a loss of revenue for the government.  The industry already generates an estimated $15.3 billion a year in government revenues, including a federal share of $7.7 billion.
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