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From: Rosalie Wyonch, Bill Robson, and Alex Laurin
To: 'The Hon. Bill Morneau, Federal Minister of Finance

Date:  March 6,2017
Re: CANADA NEEDS COMPETITIVE PERSONAL INCOME TAXES

igh personal taxes already disadvantage Canada in the competition for global talent. If the new U.S. administration

delivers on its promise of lower personal income taxes, Canada’s attractiveness to high earners, and its appeal as a

location for head offices, will slide further. Doubling the income threshold at which the top tax rate applies would reduce
Canada’s disadvantage — and, as a bonus, create a revenue windfall for cash strapped provinces.

Canada already taxes personal income at a higher rate than most developed nations. At close to 12 percent of GDP, personal
income tax revenues are almost 50 percent higher than the OECD average. Canada’s top personal income tax rate is also among

the highest of the OECD (see figure below).
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evidence shows that top earners are likely to

change their behaviour in response to taxes; in fact, once rates are above 50 percent, further increases may yield negligible or
conceivably negative incremental revenues for governments as a whole.

Excessively taxing the talent that fuels a more innovative and successful economy is ultimately self-defeating and the prospect
of lower personal tax rates in the US heightens the urgency to make Canada’s rates competitive. Accordingly, this year’s C.D.
Howe Institute’s Shadow Budget recommends reducing the number of people subject to the highest tax rate by raising the
threshold at which it applies from the current $202,800 to $402,800. While there is a net cost to the federal budget of around $363
million annually, the expansion in the tax base and positive economic impacts of taxpayers’ behavioural response more than makes
up for it and yield a dividend of around $654 million for provincial governments — a major bonus in an environment where fiscally
pressured provinces are pushing Ottawa for more cash. Increasing the threshold for the highest federal tax bracket would result in
more government revenue overall, while boosting Canada’s tax competitiveness and making it a more attractive location for top
talent and global head offices. In other words, it’s a win-win.

William B.P. Robson, Alexandre Laurin and Rosalie Wyonch are the co-authors of the recently released C.D. Howe Institute report,
“Getting Real: A Shadow Federal Budget for 2017”
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