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Summary


Canadian families and businesses incur sig-


Between 1990 and 2014, the text area oc-


These costs are driven in part by the com-


Regardless of the indicator used, all show

nificant costs complying with the tax system.
Those costs include direct spending on items
such as accountants, lawyers, and computer
software, as well as the financial cost of the
time it takes to compile the materials and complete the forms. Governments also incur costs
to administer and collect taxes.
plexity of the tax system. This study measures
the evolution of tax complexity and finds that,
according to various empirical measurements,
the federal tax system in Canada has generally
become more complex over time.


The study uses three broad categories of

indicators for the empirical measurements: tax
expenditures, tax legislation, and tax guides.
Each indicator measures a different aspect of
tax complexity.
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cupied by the Income Tax Act and regulations
increased 62%, from 974,050 cm² to 1,575,537
cm². It is important to measure text area because while the number of pages declined by
4%, page size increased 69% over the same
period.

an increase in federal tax complexity over a
20-year period. Of particular note is the similar increase in all the indicators in recent years.
From 2000 (or 2001) to 2011 (or 2014), the number of credits, deductions, exemptions, exclusions, and other preferences (otherwise known
as federal income tax expenditures) increased
22%, the text area of tax legislation increased
19%, and the size of the federal personal income tax guide increased 25%.
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Introduction
The Canadian tax system is often described as
complex. For example, the Canadian Council of
Chief Executives (CCCE) states that: “The Canadian tax system is complex and costly for business to comply with, mainly due to the complexity of Canadian tax legislation, the number
of taxes companies are subject to, and the
multi-jurisdictional tax system” (PWC, 2014: 16).
The title of a recent report by Canada’s Certified General Accountants (CGA) says it all: The
Need for Tax Simplification—A Challenge and an
Opportunity. Finally, the Canadian Chamber of
Commerce (CCC) argues that “Canada’s tax system is in urgent need of reform. It has become
increasingly complex, multi-layered, and a
costly challenge for Canadian businesses of all
sizes” (CCC, 2015: 1). Despite these pronouncements, none of these studies present actual
measures of tax complexity.
We agree that the complexity of the tax system (broadly defined) imposes significant costs
on Canadian families and businesses as they
expend considerable resources and time on
compliance. These costs include direct spending on items such as accountants, lawyers, and
computer software, as well as the financial cost
of the time it takes to compile the materials
and complete the forms. In fact, a recent Fraser
Institute study estimated that in 2012, the total
cost of complying with the personal income tax
system alone ranged from $5.84 billion to $6.96
billion (Speer et al., 2014). But compliance costs
extend beyond personal taxes to business and
property taxes. Governments also incur costs to
administer and collect taxes. Altogether, these
costs in 2011 (the latest year for which a comprehensive estimate is available) were estimated at
between $25.8 billion and $31.4 billion (Vaillancourt et al., 2013).
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What drives these costs? While the Fraser
Institute has over the years published studies on measuring the compliance and administrative costs of taxation in Canada, this study
examines the distinct but related issue of tax
complexity using quantitative indicators identified through a review of the relevant literature. Specifically, this study first briefly reviews
the literature on measuring tax complexity and
then examines different empirical measurements of tax complexity for Canada to see how
they have evolved. It focuses on the federal
level given its dominant share of tax revenues,
its agency role in collecting provincial tax revenues, and the ease of access to information.
The study finds that, using various empirical
measurements, Canada’s federal tax system has
generally become more complex over time.

Background on measuring
tax complexity
The literature on measuring tax complexity
was recently summarized by Lugo and Vaillancourt (2015). This section draws upon that
work. While there are general theoretical contributions on the topic of tax complexity (see
Kopczuk, 2006, and Barton, 2008), this paper
primarily focuses on empirical measurement.
The contributing factors to tax complexity can
be ranked by their degree of sophistication in
ascertaining what complexity is, what the costs
are, and how they are linked.
Laffer et al. (2011) simply argue that since it is
very costly to comply with the tax code, the tax
code itself is too complex. They use an extensive definition of costs including the sum of
administrative costs, compliance costs, deadweight loss, and revenue collected. But they
do not offer a definition of tax complexity; it is
assumed to be directly linked to costs through
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some unknown functional relationship. Ulph
warns against such an approach:
In thinking about the complexity of the tax
system per se it would seem to be really
quite important to separately measure
tax design complexity from operational
complexity, and to measure the costs of tax
complexity separately from the measure of
tax complexity per se. That way one can tell
not just whether tax complexity is high but
also whether this is imposing a considerable
cost, and whether to direct efforts to
reforming the design of the tax system or
the guidance/information that is given to
taxpayers. (2013: 10)
In chronological order, the Tax Foundation
(see Moody et al., 2005), Slemrod (2005), and
the Progressive Policy Institute (see Weinstein,
2014) each use a different measure of tax complexity. The Tax Foundation measures complexity by the number of words in the US federal tax code and the volume of income tax
regulations. The Tax Foundation found that,
over a 45-year period, “the number of words
detailing income tax law has grown from
172,000 in 1955 to 1,286,000 in 2005, a staggering 648% increase. Income tax regulations,

which provide taxpayers with the guidance in
calculating taxable income, have grown at an
even faster pace. Federal income tax regulations have grown from 547,000 words in 1955 to
5,778,000 words by 2005, an increase of 956%”
(Moody et al., 2005: 5). Slemrod (2005) measures tax complexity by the number of lines on
the income tax form and the number of pages
in the instruction booklet (in both cases, the
measures are modified slightly to ensure comparability between states). Meanwhile, the Progressive Policy Institute uses the number of tax
expenditures (which includes credits, deductions, exemptions, exclusions, and other tax
preferences) by state as an indicator of tax
complexity (Weinstein, 2014). For the 43 states
for which information is available, this number
ranges from 550-600 for Washington State to
0-50 for Alaska, with the most common range
being 100-150 (11 states).
Are these three measures good indicators of tax
complexity? Both Slemrod (2005) and TurnbullHall and Thomas (2012) note that longer legislation or text in an information booklet may
reduce complexity if, for example, it allows the
use of plain English (i.e., simpler language) or
covers various possible types of taxpayers. In

Figure 1: Tax Activity-Complexity Measurement Continuum
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addition, it is important to carefully distinguish
and separate out non-tax related aspects from
the documents (such as income support delivered through the tax system) to truly gauge tax
complexity.
Figure 1 presents the three measures of tax
complexity along a continuum from government policy to tax filer. Governments choose
to favour a specific behaviour by introducing
(or removing) a tax preference in a policy declaration such as a budget speech, which in turn
will result in an expected tax expenditure. That
tax preference must then be transformed into
a law or regulation in order for it to be implemented. Tax filers interact with the law and
legal framework through lines in the tax form
and instructions in the tax booklet (administrative documents). Their efforts ultimately lead to
tax compliance activities which then manifest
in the form of tax compliance costs.1 The relationship between these various indicators can
be influenced by government decisions that can
shift costs between administrative costs and
compliance costs.
In addition, we would argue that, for a given
level of deadweight loss,2 one can examine tax
complexity from two perspectives: that of the
users of the tax system (i.e., individuals and
firms) and that of the government. In the case
of users, more time spent on tax-related activi1

Readers interested in the measurement of tax
compliance costs are encouraged to see Speer et al.
(2014) and Vaillancourt et al. (2013).
2

The deadweight loss of taxation is the loss in
welfare to society (or economic well-being). The loss
occurs because taxation changes people’s behaviour
(i.e., their consumption habits, willingness to supply
labour, etc) which results in lower levels of economic activity. The deadweight loss is over and above
the tax revenue received and the administrative and
compliance costs caused by taxation.
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Figure 2: Number of Federal Personal
Income Tax and Corporate Income Tax
Expenditures in Canada, selected years,
1991-2011
Personal income tax
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Source: Canada, Department of Finance (various years).
Note: The number of GST tax expenditures is not shown since it is
almost unchanged over the period going from 33 to 35.

ties may not indicate more complexity; it may
simply be an outcome of their quest to reduce
their taxes through more tax planning activities, for example. However, less complexity in
the taxation system reduces the compliance
costs that tax filers incur to achieve a given
reduction in the taxes they pay.

Tax complexity: measurement
for Canada
This section moves away from theory and the
conceptual framework and presents data for
Canada (federally) on the three measures of tax
complexity discussed above.3
3

There are several additional measures of tax
complexity not used in the paper that the authors
considered but ultimately excluded. The paper fo-
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Figure 3a: Value of Federal Personal
Income Tax Expenditures in Canada
(in billions of $), selected years, 1991-2011
Value (in 1991 $ billions)

Figure 3b: Value of Federal Corporate
Income Tax Expenditures in Canada
(in billions of $), selected years, 1991-2011
Value (in 1991 $ billions)

Value (in nominal $ billions)

$136.8
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Value (in nominal $ billions)

$28.7
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$24.3

$91.0
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$24.3

$94.5
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$70.1
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$47.6 $47.6
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$28.8
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$9.8 $9.8
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Source: Canada, Department of Finance (various years); Statistics
Canada (2015).
Note: The deflator used is the Canada-wide consumer price index
(CPI).

Source: Canada, Department of Finance (various years); Statistics
Canada (2015).
Note: The deflator used is the Canada-wide consumer price index
(CPI).

Canadian tax expenditures

33%. Although not shown in figure 2, the number of goods and services tax (GST) expenditures increased as well, albeit to much lesser
degree at 6%.

Figures 2, 3a, 3b, and 4 present a series of data
for Canada on federal tax expenditures (credits, deductions, exemptions, exclusions, and
other preferences) for select years since 1991.
(The starting year is dictated by the availability
of data as prior to that, tax expenditures were
not reported in a systematic and comparable
fashion).
Figure 2 shows that, from 1991 to 2011, the number of federal personal income tax (PIT) tax
expenditures increased from 105 to 123, representing a 17% total growth. The figure also
shows that the number of federal corporate
income tax (CIT) tax expenditures increased
from 48 to 64, representing a total growth of
cuses on the most robust measures and those used
in published studies.
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Figure 3a examines the value of federal PIT tax
expenditures over the same period, both in
nominal terms and after adjusting for inflation.
In just 20 years, the value of PIT expenditures
grew by 187% in nominal terms and 98% in real
terms. Figure 3b displays data on the value of
corporate income tax expenditures, which grew
195% nominally and 104% after adjusting for
inflation.
Since the value of personal income tax expenditures could increase simply by virtue of a
growing number of tax filers, and thus potential tax expenditure users, in figure 4 we present the inflation-adjusted value of federal PIT
tax expenditures per tax filer. Over the period,
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Figure 4: Federal Personal Income Tax
Expenditures Per Tax Filer in Canada
(inflation-adjusted), selected years,
1991-2011

Table 1: Page Count, Page Size, and Text
Area of Federal Income Tax Act and
Regulations, Canada, selected years,
1990-2014
Year

$4,374
$3,951
$3,588
$3,103
$2,499

Number of
pages

Page size
(cm²)

Text area
(cm²)

1990

2,750

354

974,050

1994
2000
2004
2009
2014

2,386
2,909
2,997
2,997
2,636

456
456
458
582
598

1,088,732
1,327,377
1,373,375
1,743,355
1,575,537

Source: CCH (2014); calculations by authors.
1991

1996

2001

2006

2011

Sources: Figure 3; CRA (2008 and 2013).

the number of tax filers went from 19.1 million
to 26.3 million. This translates into an increase
of 44% in the inflation-adjusted value of PIT
tax expenditures per tax filer. It seems reasonable to conclude that based on basic tax expenditure indicators (their sheer number and two
complementary measures) the complexity of
the federal tax system increased in Canada
from 1991 to 2011.

Canadian tax legislation
Table 1 presents data on the evolution of the
size of the English language federal Income Tax
Act (including regulations). This covers both
personal and corporate income taxes. Specifically, the table presents data over the period
1990 to 2014 on the number of pages, the book’s
page size in square centimetres,4 and the area

Note: Text area is simply number of pages multiplied by page
size. The years used represent a choice that takes into account
availability of information and the use of a five year span.

the text takes up, also in square centimetres.5
(The text area measures the area that the legislation would take up were we to lay out all the
pages side by side.) Figure 5 presents this same
data as an index, which captures comparative
changes in each variable. By giving each variable an index value of 1.0 in the starting year
(1990), we can more clearly see subsequent
changes in relation to the initial year’s value.
From 1990 to 2014, the text area, or overall
space occupied by the Income Tax Act and regulations increased 62%. Specifically, the text
area grew from 974,050 cm² to 1,575,537 cm².
We can see the importance of measuring text
area and not the number of pages because the
overall text area increased even as the number
of pages declined by 4%. Over the same period,
page size increased by 69% from 354 cm² to
598 cm².

4

It is important to adjust page counts for size since
the same publisher (Commerce Clearing House)
changed the book’s format over time.
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5

Text area is simply page count multiplied by the
page size.
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Figure 5: Index of Page Count and Text Area of Federal Income Tax Act and
Regulations (where 1.0 = index value in 1990), Canada, selected years, 1990-2014
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Source: Commerce Clearing House (various years); calculations by authors.
Note: The years used take into account availability of information.

Figure 6: Number of GST Court Cases in
Canada, selected years, 1993-2011
502

499

Figure 6 presents a separate measure of tax
complexity for GST-related legislation: the
number of court cases. In 2011, there were 499
court cases on GST-related legislation, a 56%
increase over the 320 court cases in 1993.
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Source: Commerce Clearing House (2014); calculations by authors.
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Figure 7 shows the length of the federal personal income tax guide (for Ontario) in select
years from 2001 to 2011 (this period is determined by the availability of comparably formatted documents online in PDF format). The
number of pages (unchanged in size) in this
federal administrative document increased
from 56 to 70, representing a 25% growth over
the period.
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Figure 7: Number of Pages in the Federal
Personal Income Tax Guide (for Ontario),
selected years, 2001-2011

work underway to measure, let alone reduce,
tax complexity in Canada.6 This study is a first
step in quantifying this complexity for Canada.

70
63
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