EXECUTIVE SUMMARY

The Revenue Effects of Rescinding Ontario’s
Tax Rate Hike on High-Income Earners
by Ergete Ferede
Governments increasingly call upon high-income earners to pay their “fair share” of taxes, which is often
a justification and a prelude to raising the income-tax rates faced by high-income earners. The ostensible
motive for increasing these marginal tax rates is to generate greater revenues for the government. A
case in point is provided by the Ontario government, which introduced a “temporary” tax rate hike that
took effect starting July 1, 2012 and was fully phased in by 2013. The change in the tax rate effectively
increased the top marginal personal tax rate from 17.41% to 20.53%. Combined with the federal
government’s top marginal personal income-tax rate of 33%, Ontario’s high-income earners currently
face a combined (federal plus provincial) personal income-tax rate of 53.53%.
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making high-income earners pay their “fair share” of taxes

In addition, a lower marginal tax rate on high-income earners

by increasing their tax rates will leave the government with

would make Ontario a more attractive location for businesses

less rather than more tax revenue.

and highly educated workers. The likely resulting increase in
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This study estimates the impact of rescinding the Ontario
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Indeed, a conclusion that the Ontario government’s future

come earners. Specifically, it estimates the likely impact of

tax revenues would actually be increased by rescinding its
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so, it takes into account the likely behavioural responses of
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exercises. The study finds that there is likely to be a very mod-
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est direct decrease in future personal income-tax revenues
collected by the government. However, the estimated direct
decline in tax revenues is substantially smaller than the estimated loss that ignores the positive behavioural responses to
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a lower marginal tax rate, since those responses will increase
the overall income tax base.
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Change in Ontario’s Personal Income Tax Revenue

Rescinding Ontario’s recent top personal income tax rate hike will
encourage long-term savings, investment, and entrepreneurship

