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Summary

B There is a common misperception in Can-
ada that top income earners do not pay their
share of taxes and that increasing taxes on this
income group is an effective way to generate
significant additional government revenue.

B However, high-income families already pay
a disproportionately large share of all Cana-
dian taxes. Indeed, the evidence shows that the
top 20 percent of income-earning families pay
nearly two-thirds (63.2 percent) of the coun-
try’s personal income taxes and more than half
(54.7 percent) of total taxes.

B In contrast, the bottom 20 percent of
income-earning families are estimated to pay
only 1.0 percent of all federal and provincial
personal income taxes and 2.3 percent of to-
tal taxes in Canada. This is, in part, due to the
progressivity of Canada’s tax system, where the
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share of taxes paid typically increases as in-
come rises.

B Raising taxes on high-income earners ig-
nores the economic consequences of tax rate
increases and the associated behavioural re-
sponses of taxpayers when faced with higher
tax rates or new taxes. In response to a tax
increase, many taxpayers will change their
behaviour in ways that reduce their taxable
income through tax planning, avoidance, or
evasion that results in governments raising less
revenue than anticipated.

B Tax increases also reduce Canada’s com-
petitiveness with other industrialized coun-
tries, particularly the United States. Specifically,
increasing taxes on top income earners makes
Canada a less attractive place to live and to
work for highly skilled people such as doctors,
scientists, managers, and software engineers.
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Introduction

Raising taxes on upper income earners is often
proposed as a solution to generate additional
tax revenue while ensuring that all Canadians
pay their share of taxes. The federal govern-
ment used this focus on income distribu-

tion and taxes as part of its justification for a
recent tax increase on upper income earners.
Indeed, in 2016, the federal government added
a new top federal income tax bracket, raising
the top federal tax rate from 29 to 33 percent
on income over roughly $200,000 (Blatchford,
2015). In recent years, some provinces have
similarly boosted provincial income tax rates on
upper income earners.

However, this policy is largely based on misper-
ceptions about the distribution of taxes paid by
income groups in Canada. This bulletin dem-
onstrates that top income earners in Canada
actually pay a disproportionate share of income
taxes relative to other income groups, primarily
due to the progressive nature of the country’s
tax system. Indeed, the current share of taxes
paid by high-income earners greatly exceeds
their collective share of income.

Measuring the distribution of taxes

This bulletin calculates the share of taxes that
different income groups pay using the Fraser
Institute’s Canadian Tax Simulator (2021), which
incorporates data from Statistics Canada’s
SPSD/M program. Specifically, the simulator
estimates the taxes that Canadians pay to fed-
eral, provincial, and municipal governments.

Although personal income taxes (PIT) are paid
by individuals, the study examines data on
families! because individual income is not the

1 Unattached individuals are also considered to be
families in this analysis.
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Table 1: Family Income Range by Quintile

Bottom 20% SO to $55,600
Quintile 2 $55,601 to $91,913
Quintile 3 $91,914 to $138,698
Quintile 4 $138,699 to $206,266
Top 20% Above $206,267

Source: The Fraser Institute's Canadian Tax Simulator, 2021.

best indicator of each person’s well-being. For
instance, an individual may earn little or no
income, while their spouse or partner is in the
top 20 percent of income earners in Canada.
Under these circumstances, the first person is
considered to be a low-income earner if we only
analyze individual income. In reality, that per-
son’s well-being is much higher than their indi-
vidual income suggests because they are part of
a family that is at the top end of the income dis-
tribution. For instance, someone with $10,000
in income who is married to a person with
$200,000 in income would belong to a family
that ranks among the top 20 percent of Canadi-
an income earners. Put simply, family income is
the best determinant of one’s income group.

This bulletin reviews the current proportion
of taxes that each income group pays. In other
words, it compares total income earned to
total taxes paid. Canadian families are divid-
ed into five groups (quintiles) based on their
total income,” with each group containing 20
percent of all families in the country. The first
quintile consists of the bottom 20 percent of

2 Total income includes wages and salaries, invest-
ment income, and government transfers.
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Figure 1: Share of Personal Income Taxes Paid and Total Income Earned by Quintile, 2021
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Source: The Fraser Institute’s Canadian Tax Simulator, 2021.

income earners and the fifth quintile comprises
the top 20 percent. Table 1 shows the income
range for each quintile. Quintile 1, for instance,
is for a family income ranging from SO to
$55,600, whereas the fifth quintile represents
families earning more than $206,267.

Personal income taxes

As figure 1 shows, the share of income earned
and personal income taxes paid varies widely
by quintile. The bottom 20 percent of fami-
lies ranked by income pay only 1.0 percent of
all federal and provincial income taxes while
receiving 5.5 percent of the total family income
in Canada. Put differently, the share of total
income received by the first quintile is nearly

6 times larger than their share of income taxes
paid. The next three quintiles have somewhat
similar results. Families in quintiles two, three,
and four pay a smaller share of personal income
taxes than their share of income. Specifical-

ly, the second quintile pays 4.7 percent of all
income taxes while receiving 10.8 percent of all
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income. Likewise, the share of income earned
exceeds the share of PIT paid for the third and
fourth quintiles by 5.7 percentage points and
2.8 percentage points, respectively.

In contrast, the top 20 percent of families is
the only quintile that pays more in PIT than its
share of total reported income. The fifth quin-
tile pays approximately two-thirds of all person-
al income taxes (63.2 percent) in Canada, while
receiving less than half of the country’s total
family income (44.1 percent). In other words,
top income earners pay about 19.0 percentage
points more than their share of total income.
Put differently, although this income group
earns a large portion of total family income, it
is paying more than its share of income taxes
when measured on a proportional basis.

Canada’s system of progressive income taxation
is the main reason why this occurs. Individuals
are taxed at higher rates, by both the provinces
and the federal government, on income above
certain thresholds. For example, the margin-
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Table 2: Average Tax Rates for PIT by
Quintile, 2021

Bottom 20% 3.0%
Quintile 2 7.0%
Quintile 3 10.5%
Quintile 4 14.3%
Top 20% 23.2%

Source: The Fraser Institute's Canadian Tax Simulator, 2021

al federal tax rate is 15 percent on individu-

al incomes up to $49,020, while income that
exceeds $216,511 is taxed at more than double
that rate (33 percent) (Department of Finance,
2021). Furthermore, some low-income families
do not pay any personal income tax because
their tax credits and deductions are greater
than the amount of taxes owed.

Table 2 illustrates the differences in taxa-

tion rates—combining federal and provincial
income taxes—between income groups. Aver-
age tax rates represent the total amount of per-
sonal income taxes paid by the quintile, divided
by their total income. In particular, the table
shows that average tax rates increase as fam-
ily income rises, reflecting Canada’s progres-
sive PIT system. For instance, the bottom 20
percent of income-earning families pays a 3.0
percent average income tax rate while the top
20 percent pays an average tax rate of 23.2
percent. Simply put, high-income families pay
comparatively higher rates of taxation than
low-income families.
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Total taxes

In addition to personal income taxes, Canadians
also pay many other types of taxes including
sales taxes, payroll taxes, profit taxes, property
taxes, fuel taxes, import duties, tobacco taxes,
liquor taxes, and so on. A broad assessment of
the difference between taxes paid and income
received between quintiles should therefore
expand the analysis to include all types of taxes.

Similar to the distribution for personal income
taxes, the shares of total income received and
total taxes paid differ significantly among the
various income groups (see figure 2). The bot-
tom 20 percent of families pays 2.3 percent of
total taxes in Canada, despite receiving 5.5 per-
cent of total income. Quintiles two through
four also pay a smaller share of total taxes rela-
tive to what they obtain in income. The second
income group, in particular, pays 7.3 percent
of all taxes which is less than its 10.8 percent
share of total income. The share of total taxes
paid is also smaller than the share of total
income for quintiles three and four, albeit to a
lesser extent.

However, once again, the top quintile of
income-earning families pays a substantially
greater share of all Canadian taxes than their
share of total income. This result is not sur-
prising as it was the only income group to pay
disproportionately more in personal income
taxes. The top 20 percent of families collective-
ly pays 54.7 percent of total taxes and earns 44.1
percent of total income. The gap between the
share of all taxes paid and income is approxi-
mately 10 percentage points for this group,
which is about half the size of the gap observed
for personal income taxes (19.0 percentage
points). The primary reason for the smaller gap
is because the PIT is far more progressive in
design than other taxes in Canada.
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Figure 2: Share of Total Taxes Paid and Total Income Earned by Quintile, 2021
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Source: The Fraser Institute’s Canadian Tax Simulator, 2021.

Table 3 shows the average tax rates paid by
income group, covering all Canadian taxes. This
calculation demonstrates the total amount of
taxes paid by quintile, divided by their total
income. Similar to personal income taxes, the
table illustrates that average tax rates rise as
family incomes increase. Consider that the bot-
tom 20 percent of income-earning families
pays an average tax rate of 17.3 percent while
the top 20 percent pays 52.5 percent (over half
their income).

In short, Canada’s tax system disproportionate-
ly taxes the top 20 percent of families whether
we are analyzing personal income taxes or all
types of taxes.

Behavioural responses to tax increases

Raising taxes on top income earners is often
also thought of as a way to increase govern-
ment revenue. This view, however, tends to
ignore the economic consequences of tax
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rate increases and the associated behavioural
responses of taxpayers when faced with higher
tax rates (or new taxes).

First, a substantial body of evidence finds that
high marginal income tax rates discourage pro-
ductive economic activity. This is because high
marginal income tax rates reduce the reward
individuals receive from the next dollar they
earn. A higher tax rate can discourage indi-
viduals from engaging in desirable economic
activities such as work, savings, and investment
(Ferede, 2019). Economists generally agree on
this point; the debate is about the magnitude of
this effect.® As a result, tax increases can hinder
economic growth and prosperity.

3 For a review of the literature on the economic
impact of taxes, see Gale and Samwick, 2014; Speer,
Palacios, and Ren, 2014; Murphy, Clemens, and
Veldhuis, 2013; and Palacios and Harischandra,
2008. For a textbook discussion of Canada’s income
tax system and its impact on labour supply, savings,

BULLETIN 5



Table 3: Average Tax Rates for Total Taxes
Paid by Quintile, 2021

Bottom 20% 17.3%
Quintile 2 28.7%
Quintile 3 35.2%
Quintile 4 40.2%
Top 20% 52.5%

Source: The Fraser Institute's Canadian Tax Simulator, 2021

Tax increases also reduce Canada’s competi-
tiveness vis-a-vis other industrialized coun-
tries. Specifically, increasing taxes on top
income earners makes Canada a less attrac-
tive place to live and work for highly skilled
people such as doctors, scientists, manag-

ers, and software engineers. For instance,
Moretti and Wilson (2017) found that the num-
ber of star scientists in a US state increases if
the state reduces personal income tax rates,
because scientists make decisions about where
to work in part based on the level of taxation
in a given jurisdiction. Agrawal and Ferem-

ny (2018) found that other high-skilled work-
ers in fields like finance, real estate, and health
care were also very sensitive to taxes and more
likely to migrate than workers in other profes-
sions. Canada already has the seventh high-
est top combined personal income tax rate in
the OECD (out of 36 countries). Further tax
increases will only heighten the country’s exist-
ing disadvantage in this area (Hill et al., 2020),
particularly compared to its principal trading

and other economic decisions, see Rosen, Wen, and
Snodden, 2012.
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partner and competitor for top talent, the Unit-
ed States.

Migration from Canada to the United States
by high-income and skilled STEM workers is

a major potential source of foregone income
tax revenue, especially over the lifecycle of
these highly skilled workers. Canada’s proxim-
ity to and economic integration with the Unit-
ed States amplifies the behavioural response
of taxpayers when facing new or higher taxes,
as Canadians have an attractive jurisdiction to
relocate to as an alternative.

Some politicians and government officials fre-
quently take the simplistic view that these eco-
nomically-harmful tax increases will lead to a
proportional increase in tax revenue. In real-
ity, the evidence suggests that there is a nega-
tive behavioural response to higher income tax
rates, particularly among upper-income earn-
ers, which means that tax increases often do
not generate the amount of revenue that gov-
ernments expect.

Consider an illustrative example from the
United Kingdom. In 2010 the UK government
added a new top personal income tax brack-

et, increasing its top tax rate from 40.0 to 50.0
percent. The increase was expected to generate
£2.5 billion in tax revenue, but according to a
subsequent government report the tax increase
on upper income earners actually yielded £1
billion or less in additional revenue (HM Rev-
enues and Customs, 2016). The report noted
that due to uncertainty about how taxpayers
would respond, and the effect on the economy,
the original estimate was highly uncertain. The
UK'’s top tax rate has since been lowered to 45.0
percent.

Put simply, tax revenue collected depends not
just on tax rates, but on the total tax base. The
amount of revenue generated reflects both
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tax rates and the total amount of income sub-
ject to the tax. In response to a tax increase,
many taxpayers will change their behaviour in
ways that reduce their taxable income (Depart-
ment of Finance, 2010; Laurin, 2015), which can
shrink the tax base and thus affect the amount
of tax revenue collected. The result is that gov-
ernments commonly find they do not raise the
full amount of revenue they expect from a tax
increase. In some instances, governments may
collect less tax revenue than they would have
had tax rates not been increased (Ferede, 2019).

There are a number of ways in which taxpay-
ers alter their behaviour in response to a tax
increase. For instance, they can reduce their
total taxes by working less, or negotiate with
their employer to shift some of their compen-
sation from taxable income to other benefits.
Such behaviour is referred to as tax avoid-
ance. Taxpayers can also engage in tax plan-
ning to take advantage of lower taxes through
other channels, such as shifting their income
to a small business or even to another tax juris-
diction. Alternatively, they can report less
income or not pay taxes that are owed, which is
referred to as tax evasion.

How taxpayers respond to higher taxes is an
important issue in the Canadian context, in
part because of the federal government’s move
to create a higher top personal income tax
bracket in 2016. The economic literature finds
that top earners are more likely than lower
income earners to change their behaviour in
response to higher tax rates.* Indeed, upper

4 Milligan and Smart (2015) analyze Canadian
provincial data on tax rate changes to estimate the
behavioural response of taxpayers and find that the
top 1 percent and top 0.1 percent of income earn-
ers had a stronger behavioural response than other
income earners. Similarly, a study from Canada’s
Department of Finance (2010) found a substantially
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income earners tend to have the means and the
motivation to seek advice on tax minimization
strategies. They are also more mobile than less
well-paid workers, meaning they are better able
to engage in tax avoidance and other means

of reducing their overall tax burden (Laurin,
2015). Top income earners also face much high-
er marginal tax rates, so they have a stronger
incentive to invest time and money in avoiding
higher tax rates.

There was early evidence of such a behav-
ioural response to the 2016 Canadian federal
tax increase on upper income earners, spe-
cifically greater use of tax planning. In this
case, the higher personal income tax rate took
effect in 2016, but it was announced in 2015. In
anticipation of the tax change, some individu-
als brought forward their income to the 2015
tax year (particularly income on capital gains
and dividends) in order to avoid the new, higher
income tax rate in 2016. This is precisely what
the early evidence suggested would happen;
average total income for top income earners
jumped in 2015 but then declined in 2016 (Lau-
rin, 2018; PBO, 2019). While this is a one-off
effect, it is illustrative of the type of behavioural
responses likely to occur when taxpayers face
tax increases.

Moreover, a study by Ferede (2019) used his-
torical Canadian data to investigate the behav-
ioural response to the federal government’s tax
increase on upper income earners.® It found
that a one percentage point increase in the

stronger behavioural response from upper income
earners.

> Ferede (2019) used 2014 as a base year to stimu-
late tax revenues, opposed to 2015 or 2016, to avoid
misleading results from the one-off behavioural
response the pre-announced tax change discussed
in this section.
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top federal personal income tax rate is associ-
ated with a reduction of taxable income (the
tax base) of 0.5 percent.® As a result, the anal-
ysis estimated that a four percentage-point
increase in the top personal income tax rate
would yield only a limited amount of addi-
tional government revenue in the first 9 years.
Beyond 9 years, the study found that the gov-
ernment would actually collect less tax revenue
than if there had been no tax change at all.”

Any of the described behavioural responses—
tax planning, evasion, and avoidance—can affect
the tax base and ultimately lead to lower tax
revenues than the government anticipates. For
this reason, it is critical to factor in the behav-
ioural responses of taxpayers when policy-
makers are contemplating changes to the tax
system, including changes that take the form of
higher income tax rates.

Conclusion

There are common misperceptions in Canada
that top income earners do not pay much in
taxes and that increasing taxes on this income
group is an effective way to generate significant
additional government revenue. However, top
income earners already pay a disproportion-
ately large share of all Canadian taxes—wheth-
er we look at income tax or all taxes. This is, in
part, due to the progressivity of Canada’s tax
system, where the share of taxes paid typically
increases as income rises. The evidence shows

6 A study from Laurin (2012) found similar effects at
the provincial level. Laurin demonstrated that On-
tario’s personal income tax hikes in 2012 would bring
in far less revenue than policymakers expected.

7 There is a difference between the short-run and
long-run response to a tax increase. Ferede shows
that the tax avoidance response is larger in the
long-run.
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that the top 20 percent of income-earning
families pay nearly two-thirds of the country’s
personal income taxes and more than half of
total taxes. While there is room for reasonable
debate over the appropriate design of Canada’s
tax system, including the role of progressivity,
the notion that top income earners do not pay
their share of taxes rests on a shaky founda-
tion and reflects a limited analysis of how peo-
ple respond to taxes. As noted, in contrast to
the federal government’s expectations, the tax
increases that Ottawa imposed on top income
earners in 2016 will likely yield less revenue
than policymakers expected as affected taxpay-
ers adjust their behaviour over time. A similar
result is likely if the federal government or cer-
tain provinces decide to further increase cur-
rent tax rates on the top income quintile in the
coming years.
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