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Executive summary

The traditional definition of tax progressivity is being rewritten and this 
change could have serious ramifications for democratic decision-making. Up 
to now, tax progressivity has meant that, as an individual or household earned 
more income, they not only paid more in taxes but also paid a proportion-
ately higher share of their income in taxes. The concept of tax progressivity 
is being fundamentally altered so that, rather than a progressively increasing 
tax burden, there is a fairly large and growing group of people who do not 
contribute to taxes in any meaningful way and another group of people, fairly 
small, that carry the overwhelming burden of taxes.

Experience of the United States

The experience of the United States in changing the nature of progressivity 
is a cautionary tale for Canadians as we may be moving down a similar path.

Distribution of the tax burden in the United States
The Tax Policy Center estimates that 76.1 million Americans had no income 
tax liability in 2011. This is 46.4% of the total, compared to 87.8 million or 
53.6% of Americans with a positive income tax liability. Further, the Tax Policy 
Center estimates that 27.6% of tax units—more than one-in-four—have no 
tax liability for either income or payroll taxes. This means that the tax units—
individuals or households filing taxes—receive enough refundable credits not 
only to eliminate their income taxes but also to more than offset the full value 
of their payroll taxes. When all federal taxes are considered, the bottom 20% 
of income earners contribute 0.2% of the total compared to earnings total-
ing 3.7% of total income. A similar result occurs when the bottom 40% are 
examined: they earn about 12.2% of total income but contribute only 2.9% 
in total federal taxes.

Only the top 20% of earners in the United States pay more in taxes 
than they earn in income proportionately: they are expected to earn 54.6% 
of total income while shouldering 69.7% of the total tax liability of the fed-
eral government.
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Two key drivers in this shifting of the tax burden are (1) the Earned 
Income Tax Credit (EITC), and (2) the Child Tax Credit (CTC). These two tax 
programs are widely noted for their part in reducing the percentage of low- 
and moderate-income households that make a meaningful contribution to 
taxes in the United States. Two similar programs—the Working Income Tax 
Benefit and Child Tax Credit—were introduced in Canada in 2007.

Earned Income Tax Credit
The Earned Income Tax Credit (EITC) is a refundable federal tax credit for 
low- to moderate-income individuals and families in the United States. It 
was introduced as a bi-partisan effort to improve the work incentives for 
low-income individuals. Since its introduction, however, the EITC has been 
expanded and enhanced numerous times:

• introduced in 1975 with a maximum value of $400;

• maximum value of the credit was increased to $500 in 1978;

• the maximum amount was increased again in 1984 to $550; 

• in 1986, the value of the EITC was increased to $851 and indexed for inflation;

• in 1990, the value of the EITC was again increased to $1,192 and a 
supplemental credit was introduced for families with two or more children;

• the value of the EITC was increased by a little over 42% in 1993 to $2,038 and 
a small EITC credit was made available to eligible workers without children;

• finally, in 2009, an additional supplement for the EITC was introduced for 
workers with three children.

The coverage and refundability of the EITC have also grown. As of 2009, almost 
one-in-four US families (23.4%) now receive EITC benefits. Refundability 
means that individuals can receive payments from the federal government 
when the amount of income tax owed is less than the value of the EITC. In 
cases where individuals receive payments, the EITC effectively offsets part 
of their payroll taxes. In 2011, 91.2% of EITC spending was paid as refunds, 
compared to 72.0% when it was first introduced in 1975.

The expansion of coverage, increase in benefits, and increased refund-
ability have resulted in large overall increases in spending on the EITC. Total 
spending on the EITC reached $60.4 billion in 2009. More telling, the growth 
in spending on the EITC by the federal government has outstripped growth 
in the economy, population growth, inflation, and total federal spending over 
the period from 1975 to 2009.
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Child Tax Credit
The Child Tax Credit (CTC) also tends to remove workers from the income-
tax rolls. The CTC was enacted in the United States in 1997 in an attempt to 
reflect the reality that a family’s ability to pay taxes was reduced, at least at 
the margin, as the size of the family increased. 

In 1998, the value of the CTC was $400 per qualifying child. The credit 
increased to $500 per qualifying child beginning in 1999. A series of sched-
uled increases in the value of the CTC were legislated in 2001. For the tax 
years 2001 to 2004, the CTC was increased to $600. It was further increased 
to $700 for years 2005 to 2008. In 2009, it was increased to $800 and then 
finally to $1,000 for 2010. These scheduled increases were accelerated in 2003. 

Where Canada stands today

What is the balance in Canada today between non-contributors to taxes 
and contributors? Will recently introduced tax programs similar to the 
American Earned Income Tax Credit and Child Tax Credit affect this bal-
ance between contributors and non-contributors? Canada is already on 
the path of the United States and moving towards having more and more 
Canadians not contributing to taxes. In Canada, the percentage of tax-filers 
who face no income tax liability has increased from 32.0% in 2000 to 37.7% 
in 2010. This measure takes into account the effect of various tax credits 
and deductions.

The share of non-contributors to taxes as well as the increase in the 
ratio over time is more stark for lower income groups. The ratio of non-con-
tributors to total tax-filers for the lowest income group ($1–$10,000 in earn-
ings) increased from 88.0% in 2000 to 99.2% in 2010. The lower-income group 
with the largest increase in its non-contributor ratio was the group of those 
earning $20,000 to $25,000 per year. From 2000 to 2010, the ratio of non-
contributors to total tax-filers increased 572.4%, from 5.2% of total tax-filers 
in 2000 to 34.8% in 2010. The ratio increased from almost half (48.8%) for 
those earning between $10,000 and $15,000 to 83.5%, an increase of 70.9%. 
More markedly, the ratio of non-contributors to total tax-filers increased 
from 14.1% to 64.9% for those earning between $15,000 and $20,000, an 
increase of 359.9%.

Working Income Tax Benefit—Canada’s EITC
Canada introduced the equivalent of the American EITC in 2007, calling 
it the Working Income Tax Benefit (WITB). This is a refundable tax credit. 
WITB has four benefits for working Canadians: (1) up to $1,000 for couples 
and single parents, (2) up to $500 for single individuals, and (3) an additional 
$250 for lower-income Canadians with disabilities.
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In the 2009 federal budget, the government of Canada increased the 
benefits available from WITB: the benefit available to couples and single 
parents increased to $1,680; the benefit for single individuals increased to 
$925; and the benefit for low-income working Canadians with disabilities 
was increased to $462 per year. There was, as one might expect, a marked 
increase in the cost of WITB in 2009: from $480 million in 2008 to $1.025 
billion in 2009. 

Canada’s Child Tax Credit
Canada’s Child Tax Credit (CTC) was also introduced in 2007. The CTC pro-
vides a tax credit to families with children under the age of 18. In 2007, the 
value for the CTC was $310 per child in tax savings. The CTC is not refund-
able but, for those families eligible for both the WITB and the CTC, the inter-
action of the two programs is critical. The CTC would reduce the tax liability 
of the family while the WITB, which is refundable, would reduce tax liability 
further, for a larger refund.

The CTC was introduced in 2007 at a cost of roughly $1.45 billion. Its 
is expected to exceed $1.5 billion in 2011.

Basic Personal Exemption
The basic personal exemption (BPE) also affects the balance between those 
who contribute to tax in Canada and those who do not. Increases in the BPE 
will necessarily increase the ratio of non-contributors to total tax-filers. Every 
government in Canada increased the nominal value of their BPE between 
2001 and 2012. The federal government increased the BPE from $7,412 in 
2001 to $10,822 in 2012, an increase of 46.0% in nominal terms. The average 
increase in the provincial BPE was 34.5%.

Five jurisdictions in Canada enacted increases in the real (inflation-
adjusted) value of their BPE between 2001 and 2012. The inflation-adjusted 
value of the BPE allowed by the federal government increased by 17.1%. The 
average increase for British Columbia, Alberta, Saskatchewan, and Quebec—
the four provinces that introduced increases beyond inflation—was substan-
tial at 29.9%. This is tempered by the fact that four provinces—Manitoba, 
Nova Scotia, Prince Edward Island and Newfoundland & Labrador—enacted 
reductions in the real value of the basic personal exemption allowed over this 
period. Finally, two provinces, New Brunswick and Ontario, basically main-
tained the real value of the BPE from 2001 in 2012.
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Total taxes—putting it altogether

Distribution of federal taxes
Like those in the United States, the first four groups of Canadian earners, 
representing 80%, capture a larger share of income than they pay in taxes. 
The bottom 20%, for example, earn 4.9% of cash income but contribute only 
1.9% of all federal taxes. The top 20% of earners is the only group that bears 
a tax burden proportionally larger than its share of total income. Specifically, 
the top 20% earn 47.1% of income but carry 54.3% of the total tax burden.

Distribution of all taxes—federal, provincial, and local
The total share of taxes borne by the bottom 20% increases slightly when 
provincial and local taxes are added to federal taxes. Specifically, the bottom 
20% pays 2.0% of the total tax burden while earning 4.9% of total income. The 
only group to bear a higher proportional share of taxes compared to income 
continues to be the top 20%. Specifically, the top 20% earn 47.1% of income 
and pay 54.3% of total taxes. 

Distorting democratic decision-making

The new definition of tax progressivity likely has profound consequences for 
democracy. The traditional framework for political decision-making is that 
citizens are offered competing views about the efficacy of government action 
and decisions are reached through elections. Citizens are assumed to make 
decisions about the efficacy of a new or expanded government service based 
on the expected benefits compared to the expected costs from the introduc-
tion of the service. In reality, elections are much more complicated and vot-
ers almost always have to consider a broad spectrum of issuesbut this simple 
framework allows us to understand the democratic risk that emerges from 
the new progressivity.

A key element of democratic decision-making is the consideration of 
costs. It assumes some distribution of costs across society, even if it is skewed 
and redistributive in nature. In order for citizens to consider costs realistic-
ally, they must face some portion of the cost, even if it does not represent the 
total amount consumed by each group. 

This democratic process has been fundamentally distorted in the 
United States by the large and growing portion of American households who 
do not contribute to taxes in any meaningful way. When a small minority 
of voters shoulders the bulk of the tax burden, it is easy for everyone else to 
support any and all government programs and spending, if when they bring 
little or no real, tangible benefits.
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Conclusion

The new tax progressivity is not yet as pronounced in Canada as it is in the 
United States, but it has gained an entrance and there is a possibility of its 
expanding rapidly. If the benefits of WITB, like those of the EITC, continue to 
increase and its application expands to an even wider group of citizens, this 
program, coupled with others like the CTC, may very well lead to a tax distri-
bution similar to that observed in the United States today. Such a change in 
the distribution of taxes, creating a large percentage of earners and tax-filers 
with no income-tax liability, will then bring consequences similar to those in 
the United States today. The only way to encourage Canadians to consider the 
economic costs and benefits of government programs is to ensure that most 
Canadians, not just a few, are responsible for paying the price of government.

The key to avoiding such a situation is restraint in applying what should 
be narrowly targeted tax programs like the WITB so Canada can enjoy the 
benefits of these programs without incurring the political cost the United 
States has incurred by aggressively expanding them.
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Introduction

The traditional definition of tax progressivity evolved from the concept of 
vertical equity, a core consideration in tax policy.1 Vertical equity in tax 
policy requires that the tax liability of an individual, household, or tax unit 
increase as the income of that individual, household, or tax unit increases. 
This concept has evolved into a principle in tax policy referred to as progres-
sivity, which requires not only that the tax liability (amount owed) increase 
as income increases, but that it increase in greater proportion to the tax 
than to the increase in income. In other words, progressivity requires that 
higher-income individuals, households, or tax units pay a proportionately 
higher share of their income in taxes so that not only the dollar value of the 
tax liability increases as income increases but also the percentage of income 
consumed by taxes.2 

It is the contention of this paper that a new definition of tax progres-
sivity is emerging. In the new definition of progressivity, there are two groups: 
tax payers and tax takers. Put simply, a larger and larger group of potential tax 
payers are exempted from paying key taxes to the point of having no tax liabil-
ity in contrast to another group, largely composed of upper-middle-income 
and high-income households, that contribute well beyond their proportion-
ate share of income. This contrast has serious ramifications for democracy 
and the ability of citizens to make collective decisions through government.

It is this latter consideration, namely the relationship between tax con-
tributions and democratic decision-making that has gone largely unnoticed. 
The reality is that there is a fundamental difference for citizens in democracies 
in making collective decisions when there is a direct cost to them in the form 
of additional fees, taxes, or other levies compared to circumstances where 

 1 Both vertical and horizontal equity are considered to be aspects of fairness, one of the 
three core principles of tax policy: (1) efficiency, (2) simplicity, and (3) fairness.

 2 For a thorough reading of this concept along with other basic public finance principles, 
see: Richard A. Musgrave (1959). The Theory of Public Finance: A Study in Public Economy. 
In addition, for a more up-to-date, standard argument for progressive taxes, see: Peter 
Diamond and Emmanuel Saez (2011). The Case for a Progressive Tax: From Basic Research 
to Policy Recommendations. CESifo Working Paper No. 3548 (August).
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there is no direct cost; indeed, in many cases there is almost no cost what-
soever.3 Simply put, citizens make different decisions when faced with the 
costs, even if only partial costs, of the decisions. The new emerging definition 
of progressivity, which is not simply conceptual but a current-day phenom-
enon that is being put into place in many countries including Canada and the 
United States fundamentally alters the democratic decision-making process.

This publication broadly explores how and why our understanding of 
tax progressivity is changing. The first part of the paper explains the phe-
nomenon based on the experience in the United States, which is several years 
ahead of Canada with respect to tax progressivity, with particular emphasis 
on programs such as the Earned Income Tax Credit (EITC) and the Child 
Tax Credit (CTC) since they both contribute to the increasing percentage of 
Americans exempted from income taxes and to some extent all taxes, and 
have been introduced recently in Canada. The second section examines the 
Canadian experience in terms of the emerging contrast between tax pay-
ers and tax takers, with emphasis on the new Working Income Tax Benefit 
(WITB) and the new Child Tax Credit (CTC) because of their similarities to 
US tax programs. The key findings are the presence of a significant number 
of citizens who are shielded from the burden of taxes coupled with the demo-
cratic effects of such a change. Indeed, in many ways the US experience can 
be seen as a warning for Canadian policy makers.

 3 For a discussion of this phenomenon in the United States, please see the recent article: 
Jody Lipford and Bruce Yandle (2011). Taxpayers and Tax Spenders: Does a Zero Tax Price 
Matter? The Independent Review (Spring): 517–531. <www.independent.org/publications/
tir/article.asp?a=879>. 

www.fraserinstitute.org


fraserinstitute.org / 3

 1 New tax progressivity— 

the American experience

The experience of the United States in changing the nature of tax progressiv-
ity, which now sees some 46% of tax units not contributing to income taxes,4 
is a cautionary tale for Canadians as we appear to be moving down a similar 
path. Recall that the traditional definition of tax progressivity evolved from 
the principle of vertical equity, which holds that the tax liability of individ-
uals, households, or tax units increase as their income increases. Progressivity 
emerged to require not only that the tax liability increase as one’s income 
increases, but that it increase in greater proportion than the increase in 
income.5 Put differently, progressivity requires that that the share of income 
paid in taxes increase more than proportionately as income increases.

This section of the paper explores the new concept of progressivism based 
on the US experience. There are two key parallels for Canadians to consider: (1) 
Earned Income Tax Credit (EITC), and (2) the Child Tax Credit (CTC). As dis-
cussed later in the Canadian section, tax credits similar to the EITC and CTC 
were introduced in Canada in 2007, albeit on a more limited basis.6 Below is a 
summary of these two US tax credits, their growth over time, their influence on 
the distribution of taxes, and ultimately their effect on political decision-making.7

 4 Tax Policy Center (2011). T11-0226 - Tax Units with and without Income Tax Liability; 
Current Law Distribution by Cash Income Level, 2011 (July 28). The Numbers. <http://www.
taxpolicycenter.org/numbers/displayatab.cfm?Docid=3107&DocTypeID=1>, as of October 
19, 2011. The statistics from this table are also graphically summarized at <http://www.
taxpolicycenter.org/taxtopics/federal-taxes-households.cfm>. 

 5 For a thorough and foundational reading of this concept, please see: Musgrave (1959). 
The Theory of Public Finance. 

 6 Interestingly, other countries besides Canada have also introduced programs similar to 
the EITC for similar reasons, namely concern about barriers to low-income individuals 
entering and remaining attached to the labour force. See, for example: Karin Edmark, 
Che-Yuan Liang, Eva Mork, and Hakan Selin (2012). Evaluation of the Swedish Earned 
Income Tax Credit. Working Paper 2012: 1. Institute for Labour Market Evaluation.

 7 “Political decision-making” is not meant to infer partisan or ideological decisions. Rather, 
it is meant to refer to any decision made within the legislative, political sphere.
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 1 Earned Income Tax Credit (EITC)

The Earned Income Tax Credit (EITC) in the United States is a refundable 
federal tax credit for low- to moderate-income individuals and families. 
This means that individuals can actually receive payments from the fed-
eral government when the amount of income taxes owed is less than the 
value of the EITC.8 In cases where individuals receive payments over and 
above their income-tax liability, the EITC effectively offsets part of their 
social insurance taxes, which include both Social Security and Medicare 
contributions.

The EITC was approved in 1975 as a bi-partisan effort to improve 
the work incentives for low-income individuals.9 In the United States, as in 
Canada today, there was a high degree of concern regarding the incentives 
faced by low-income people to actively enter and remain in the labour force, 
which was broadly accepted as the best method by which to improve their 
circumstances.10 Indeed, it is worth noting that there has continued to be 
broad political and scholarly agreement regarding the success and efficacy 

 8 See the general guidelines of the Internal Revenue Service (IRS) for the Earned Income 
Tax Credit at <http://www.irs.gov/individuals/article/0,,id=96406,00.html>. Alternatively, 
you could review the IRS guidelines for the EITC for tax year 2010 at <http://www.irs.
gov/pub/irs-pdf/p596.pdf>. 

 9 For a  good summary of the EITC, including a discussion of work incentives, see: Robert 
A. Moffitt (2003). The Negative Income Tax and the Evolution of U.S. Welfare Policy. 
Journal of Economic Perspectives  17, 3: 119–140.

 10 A large number of evaluations of the EITC have been published both by academics, gov-
ernment researchers, and private research organizations. Below are several papers that 
readers might review if interested in the success and lessons available from the EITC: 
Steve Holt (2011). Ten Years of the EITC Movement: Making Work Pay Then and Now. 
Metropolitan Opportunity Series (April). Brookings Institution. <http://www.brookings.
edu/~/media/research/files/papers/2011/4/18%20eitc%20holt/0418_eitc_holt.pdf>. Annie E. 
Casey Foundation (2008). Earned Income Tax Credit: Lessons Learned. Annie E. Casey 
Foundation. <http://www.aecf.org/~/media/Pubs/Initiatives/Family%20Economic%20
Success/E/EarnedIncomeTaxCreditsLessonsLearned/FES3622H5022%20pdf.pdf>. Nada Eissa 
and Hilary Hoynes have published three empirical studies evaluating the EITC: Nada 
Eissa and Hilary Hoynes (1998). The Earned Income Tax Credit and the Labor Supply of 
Married Couples. NBER. Nada Eissa and Hilary Hoynes (2005). Behavioral Responses to 
Taxes: Lessons from the EITC and Labor Supply. NBER. Nada Eissa and Hilary Hoynes 
(2008). Redistribution and Tax Expenditures: The Earned Income Tax Credit. NBER. A 
summary of Eissa and Hoynes, 2005 is available at <http://www.nber.org/digest/aug06/
w11729.html>. The Department of Health and Human Services (HHS) in the United 
States maintains a portal for a series of reports evaluating the EITC: <https://peerta.acf.
hhs.gov/index.cfm?event=viewTopic&sectionTopicId=21&topicId=11&tabtopic=11&sectionI
d=2&nav=11>.
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of the EITC in the United States in terms of encouraging low-income indi-
viduals to enter and remain attached to the labour force.11

The EITC was approved in 1975. In 1975, eligible workers12 could claim 
an EITC equal to 10% of their earned income up to a ceiling of $4,000, which 
meant a maximum value for the EITC of $400. The value of the EITC was 
then scaled back at a rate of $1 for every $10 of income above $4,000, which 
meant the credit was completely clawed back at an income level of $8,000. 
As enacted, the original earned-income credit was available to taxpayers only 
for the calendar year 1975.13

Growth of the EITC
Since its introduction, the EITC has been expanded and enhanced numerous 
times.14 It was made permanent in 1978 with an increase in the maximum 
value of the credit to $500 (effective in 1979). The maximum amount was 
again increased in 1984 to $550. In 1986, changes were made to the EITC 
that were critical for two reasons. First, the value of the EITC was increased 
by almost 55% to $851 from $550. Second, and more importantly, the value 
of the credit was indexed for inflation, which meant automatic annual adjust-
ments in the value of the EITC to reflect changes in prices.15

In 1990, the value of the EITC was again increased and a supplemental 
credit was introduced for families with two or more children. Prior to this 
change, the value of the EITC did not fluctuate as a result of the number of 
children in the household. In 1993, the value of the EITC was again increased, 
by a little over 42%.16 In addition, a small EITC credit was made available 
to eligible workers without children. As of 1994, there were EITC credits 

 11 For an analysis of the marginal tax rates faced by low- and moderate-income workers in 
the United States, see: Congressional Budget Office (2012). Effective Marginal Tax Rates 
for Low- and Moderate-Income Workers. CBO. <http://www.cbo.gov/sites/default/files/
cbofiles/attachments/11-15-2012-MarginalTaxRates.pdf>. 

 12 See the Internal Revenue Service (IRS) guidelines on eligibility for information regarding 
current eligibility: <http://www.irs.gov/individuals/article/0,,id=150557,00.html>. 

 13 Jonathan Barry Forman (2005). Earned Income Tax Credit. Tax Topics. <http://www.
taxpolicycenter.org/taxtopics/encyclopedia/EITC.cfm>, as of October 19, 2011. Originally 
published in Joseph J. Cordes, Robert D. Ebel, and Jane G. Gravelle (2005), Encyclopedia 
of Taxation and Tax Policy, Second Edition, Urban Institute. 

 14 For a good historical overview of the EITC, at least in its first three decades, see: Steve 
Holt (2006). The Earned Income Tax Credit at Age 30: What We Know. Tax Policy Center. 
<http://www.taxpolicycenter.org/publications/url.cfm?ID=1000970>.

 15 Forman (2005). Earned Income Tax Credit.
 16 This figure relates to the nominal value of the EITC for families with one child. The increase 

in value for the EITC for families with two children was 67.3%. See: Tax Policy Center 
(2012). Historical EITC Parameters. Tax Facts (January 20). <http://www.taxpolicycenter.
org/taxfacts/displayafact.cfm?Docid=36>, as of October 3, 2012. 
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available for workers with no children, one child, and an enhanced EITC for 
workers with two children.17 Finally, in 2009, an additional supplement for 
the EITC was introduced for workers with three children. The values for the 
four categories of the EITC for 2012 were: $475 (no children), $3,169 (one 
child), $5,236 (two children) and $5,891 (three children).18 

To help illustrate the growth and expansion of the EITC over time, 
figure 1 depicts the nominal value of the individual EITC tax credit for work-
ers with one child and two children starting in 1975 through to 2012. Both 
the stepped increases in the value of the EITC as well as the introduction of 
the supplement for two-children households is fairly clear in figure 1. Also 
worth noting is the fact that the value of the EITC was fairly stable for the first 
12 years, with only two stepped increases implemented over this time period 
(1975, 1986). The value of the EITC begins to increase at an accelerated pace 
beginning in 1987, with marked increases in 1991 and 1994.

Another way to examine the growth in the EITC is to observe the per-
centage of families covered by the EITC relative to the total number of fam-
ilies. Figure 2 shows the total number of families receiving an EITC benefit 
as a share of total families starting in 1975 through to 2009, the most recent 
year for comprehensive tax data. In 1975, 8.7% of families in the United States 
received EITC benefits. By 1993, the percentage had almost doubled to 15.7%. 
In 2004, almost one in five families (19.9%) in the United States was receiv-
ing a benefit from the EITC. In 2009, the latest year for statistics available 
at the time of writing, almost one-in-four (23.4%) of US families received 
EITC benefits.

A third way to understand the growth in the EITC is to examine 
“spending” 19 on the EITC, over time, compared to other comparable meas-
ures. Figure 3 illustrates the total amount spent on the EITC starting in 1975 
through to 2009. It also includes measures of inflation and population, total 
federal government spending, and GDP. All four measures are illustrated as 

 17 Forman (2005). Earned Income Tax Credit.
 18 Tax Policy Center (2012). Historical EITC Parameters,. 
 19 Some readers might object to the use of the term “spending” in reference to the EITC. 

There is an important distinction between a so-called “tax expenditure” (where the gov-
ernment merely reduces the amount it taxes from a particular individual or firm) and an 
actual disbursement of government funds. However, in the case of the EITC this is a dis-
tinction with little significance, because (as demonstrated) more than 90% of the EITC 

“spending” in 2009 was actually refunded to individuals. In other words, because of its 
refundability, the generous EITC (coupled with other measures) results in an actual pay-
ment from the government to recipients. It is true that these beneficiaries of the EITC 
must also pay payroll taxes, state, and local taxes, and so on, and thus may, on net, still be 
taxpayers. Yet the same could be said of the recipients of food stamps, and no one doubts 
that these people are receiving government spending.
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Figure 1: Value of the EITC over time, one- and two-child credits (1975–2012)

Source: Tax Policy Center (2012). Historical EITC Parameters. Tax Facts (January 20). 
<http://www.taxpolicycenter.org/taxfacts/displayafact.cfm?Docid=36>, as of October 3, 2012.
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Figure 2: EITC recipient families as a percentage of all families (1975–2009)

Notes: 2009 data for the number of recipient families is a preliminary estimate. 1980 family count 
is based on revised population controls from the 1980 census. 1990 family count was revised 
using population controls from the 1990 census. 2001 family count is from the expanded CPS 
sample and uses population controls based on the 2000 census.

Sources: Internal Revenue Service, Statistics of Income Division (2011). Table 1, Individual Income 
Tax Returns: Selected Income and Tax Items for Tax Years 1999 - 2009. 

Tax Policy Center (2012). Historical EITC Parameters. Tax Facts (January 20). 
<http://www.taxpolicycenter.org/taxfacts/displayafact.cfm?Docid=36>, as of October 3, 2012.

U.S. Census Bureau (2011). Current Population Survey, March and Annual Social and Economic 
Supplements, 2010 and earlier.
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an index of their value in 1975. In other words, if one of the measures was 
valued at 100 in 1975 and 1,000 in 2009, its index value in 2009 would be 10.

Spending on the EITC by the federal government grew from $1.25 
billion in 1975 to $60.4 billion in 2009 (figure 3).20 The index value of such 
growth is 48.3 in 2009 using 1975 as the base. The index values for the other 
measures illustrate the extraordinary growth in the EITC over this period 
comparatively. Put simply, the growth in the EITC dwarfs all of the other 
measures over this time period.21 Population and inflation, for instance, 
increased by a factor of 5.6 over this period. GDP expanded by a factor of 
8.5. And, total federal government spending increased by a factor of 11.1 dur-
ing this period.

Refundability—an important consideration
The implication of the refundability of the EITC is important as the EITC 
can reduce a worker’s income-tax bill as well as providing a net refund if the 
value of the EITC exceeds the worker’s income-tax bill. In such cases, the 
EITC acts not only to eliminate the worker’s income taxes but also to offset 
the worker’s payroll taxes, which are composed of contributions to Social 
Security and Medicare.

Figure 4 illustrates the percentage of total EITC spending by the fed-
eral government relative to the amount of the EITC that is refunded. In 1975, 
when the EITC was introduced, 72% of the $1.25 billion spent on the EITC 
was refunded to workers ($900 million). While there have been variations, 
particularly during the late 1980s, there is a clear upward trend as depicted by 
the dashed line in figure 4. In 2009, the latest year for which data was available, 
the percentage of EITC spending refunded reached 91.2%. Put differently, the 
EITC is now almost entirely refunded to workers, thus eliminating the burden 
of income taxes completely and offsetting substantially the impact of payroll 
taxes. The EITC has clearly been increased in value and expanded in scope 
since its inception in 1975. Indeed, it has been described as one of the main 
anti-poverty programs in the United States and, as will be demonstrated, is 
one of the main reasons why so many US workers have been removed from 
the rolls of those paying income taxes.22

 20 Tax Policy Center (2012). Historical EITC Recipients. Tax Facts. <http://www.taxpolicycenter.
org/taxfacts/displayafact.cfm?Docid=37>, as of October 3, 2012. 

 21 Interestingly, there are scholars who have advocated for an even larger expansion of 
the EITC. See: Peter Edelman, Mark Greenberg, Steve Holt, and Harry Holzer (2009). 
Expanding the EITC to Help More Low-Wage Workers. Georgetown Center on Poverty, 
Inequality, and Public Policy. Available through the Tax Policy Center at <http://www.
taxpolicycenter.org/publications/url.cfm?ID=1001341>. 

 22 Forman (2005). Earned Income Tax Credit. 
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Figure 4: Percentage of total EITC credits that were refunded (1975–2009)

Source: Tax Policy Center (2012). Historical EITC Recipients. Tax Facts. 
<http://www.taxpolicycenter.org/taxfacts/displayafact.cfm?Docid=37>, as of October 13, 2012.
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Figure 3: Growth in EITC compared to other economic indicators (1975–2009)

Sources: Congressional Budget O�ce (2008). Historical Data (September 2008). 
<http://www.cbo.gov/budget/data/historical.pdf>. 

Congressional Budget O�ce (2009). The Budget and Economic Outlook: An Update (August 2009). 
<http://www.cbo.gov/ftpdocs/105xx/doc10521/08-25-BudgetUpdate.pdf>. 

Department of Labor, Bureau of Labor Statistics (2011). Consumer Price Index, Historical Series. 
<ftp://ftp.bls.gov/pub/special.requests/cpi/cpiai.txt>, as of October 14, 2011.  

Tax Policy Center (2012). Historical EITC Recipients. Tax Facts. 
<http://www.taxpolicycenter.org/taxfacts/displayafact.cfm?Docid=37>, as of October 13, 2012.

U.S. Census Bureau, Population Division (2011). Population Estimates. 
<http://www.census.gov/popest/estimates.html>, as of October 15, 2011.

Total EITC credits

Federal gov’t spending
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 2 Child Tax Credit

Another program that removes workers from the income- tax rolls is the 
Child Tax Credit (CTC). Although much smaller and, to some extent, more 
targeted, the CTC is nonetheless an important adjunct to the EITC.23 The 
Child Tax Credit (CTC) was enacted in 1997. It was introduced in an attempt 
to reflect the reality that a family’s ability to pay taxes was reduced, at least at 
the margin, as the size of the family increased. In 1998, the value of the CTC, 
which was essentially non-refundable24 was $400 per qualifying child. The 
credit increased to $500 per qualifying child beginning in 1999.25 

A series of scheduled increases in the value of the CTC was legislated 
in 2001. For the tax years 2001 through to 2004, the CTC was increased 
to $600. It was then further increased to $700 for years 2005 to 2008. In 
2009, it was increased to $800 and, then, to $1,000 for 2010. These sched-
uled increases were accelerated in 2003. Specifically, the value of the CTC 
was increased beginning in 2003 to its full scheduled value of $1,000 per 
eligible child.26, 27

The legislation of 2001 also extended the refundability of the CTC to 
families with fewer than three children. Like the scheduled increase in the 
value of the CTC, the 2001 legislation enacted a series of extensions for the 
refundability of the CTC. For years 2001 to 2004, the CTC was made refund-
able up to 10% of earned income over $10,000. The refundability was sched-
uled to increase to 15% in 2005 and thereafter. In addition, the threshold level 
of income was indexed to inflation.28

 23 For a discussion of how these programs interact to eliminate tax liabilities see: Rachel M. 
Johnson, Jim Nunns, Jeff Rohaly, Eric Toder, Roberton Williams (2011). Why Some Tax 
Units Pay No Income Tax. Tax Policy Center. <http://www.taxpolicycenter.org/publications/
url.cfm?ID=1001547>. Similarly, for an analysis of the growth of, and interaction between, 
the EITC and CTC, please see: Adam Carasso and C. Eugene Steuerle (2003). Growth in 
the Earned Income and Child Tax Credits. Tax Policy Center. <http://www.taxpolicycenter.
org/publications/url.cfm?ID=1000455>. 

 24 The CTC was refundable for families with three or more children at this time.
 25 Tax Policy Center (2011). Child-Related Tax Credits, 2000-2013. Tax Facts. <http://www.

taxpolicycenter.org/taxfacts/displayafact.cfm?Docid=580>. 
 26 Gregg A. Esenwein (2005). Child Tax Credit. Tax Topics. <http://www.taxpolicycenter.org/

taxtopics/encyclopedia/Child-Tax-Credit.cfm> as of October 5, 2011. Originally published in 
Joseph J. Cordes, Robert D. Ebel, and Jane G. Gravelle (2005), Encyclopedia of Taxation 
and Tax Policy, Second Edition, Urban Institute.

 27 The future value of the CTC is unclear given the scheduled expiration of the so-called 
Bush Tax Cuts in 2013, which would revert the value of the CTC to its 2000 level of $500. 
Most observers agree that, even if the Bush Tax Cuts of 2001 are left to expire, some 
aspects of the tax relief, including the enhanced value of the CTC will be retained.

 28 Esenwein (2005). Child Tax Credit. 
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Two keys aspects of the CTC interact with the EITC. First, even ignor-
ing the changes in the CTC’s refundability, the CTC directly reduces the 
income-tax liability for families with children. By reducing the income-tax lia-
bility, the CTC permits more room for the refundable portion of the EITC to 
reduce payroll taxes. And second, the extension of refundability for the CTC 
has meant a greater sheltering from income and payroll taxes for low- and 
mid-income families, which is particularly pronounced when coupled with 
the EITC. The combined effect of these two tax credits, along with a myriad 
of other measures has meant a marked reduction in income-tax liability for 
low- and moderate-income families in the United States.

 3 Distribution of the tax burden in the United States

Here we examine the distribution of federal taxes in the United States to 
quantify the changing nature of progressivity. Two approaches are used, one 
fairly simple and one more nuanced. The first approach is to measure what 
percentage of households or tax returns (distinct from households) record a 
zero or even negative income tax liability.

The Tax Foundation29 examines tax returns on a regular basis to meas-
ure the share of returns with zero or negative liabilities. Figure 5 illustrates 
the annual percentage of tax returns with zero or negative balances. In 1974, 
the first year covered by the analysis, 19.2% of returns had a zero or negative 
balances. The percent of zero (or negative) returns declined from 1977 to 1986 
when it began increasing (figure 5). By 2010, the latest year covered in the 
Tax Foundation’s study,30 the percentage of zero or negative tax returns had 
reached 41%, well over one-third of tax returns. Also, there is an unmistak-
able trend beginning in 1987 towards a larger share of returns recording a 
zero or negative balance.

The Tax Policy Center, which is a joint endeavour by the Brookings 
Institution and Urban Institute,31 also calculates the annual ratio of taxpayers 
to non-taxpayers, although in a slightly different way. The Tax Policy Center 

 29 Information on the Tax Foundation can be obtained at <www.taxfoundation.org>. 
 30 Scott A. Hodge (2010). Record Numbers of People Paying No Income Tax; Over 50 Million 

"Nonpayers" Include Families Making over $50,000. Fiscal Fact No. 214. <http://www.
taxfoundation.org/news/show/25962.html>. Updated information is available in: William 
Freeland, William McBride, and Ed Gerrish (2012). The Fiscal Costs of Nonpayers. Special 
Report No. 203 (September 19). <http://taxfoundation.org/sites/taxfoundation.org/files/
docs/sr203.pdf>.

 31 Information on the Tax Policy Center is available at <www.taxpolicycenter.org>; informa-
tion on the two sponsoring institutes can be found at <www.brookings.org> and <www.
urbaninstitute.org>. 

www.fraserinstitute.org


12 / Tax Payers and Tax Takers

fraserinstitute.org

relies on a sophisticated and generally accepted tax model32 to estimate the 
distribution of taxes in the United States. Rather than relying on tax returns 
like the Tax Foundation, the Tax Policy Center examines tax units. According 
to the Tax Policy Center:

a tax unit is an individual, or a married couple who file a tax return 
jointly, along with all dependents of that individual or married couple. A 
tax unit is therefore different than a family or a household in certain situ-
ations. For example, two persons cohabiting would be considered one 
household but if they were not legally married, they would file separate 
tax returns and thus be considered two tax units. A family could consist 
of a married couple and the wife’s elderly mother who lives with them. 
That family would be considered two tax units since, if the elderly mother 
had a large enough income, she would be required to file a federal in-
come tax return on her own. Thus the number of tax units will tend to be 
larger than the number of families or households reported elsewhere.33

Figure 6 illustrates the results from the Tax Policy Center’s approach to meas-
uring non-payers for the period from 2004 to 2011. It depicts two series. The 
first is the percentage of total tax units that have a zero or negative tax liability 

 32 The Tax Policy Center’s model is proprietary; it is referred to as the Urban-Brookings Tax 
Policy Center Microsimulation Model (Version 0411-2).

 33 Tax Policy Center (2008). Tax Model FAQ. <http://www.taxpolicycenter.org/numbers/
displayatab.cfm?Docid=1535>, as of October 4. 
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Figure 5: Percentage of tax returns with zero or negative tax liability (1974–2010)

Sources: Scott A. Hodge (2010). Record Numbers of People Paying No Income Tax; Over 50 Million 
“Nonpayers” Include Families Making over $50,000. Fiscal Fact No. 214. 
<http://www.taxfoundation.org/news/show/25962.html>. 

William Freeland, William McBride, and Ed Gerrish (2012). The Fiscal Costs of Nonpayers. Special Report 
No. 203 (September 19). <http://taxfoundation.org/sites/taxfoundation.org/�les/docs/sr203.pdf>.
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for income taxes (federal). The second series combines income tax liabilities 
with payroll taxes to illustrate the percentage of total tax units that have a net 
zero or negative tax liability for both income and payroll taxes.

The effect of the 2008/09 recession is evident in terms of the increase 
in the percentage of tax units with no federal income-tax liability, which 
increased from 39.9% in 2007 to 50.8% in 2008. The percentage of tax units 
with zero or negative income tax liabilities is declining from its peak during 
the recession but is still above the level observed earlier in the decade.34 The 
current rate of 46.4% of tax units with no income-tax liability means that 
nearly half of all US tax units have no income tax liability.35

A more detailed presentation of the analysis of tax units in the United 
States with no income tax liability is presented in table 1, which shows the 
number and percentage of the total tax units with and without income-tax 
liabilities for 2011 for a range of incomes from less than $10,000 to over $1 
million. One of the key insights is seen in the bottom row of the table, which 
shows that 87.8 million Americans in 2011 had a positive income-tax liabil-
ity, representing 53.6% of the total compared to 76.1 million Americans with 
no income-tax liability, 46.4% of the total.36

A similar result as seen for income taxes is observed in figure 6 for 
the second series, which includes liabilities for both income tax and payroll 
taxes. Again, we notice a spike from the recession and then a levelling off in 
line with pre-recession levels. Critically, the data from the Tax Policy Center 
concludes that 27.6% of tax units or more than one in four have no tax liabil-
ity for either income or payroll taxes.37 This means that the tax units receive 
enough refundable credits not only to eliminate their income taxes but more 
than offset the full value of their payroll taxes.38

 34 For more on the history of nonpayers and causes of recent growth, see: William Freeland 
and Scott Hodge (2012). Tax Equity and the Growth of Nonpayers. Fiscal Fact No. 200 
(July 20). <http://taxfoundation.org/article/tax-equity-andgrowth-nonpayers>. 

 35 Tax Policy Center (2012). Baseline Distribution of Tax Units with No Tax Liability, Current Law, 
2004-2011. <www.taxpolicycenter.org/numbers/displayatab.cfm?Docid=3054&DocTypeID=7>, 
as of October 9, 2012. 

 36 For an interesting conceptual discussion of why higher-income earners accept higher taxes 
despite their perceived political influence, see: F. Breyer and H.W. Ursprung (1998). Are the 
Rich too Rich to be Appropriated? Economic Power and the Feasibility of Constitutional 
Limits to Redistribution. Public Choice 94: 134–156. <http://download.springer.com/static/
pdf/162/art%253A10.1023%252FA%253A1004932822295.pdf?auth66=1354390005_e88eeb52cbc
121b3b0c48f2a8aae7e2f&ext=.pdf>. 

 37 Tax Policy Center (2012). Baseline Distribution of Tax Units with No Tax Liability. 
 38 It is worthwhile noting in the US context that the payment of Social Security and Medicare 

benefits are modestly progressive, which means that even if low-income individuals and 
families had a positive tax contribution to these programs, they would still be large net 
beneficiaries of the programs.
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Table 1: Tax units with and without tax liabilities in the United States, 
number (000’s) and percentage for various levels of income (2011)

Cash Income Units with income tax liability Units with no income tax liability

($ 000’s) (000’s) (%) (000’s) (%)

Less than 10 157 0.6 24,300 99.4

10–20 5,432 19.2 22,834 80.8

20–30 8,111 39.1 12,652 60.9

30–40 10,083 58.7 7,106 41.3

40–50 9,505 69.4 4,186 30.6

50–75 16,901 85.6 2,852 14.4

75–100 12,963 94.7 720 5.3

100–200 17,961 98.0 361 2.0

200–500 5,312 99.0 54 1.0

500–1,000 894 98.5 14 1.5

More than 1,000 429 99.0 4 1.0

All 87,762 53.6 76,107 46.4

Note 1: All units for which regular income tax liability plus alternative minimum tax (AMT) liabil-
ity less all credits (except the foreign tax credit) is at least $5. 

Note 2: All units for which regular income tax liability plus alternative minimum tax (AMT) liabil-
ity less all credits (except the foreign tax credit) is less than $5 (which includes negative amounts 
due to refundable credits).

Source: Tax Policy Center (2011). T11-0226 - Tax Units with and without Income Tax Liability; Current 
Law Distribution by Cash Income Level, 2011 (July 28). The Numbers. <http://www.taxpolicycenter.
org/numbers/displayatab.cfm?Docid=3107&DocTypeID=1>, as of October 19, 2011. 
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Figure 6: Percentage of tax units with zero or negative tax liability (2004–2011)

Source: Tax Policy Center (2012). Baseline Distribution of Tax Units with No Tax Liability, Current Law, 
2004-2011. <www.taxpolicycenter.org/numbers/displayatab.cfm?Docid=3054&DocTypeID=7>, 
as of October 9, 2012.
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A nuanced approach
A more nuanced approach is available from the Tax Policy Center. This more 
complex analysis entails calculating income shares by group, specifically quin-
tiles, and then allocating to each group their portion of federal taxes. Such 
an approach allows us to understand both the relative tax burden as well as 
the relative shares of income available to pay taxes. Table 2 presents the tax 
distribution data for federal taxes for 2011 as calculated by the Tax Policy 
Center.39 To understand the new concept of progressivity, we need to exam-
ine the data in table 2 and figures 7 and figure 9 incrementally.

Individual (personal) income taxes
First, data in table 2 concerning the income and individual income tax shares 
for the various quintiles, which is illustrated by figure 7, depicts a markedly 
progressive income tax.40 The bottom two quintiles, representing the bot-
tom 40% of tax units, are expected to incur a negative income-tax liability in 
2011, meaning they will receive a refund. The refund is due to a combination 
of low income, eligible deductions, and refundable tax credits such as those 
discussed previously. Specifically, the bottom 40% of households (in terms of 
income), will earn a combined 12.2% of total cash income in 2011 but incur 
no income-tax liability. Indeed, as discussed they will receive a 5.0% refund 
as a share of total income taxes (figure 6).41

This is in stark contrast to groups at the top of the income spectrum. 
For our purposes we will focus on three of these groups: top 40% (top two 
quintiles), top 20% (top quintile), and top 1%. In 2011, the top 40% of house-
holds in terms of earnings received 74.5% of total income but incurred a little 
more than 100% of the income tax burden.42 The reason this group’s share 
of the income tax burden exceeds 100% is that the denominator in the for-
mula is the total income-tax revenue collected by the US federal government. 
Since the income-tax code (with the refundable EITC) actually leads the US 

 39 This section relies on data and analysis from the Tax Policy Center. However, their find-
ings are broadly in line with those completed by the Congressional Budget Office in 2009, 
<http://www.cbo.gov/publications/collections/taxdistribution.cfm>. This publication uses 
data from the Tax Policy Center rather than the CBO’s analysis in order to incorporate 
the most up-to-date data available. The conclusions and implications from the analysis 
would not be materially altered if the older CBO data were used.

 40 For a discussion of the political theory of progressive income tax rates, see: Alex Cukierman 
and A. H. Meltzer (1991). A Political Theory of Progressive Income Taxes. Originally pub-
lished in A.H. Meltzer, A. Cukierman, and S. Richard, eds., Political Economy (Oxford 
University Press). <http://repository.cmu.edu/tepper/898>.

 41 Tax Policy Center (2011). Share of Taxes Paid under Current Law, by Cash Income 
Percentile, 2011. T11-0114 (May 19). The Numbers. <http://www.taxpolicycenter.org/
numbers/displayatab.cfm?Docid=2995&DocTypeID=2>, as of October 21, 2011. 

 42 Tax Policy Center (2011). Share of Taxes Paid under Current Law. 
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Treasury to send checks to people on the lower end of the income spectrum, 
the odd result is that the top 40% of households pay more in income tax than 
the US government collects in total income-tax revenue.

Figure 7 illustrates the interesting fact that the only quintile (20%t) that 
incurred a proportionate income-tax liability in excess of their proportionate 
income was the top 20%. In other words, the remaining 80% of households 
paid proportionately less in income taxes than they proportionately earned, 
reflecting strong progressivity.43 The top 20% earned 54.6% of total income 

 43  In fact, according to certain measures used by the Organisation for Economic Co-operation 
and Development (OECD), the United States has the most progressive income-tax system 
in the world. For a summary discussion as well as references to the OECD work, see: Scott A. 

Table 2: Share (percentage) of total federal taxes in the United States, by 
quintile (2011)

Cash 
income

Individual 
Income Tax

Payroll  
tax

Corporate 
income tax

Estate  
tax

All federal 
tax

Lowest quintile 3.7 −2.4 3.3 0.7 0.1 0.2

Second quintile 8.5 −2.6 9.8 2.0 0.1 2.7

Middle quintile 13.5 4.7 17.1 3.6 0.1 9.3

Fourth quintile 19.9 15.4 25.5 6.3 0.3 18.1

Top quintile 54.6 85.0 44.1 86.6 98.9 69.7

All 100.0 100.0 100.0 100.0 100.0 100.0

80%–90% 14.3 14.9 18.2 6.6 0.8 15.1

90%–95% 9.7 12.6 11.3 6.2 0.7 11.4

95%–99% 13.8 23.2 10.5 16.4 19.0 17.6

Top 1 percent 16.8 34.3 4.1 57.4 78.4 25.6

Top 0.1 percent 7.7 16.3 0.8 38.7 51.2 13.1

Note 1: Tax units with negative cash income are excluded from the lowest quintile but are included 
in the totals. Includes both filing and non-filing units but excludes those that are dependents 
of other tax units. For a description of cash income, see: Tax Policy Center (2004). (Mar 18, 2004) 
T040000 Income Breaks for Distribution Tables, 20042022. The Numbers. <http://www.taxpolicycenter.
org/TaxModel/income.cfm>, as of march 5, 2013.. The cash-income percentile classes used in this 
table are based on the income distribution for the entire population and contain an equal number 
of people, not tax units. The breaks are (in 2011 dollars): 20%: $16,812; 40%: $33,542; 60%: $59,486; 
80%: $103,465; 90%: $163,173; 95%: $210,998; 99%: $532,613; 99.9%: $2,178,886.

Note 2: The amount for Individual Income taxes are after tax credits (including refundable por-
tion of earned income and child tax credits). 

Note 3: The total for payroll taxes includes both the employee and employer shares of Social 
Security and Medicare tax. 

Note 4: All federal taxes excludes customs duties and excise taxes. 

Note 5: Data are for the calendar year 2011. 

Note 6: Analysis was completed based on current tax laws.

Source: Tax Policy Center (2011). Share of Taxes Paid under Current Law, by Cash Income Percentile, 
2011. T11-0114 (May 19). The Numbers. <http://www.taxpolicycenter.org/numbers/displayatab.
cfm?Docid=2995&DocTypeID=2>, as of October 21, 2011.
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and paid 85.0% of income taxes in 2011 and the top 1% earned 16.8% of total 
income and incurred 34.3% of total income taxes paid in 2011 (figure 7).44

More than just personal income taxes
There are, however, more than just personal income taxes to consider. Indeed, 
a key tax for lower earners in the United States is the payroll tax, which cov-
ers contributions for both Social Security and Medicare.45

Hodge (2011). No Country Leans on Upper-Income Households as Much as U.S. Tax Policy 
Blog (March 21). Tax Foundation. <http://www.taxfoundation.org/blog/show/27134.html>. 

 44 Tax Policy Center (2011). Share of Taxes Paid Under Current Law. 
 45 Social Security is financed by a 12.4% payroll tax on incomes up to $106,800. Medicare 

is funded by a 2.9% payroll tax on the same eligible income. Both taxes are split between 
the employer and the employee. While these dedicated taxes are theoretically supposed 
to be reserved for Social Security and Medicare, the reality of the US budget system is 
that these revenues are included in general government revenues and can be used at the 
discretion of legislators. See: <http://www.irs.gov/pub/irs-pdf/p15.pdf>.
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Figure 7: Quintile shares of income and income taxes (2011)

Note 1: Tax units with negative cash income are excluded from the lowest quintile but are included in 
the totals. Includes both �ling and non-�ling units but excludes those that are dependents of other tax 
units. For a description of cash income, see <http://www.taxpolicycenter.org/TaxModel/income.cfm>. 
The cash income percentile classes used in this table are based on the income distribution for the 
entire population and contain an equal number of people, not tax units. The breaks are (in 2011 
dollars): 20%: $16,812; 40%: $33,542; 60%: $59,486; 80%: $103,465; 90%: $163,173; 95%: $210,998; 99%: 
$532,613; 99.9%: $2,178,886.

Note 2: Statsitics for income taxes are consider after tax credits (including refundable portion of 
earned income and child tax credits).

Note 3: All data are for the calendar year 2011.

Source: Tax Policy Center (2011). Share of Taxes Paid under Current Law, by Cash Income Percentile, 
2011. T11-0114 (May 19). The Numbers. 
<http://www.taxpolicycenter.org/numbers/displayatab.cfm?Docid=2995&DocTypeID=2>, as of 
October 21, 2011.
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The US federal government has four principal sources of revenue: (1) 
personal income taxes, (2) social insurance taxes, (3) corporate income taxes, 
and (4) other taxes (essentially estate, excise, and related taxes).46 Figure 8 
illustrates the relative contribution of each category of revenue for 2010 as 
well as a projection for 2014.47 As figure 8 depicts, the United States is highly 
reliant on personal income taxes, which are expected to contribute almost 
half of US federal revenues (48.7%) in 2014.48 

Social insurance taxes are the next largest category of tax revenues. 
In 2010, they contributed nearly the same amount as personal income taxes, 
though this is largely because they are less volatile than personal income-tax rev-
enues and have not declined as markedly as income taxes. Social insurance taxes 
are expected to represent a little over 30% of total revenues by 2014 (figure 8).

Corporate income taxes, like personal income taxes, have declined in 
both absolute and relative shares owing to the effects of the recession. They 
are expected to rebound by 2014 and compose 12.6% of revenues (figure 8). 
Finally, the category. other taxes, which includes a host of smaller tax revenues, 
is expected to contribute almost 8% of federal revenues in 2014. Therefore, 
the combination of personal income taxes and payroll taxes constitutes the 
bulk, almost four out of five dollars, of federal revenues.

Including payroll taxes
The next step in understanding the new progressivity is to include payroll taxes. 
Recall the data presented in table 2, which is illustrated in figure 9. The key 
consideration at this step is the magnitude of payroll taxes paid compared to 
income earned, recalling the previous analysis of individual income taxes.The 
bottom 40% earned 12.2% of total income while incurring 13.1% of total pay-
roll taxes paid in 2011. Alternatively, the top 20% of households earned 54.6% 
of income but paid 44.1% of payroll taxes. Similarly, the top 1% of households 
earned 16.8% of income but paid only 4.1% of payroll taxes (figure 9).49 

The reason for this lack of vertical equity or progressivity is that the 
income eligible for the Social Security payroll tax is capped. In 2011, Social 
Security taxes were applied to eligible income up to $106,800. Income above 
this threshold was not subject to payroll taxes.50 However, the Medicare 

 46 Congressional Budget Office (2011). The Budget and Economic Outlook: An Update. Table 
1-2. <http://www.cbo.gov/ftpdocs/123xx/doc12316/08-24-BudgetEconUpdate.pdf>. 

 47 The latter year, 2014, was included since the United States is still recovering from the 
economic crisis of 2008, which has influenced some revenues (notably personal and 
corporate income taxes) more than other revenues. In order to focus on the lower-term 
contributions of each tax category, the discussion will focus on 2014.

 48 Congressional Budget Office (2011). The Budget and Economic Outlook: An Update. Table 1-2. 
 49 Tax Policy Center (2011). Share of Taxes Paid under Current Law. 
 50 A similar system is used in Canada for both the Canada Pension Plan and Employment 

Insurance, though the thresholds are much lower.
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payroll tax is uncapped, which offsetts to some extent the cap on the Social 
Security tax. Moreover, as part of the Affordable Care Act (better known as 
Obamacare) the payroll tax rate was made progressive,51 increasing from the 
standard employee rate of 1.45% to 2.35% for individuals with earnings over 
$200,000. The employer rate remains at 1.45% even for employees who earn 
more than $200,000.

The result of the Social Security cap, which dwarfs the effects of the 
uncapped Medicare tax because of the higher tax rate applied for Social 
Security, can be seen in figure 9. Payroll taxes constitute a larger proportion-
ate share for the bottom four quintiles compared to their share of earned 
income. Alternatively, payroll taxes constitute a lower proportionate share 
for only the top 20% compared to their proportionate income.

There is an argument worth noting about the progressive or regressive 
nature of payroll taxes in both Canada and the United States. The standard 
argument is that payroll taxes are regressive because they represent a larger 
share of income for low- and middle-income groups than for higher income 
groups. This is borne out by both the US and Canadian data presented in 
this publication. However, an important factor in the argument is normally 
ignored: the nature of the benefits paid by the programs financed by payroll 
taxes. In both countries, payroll taxes finance defined benefit programs like 
the Canada Pension Plan and the Social Security program. Several articles 

 51 For an overview of the effect of the Obamacare payroll and related taxes, please see: 
William McBride (2012). ObamaCare “Penalty Tax” Now Estimated to Hit 6 Million 
Mostly Low- and Middle-Income Americans. Tax Foundation. <http://taxfoundation.org/
blog/obamacare-penalty-tax-now-estimated-hit-6-million>. 
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Figure 8: Composition of US Federal Revenues (2010 and 2014)

Source: Congressional Budget O�ce (2011). The Budget and Economic Outlook: An Update. Table 
1-2. <http://www.cbo.gov/ftpdocs/123xx/doc12316/08-24-BudgetEconUpdate.pdf>.
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over the past few years have examined the benefit payments related to payroll 
taxes and found that once the nature of the benefits are accounted for, the 
programs actually become progressive.52

Putting it all together
The final step is to include the remaining tax categories in order to assess the 
overall distribution of the federal tax burden.53 It is important to recognize 

 52 Kip Hagopian and Lee E. Ohanian (2012). Payroll Taxes are ‘Regressive’? Time to Rethink 
That Idea. Wall Street Journal (October 30).

 53 Another way to examine this data is by looking at average tax rates for each income 
group. This approach has been made quite popular over the last year or so as prominent 
Americans, including billionaire investor Warren Buffett, have contended that high-income 
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Figure 9: Quintile shares of income and income taxes (2011)

Note 1: Tax units with negative cash income are excluded from the lowest quintile but are included in 
the totals. Includes both �ling and non-�ling units but excludes those that are dependents of other tax 
units. For a description of cash income, see <http://www.taxpolicycenter.org/TaxModel/income.cfm>. 
The cash income percentile classes used in this table are based on the income distribution for the 
entire population and contain an equal number of people, not tax units. The breaks are (in 2011 
dollars): 20% $16,812, 40% $33,542, 60% $59,486, 80% $103,465, 90% $163,173, 95% $210,998, 99% 
$532,613, 99.9% $2,178,886.

Note 2: The amount for Individual Income taxes are after tax credits (including refundable 
portion of earned income and child tax credits).

Note 3: The total for payroll taxes includes both the employee and employer shares of Social 
Security and Medicare tax.

Note 4: All Federal Taxes excludes customs duties and excise taxes.

Note 5: Data are for the calendar year 2011.

Note: 6: Analysis was completed based on current tax laws.

Source: Tax Policy Center (2011). Share of Taxes Paid under Current Law, by Cash Income Percentile, 
2011. T11-0114 (May 19). The Numbers. 
<http://www.taxpolicycenter.org/numbers/displayatab.cfm?Docid=2995&DocTypeID=2>, as of 
October 21, 2011.

Individual income tax
Cash income

All federal tax4

Payroll taxes3
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that the additional taxes included are either difficult for individuals to observe, 
which is definitely the case with corporate income taxes, or are not incurred 
on a regular basis, which would be the case with estate taxes, for example. 
Because these taxes are hidden and infrequent, lower-income groups may 
not realize how their inclusion tilts the federal income-tax system even more 
heavily on upper-income groups.

Again relying on data presented in table 2 and illustrated in figure 9, 
we see a fairly well defined pattern regarding overall taxes. First, the bottom 
20% contribute almost nothing to federal taxes. In 2011, they were projected 
to earn 3.7% of total income and will contribute 0.2% of total taxes. A similar 
result occurs when the bottom 40% are examined: they are expected to earn 
12.2% of total income but contribute only 2.9% in total taxes.54

One has to examine the fourth quintile, which includes those earning from 
the 60% to the 80% thresholds to find a group where their proportionate income is 
proximate to their proportionate tax liability. Specifically, this group is expected to 
earn 19.9% of total income in 2011 and incur 18.1% of the total federal tax bill. The 
top 20% are expected to earn 54.6% of total income while shouldering 69.7% of 
the total tax liability of the federal government. The top 1% will earn 16.8% of total 
income and pay 25.6% of the total tax bill for the federal government (figure 9).55

Put simply, lower-income groups are sheltered completely from the 
burden of federal income taxes, and the refundable nature of various tax cred-
its (principally the EITC) means that a substantial portion of their payroll tax 
liability is similarly sheltered. Indeed, lower-income households in the United 
States are almost entirely sheltered from paying any federal tax even when 
all revenue sources are included (table 2). On the other hand, upper-income 
households, specifically the top 20%, shoulder a markedly greater burden of 
total federal taxes compared to the income received by this group. In fact, this 
is the only group in the United States whose percentage share of total federal 
taxes exceeds its share of total income earned (table 2, figure 9).

 Finally, it is worth noting one tax that does not appear in either table 2 
or figure 9 though it exists in the Canadian tax system: a national consump-
tion tax. There has long been a debate in the United States about the advisabil-
ity of introducing a national consumption (that is, sales) tax.56 The efficacy of 

Americans do not pay high tax rates. Although this might be true for some individuals, it 
is not true for the various income classes on average. Data on effective tax rates can be 
found at: Tax Policy Center (2011). Effective Average Tax Rates under Current Law, by Cash 
Income Percentile, 2011. T11-0100 (May 19). The Numbers. <http://www.taxpolicycenter.org/
numbers/displayatab.cfm?Docid=2981&DocTypeID=2>, as of October 29, 2011. 

 54 Tax Policy Center (2011). Share of Taxes Paid under Current Law. 
 55 Tax Policy Center (2011). Share of Taxes Paid under Current Law. 
 56 Jason Clemens, one of the authors of this paper, repeatedly urged Americans during 2010 and 

2011 that a specific type of national consumption tax in the United States would make sense. 
See: Jason Clemens (2010). Drowing in a Vat of Taxes. Forbes.com (June 4). <http://www.
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adding a national consumption tax is beyond the scope of this paper. However, 
it is important to understand that such a tax rebalances the burden of over-
all taxes by imposing some level of taxation on lower- and middle-income 
groups. More discussion of this effect is contained in the Canadian tax sec-
tion presented later in this paper.

The new progressivity
These data combine to illustrate a new concept of progressivity, which is 
characterized by an increasing percentage of individuals, households, or tax 
units that contribute little or nothing to government revenues.57 Progressivity 

forbes.com/2010/06/04/value-added-tax-deficit-economy-opinions-contributor-jason-clemens.
html>. See also: Jason Clemens (2011). Should a VAT Be an Option? Orange County Register 
(November 14). <http://briancalle.ocregister.com/2011/11/14/should-a-vat-be-an-option/>. 

 57 The preceding analysis only discussed one side of the government’s ledger, revenues. It is 
equally important to consider the much more complicated question of the distribution of bene-
fits from government spending. Indeed, an article in the Wall Street Journal in early October 
2011, which garnered a great deal of interest and news coverage, highlighted this very issue. 
The piece summarized new US Census data showing that 48.5% of households receive some 
benefit from the government in 2010, whether it was Medicare, Medicaid, Social Security, 
food stamps, subsidized housing, or some other benefit. This is up from a little under 30% in 
1983. See: Sara Murray (2011). Nearly Half of U.S. Lives in Household Receiving Government 
Benefit. Wall Street Journal (October 5). <http://blogs.wsj.com/economics/2011/10/05/
nearly-half-of-households-receive-some-government-benefit/?KEYWORDS=medicaid). 

The Wall Street Journal article did not, however, sufficiently consider the com-
plicated nature of discerning government benefits (spending) and costs (taxes); the 
Tax Foundation undertook such an analysis. See: Andrew Chamberlain, Gerald Prante, 
and Scott A. Hodge (2007). Who Pays America’s Tax Burden, and Who Gets the Most 
Government Spending? Special Report No. 151 (March). Tax Foundation. <http://www.
taxfoundation.org/files/sr151.pdf>. The analysis examined government spending and taxes 
at the household level for 2004 using a variety of data sources from the U.S. govern-
ment. The analysis included federal, state, and local taxes and spending. The calculations 
completed by the Tax Foundation for this paper divide households into five groups or 
quintiles based on household cash income. Three measures are provided: total govern-
ment spending, federal spending, and state and local spending. The analysis allocates 
spending according to how much is spent on a particular government service, and which 
members of the population directly partake of the service. For example, if a particular 
government school district spends $10,000 in tax dollars per pupil, then a household 
with two children attending those schools would be scored as receiving $20,000 of 
government benefits.

Households in the lowest quintile receive $8.21 in total government spending 
for each dollar of total tax paid. The redistribution is strongest at the federal level where 
households receive $14.76 in benefits for each dollar of taxes paid. The weakest redistri-
bution, in relative terms, comes from the state and local government where $4.03 is pro-
vided in benefits for each dollar of revenue collected. The ratio of benefits to taxes paid 
precipitously declines for the next lowest quintile: households in the second-to-bottom 
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then becomes a question of how many, or what percentage of, workers and 
households will contribute to government revenues and to what extent. The 
final consideration is the extent to which the total burden—not a proportional 
burden—can be shifted to the top 20% or so. Thus the new definition of pro-
gressivity is that a substantial group of workers and households contribute 
nothing, or almost nothing, to government revenues while receiving benefits 
from government services and programs that are financed almost entirely 
from other workers and households at higher-income levels.

 4 Implications for democracy

The implication of the policies outlined above goes well beyond the nature of 
the tax distribution that is their result. After all, most analysts would agree 
that there are actions governments can and should undertake—such as the 
introduction of an EITC-like program—in order to encourage work effort, 
labour market participation, and skills development by lower-income earn-
ers and families experiencing low-income. In addition, most industrialized 
societies have agreed that there are certain goods and services to which all 
citizens should have access regardless of their ability to pay. Such policies 
mean a certain degree of redistribution.58 However, the structure of the US 
tax system, particularly the federal system, which sees almost half of tax 
units exempt from income taxes and benefitting from refundable tax credits 

quintile of earnings received $2.51 in benefits (total government spending) per dollar 
of taxes paid, less than one-third the ratio enjoyed by households in the lowest quintile.  
The results for households in the middle quintile is less lopsided, with $1.30 in benefits 
received per $1.00 of taxes paid. The ratio for the top two quintiles shows a net payment 
to government. In other words, the benefits received from government in these house-
holds is less than what is paid in taxes. Recall that the measure examines benefits received 
per dollar of taxes paid, meaning that a figure less than a dollar in benefits indicates a 
loss.  The top 20%, for instance, receive $0.41 in government spending benefits for each 
dollar of total tax paid.

Unfortunately, there has not been an update to this study from 2007. However, 
by almost any account, whether it is the expansion of refundable tax credits discussed 
previously, the introduction of new government programs or the expansion of existing 
programs targeted at lower-income households, or the nature of tax relief implemented 
since the mid-2000s, the degree of redistribution has increased rather than decreased 
or even stabilized. Thus, an up-to-date analysis would likely see an even greater burden 
placed on the top 20% in order to accommodate transfers to households in the other four 
quintiles, with a particular concentration of benefits for households in the lowest quintile. 

 58 For an excellent overview of the increase in the role of government over the last cen-
tury, including the emergence of new programs and greater efforts at redistribution, see: 
Vito Tanzi (2011). Government versus Markets: The Changing Economic Role of the State. 
Cambridge University Press.
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that lighten the burden of payroll taxes, has serious, indeed profound, con-
sequences for democracy.59 As Canadians, we have to understand this risk 
to democracy as well.

Skin in the game—a simple framework
The traditional framework for deciding on a new or expanded government 
program is based on a collective decision by citizens.60 The basic concept is 
that citizens are offered competing views about the efficacy of government 
action and a decision is reached through an election to form a government 
or narrow voting in the case of a referendum. Put simply, one party recom-
mends that the government should provide service A, which will cost a cer-
tain amount of money, and that the money required be raised using some 
combination of taxes and borrowing.61 The opposition party, which is also 
trying to secure government, in all likelihood opposes service A or prefers 
service B.62 Citizens are then assumed to make decisions about the efficacy 
of service A, judging the expected benefits against the expected costs from 
the introduction of the service. If enough citizens expect that the program 
will provide a net benefit (broadly defined), then the party is elected (in the 
case of referendum the specific project is approved), forms a government, 
and tries to implement service A.63 The reality of elections is that they are 

 59 One of the seminal pieces in this line of reasoning is: Assar Lindebeck (1985). Redistribution 
Policy and the Expansion of the Public Sector. Journal of Public Economics 28 (December): 
309–328. In addition, Allan Meltzer has co-written a number of critically influential papers 
on this concept of why government grows. See: [1] Allan. H. Meltzer and Scott F. Richard 
(1978). Why Government Grows (and Grows) in a Democracy. Public Interest 52 (Summer): 
111–118. [2] Allan H. Meltzer and Scott F. Richard (1981). A Rational Theory of the Size of 
Government. Journal of Political Economy 89, 5 (October): 914–927. [3] Allan H. Meltzer 
and Scott F. Richard (1983). Tests of a Rational Theory of the Size of Government. Public 
Choice 41, 3: 403–418. Finally, for a discussion of voter participation, particularly adjusting 
for income levels and redistribution by the state, see: K.V. Greene and O. Nikolaev (1999). 
Voter Participation in the Redistributive State. Public Choice 98: 213–226.

 60 For those interested in collective decision-making, see: Mancur Olson (1965). The Logic 
of Collective Action: Public Goods and The Theory of Groups. Harvard University Press.

 61 For an overview of the median voter theory as well as how it relates to the determina-
tion of the size of government, see: Miguel Gouveia and Neal A. Masia (1998). Does 
the Median Voter Model Explain the Size of Government? Evidence from the States. 
Public Choice 97 (October): 159–177. <http://www2.warwick.ac.uk/fac/soc/economics/ug/
modules/3rd/ec320/details/gouveia_and_masia.pdf>. 

 62 For a broad examination of how the state works in both theory and reality, see: William 
C. Mitchell and Randy T. Simmons (1994). Beyond Politics: Markets, Welfare, and the 
Failure of Bureaucracy. Westview Press.

 63 An interesting and provocative argument was recently made that in fact citizens make 
very bad decisions through democratic voting. See: Bryan Caplan (2007). Myth of the 
Rational Voter: Why Democracies Choose Bad Policies. Princeton University Press. A 
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much more complicated and almost always based on a broad spectrum of 
issues rather than a single issue;64 this simple framework, however, allows us 
to understand the democratic risk that emerges from the new progressivity.

The key element of the concept of democratic decision-making pre-
sented above is the consideration of costs.65 It assumes some distribution of 
costs across society, even if it is skewed and redistributive in nature. Put dif-
ferently, in order for citizens and households to consider costs realistically, 
they must face some portion of the cost, even if it does not represent the total 
amount consumed by each group.66

This democratic process of decision-making has been fundamentally 
distorted in the United States by the factors discussed previously. First, almost 
half of federal revenues are raised from income taxes and they, along with pay-
roll taxes, are the most visible and well understood taxes in the United States. 
In 2011, 46.4% of tax units will pay no income tax. The bottom two quin-
tiles of households pay essentially no federal taxes even when payroll taxes 
are considered. Put colloquially, these households have no skin in the game, 
which fundamentally changes their democratic decision-making. Given the 
real absence of costs to these households for government services, even bad 
services make economic sense because they bear no cost in their provision.67

This radically altered calculus in democratic decision-making for a 
vast percentage of American citizens, which is approaching half, impedes, 

summary version of the book is available through the Cato Institute at <http://www.
cato.org/pub_display.php?pub_id=8262>. 

 64 There are important exceptions to this rule, however, as the 1988 Canadian federal election 
attests. That election was almost singularly fought based on the Free Trade Agreement 
(FTA) with the United States. Interestingly, another Canadian election (1911) was also 
contested almost exclusively on the issue of free trade with the United States.

 65 A recent column in the Wall Street Journal raised this very issue of how the distribution 
of government spending and taxes influences electoral decisions. See: Phil Gramm and 
Michael Solon (2012). Can Government Benefits Turn an Election? Wall Street Journal 
(October 19). <http://online.wsj.com/article/SB10000872396390444799904578052200695767
968.html?KEYWORDS=gramm+and+solon>. 

 66 Economists have developed formal models of political decision-making and the influences 
on such decisions. For an overview of this work, see: Dennis C. Mueller (2003). Public 
Choice III. Cambridge University Press. Please pay particular attention to Section 21, Size 
of Government. One of the seminal, foundational articles in this line of research is: Allan 
H. Meltzer and Scott F. Richard (1981). A Rational Theory of the Size of Government. 
Journal of Political Economy 89, 51: 914–927. For a related discussion regarding how gov-
ernment grows because of the very nature of representative government that is uncon-
strained by constitutional limits, see: Allan H. Meltzer (1976). Why Government Grows. 
International Institute for Economic Research.

 67 For a thorough discussion on this aspect of democratic decision-making, see: Dan Usher 
(1981). The Economic Prerequisite to Democracy. Columbia University Press.
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or worse, prevents coherent, productive decisions in the public space.68 As 
explained, it provides strong incentives for a large percentage of the popula-
tion in the United States to constantly demand more government services and 
redistribution regardless of the efficacy of the specific programs.69 The perma-
nent demand for more government is driven, in large part, because so many 
Americans simply do not contribute to the cost of those programs directly. 

The influence of deferred taxes (deficits)
There is a second, somewhat related, effect also distorting democratic decision-
making: deficits.70 Put simply, deficits are deferred taxes. In any particular period, 
governments may choose to borrow resources rather than raise their total spend-
ing requirements in taxes and other revenues. In these cases, the current taxes 

 68 In the best of circumstances, collective decisions made by government are under enor-
mous pressures that make sound, productive decision-making difficult. For informa-
tion and a discussion of these pressures, see: James M. Buchanan (1999). The Calculus 
of Consent: Logical Foundations of Constitutional Democracy. Liberty Fund. See also: 
Mitchell and Simmons (1994). Beyond Politics.

 69 One interesting angle to this debate not covered in this publication is the role of tax cuts 
in limiting government spending increases. Nobel laureate Milton Friedman famously 
argued that he would accept any tax cut at any time for any reason as a means by which 
to limit the growth in government. See: Milton Freidman (1978). The Limitations of Tax 
Limitations. Policy Review (Summer): 7–14. In some ways the new progressivity discussed 
in this paper is premised, at least partially, on the assumption that tax relief ultimately 
results in less government spending over time. However, if the nature of the tax relief is 
such that it results in a distortion in democratic decision-making, it may well lead to the 
creation of a permanent group of voters, potentially sizeable, that demands more benefits 
from the government, irrespective of the quality, need, or general efficacy of additional 
programs, simply because they bear no direct costs of such decisions.

There are a number of publications offering important analysis of whether or 
not tax cuts necessarily lead to less government spending. For example, the former head 
of President Obama’s Council of Economic Advisers, Christina Romer, along with her 
husband David Romer concluded that tax cuts actually spurred government spending 
after one carefully controls for causation and other factors linked to changes in spending. 
See: Christina D. Romer and David H. Romer (2011). Do Tax Cuts Starve the Beast? The 
Effect of Tax Changes on Government Spending. Brookings Institution. Brookings Papers 
on Economic Activity (Spring). Similarly, Joseph Ura and Erica Socker concluded that 

“there is convincing evidence the reducing federal tax rates without coordinated reduc-
tions in federal spending actually produces long-term growth in spending.” Their argu-
ment is similar to the one posited in this paper although it relies on deficits. They argue 
that increased spending in periods of tax relief is normally linked with deficits, which 
reduce the current perceived cost of government spending by citizens. See Joseph D. Ura 
and Erica M. Socker (2011). The Behavioral Political Economy of Budget Deficits: How 
Starve the Beast Policies Feed the Machine. The Forum 9, 2, Article 7.

 70 For the seminal work on this subject, see: James M. Buchanan (2000). The Collected Works 
of James M. Buchanan: Debt and Taxes, Volume 14. Liberty Fund.
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needed to finance spending are deferred to the future and imposed on future tax-
payers.71 This is a not insignificant consideration given the state of public finance 
in the United States today. According to the non-partisan Congressional Budget 
Office, the US federal government incurred a deficit of $1.3 trillion in 2011 (8.7% 
of GDP) and expects to incur a deficit of $1.1 trillion this year, about 7.3% of 
GDP.72 Put differently, 36.1% of US federal spending in 2011 was financed through 
borrowing and roughly one third (31.7%) this year was similarly borrowed.

The use of deferred taxes or deficits to finance current government 
spending further distorts the democratic decision-making process by splitting 
the benefits of spending and their costs over time.73 Specifically, deficits allow 
current voters to enjoy the benefit of spending today without incurring the full 
cost of that decision. A significant portion of the cost is deferred to future tax-
payers who in many cases were not party to the initial decision to borrow and 
who will more than likely not enjoy any specific benefit from the past spending.74 

The combination of an increasing portion of the American population 
and the electorate not contributing in any meaningful way to government 
revenues so that they are spared the cost of government spending (taxes), 
coupled with significant deficits, which defer the cost of current spending 
to future generations, has and will continue to distort democratic decision-
making in the United States in a fundamental way.

 71 There is an important conceptual element to this argument regarding the deferral of taxes to 
the future. Many economists and popular writers have suggested that taxes deferred to the 
future through borrowing (that is, deficits) are not harmful or distortionary because they are 
essentially money owed to ourselves. See, for example: Paul Krugman (2012). Debt Is (Mostly) 
Money We Owe to Ourselves. New York Times (December 28). <http://krugman.blogs.nytimes.
com/2011/12/28/debt-is-mostly-money-we-owe-to-ourselves/>. There is a substantial literature 
refuting this concept of “harmless” debt. Most recently, Arnold Kling wrote a piece summar-
izing previous work, including James Buchanan’s critical work on this subject. See: Arnold 
Kling (2012). Lenders and Spenders: Confronting the Political Reality of Debt. The American 
(November 20). <http://www.american.com/archive/2012/november/lenders-and-spenders-
confronting-the-political-reality-of-debt/article_print>. In the Canadian context, University of 
Calgary economist Jack Mintz recently summarized the argument against deficits and accumu-
lated debt in the popular press. See: Jack M. Mintz (2012). Mortgaging Our Children. Financial 
Post. <http://opinion.financialpost.com/2012/11/27/jack-mintz-mortgaging-our-children/>. 

 72 Congressional Budget Office (2012). An Update to the Economic and Budget Outlook: 
Fiscal Years 2012 to 2022. <http://www.cbo.gov/publication/43543>.

 73 For an examination of how inter-generational considerations influence redistribution, see: 
G. Grossman and E. Helpman (1998). Intergenerational Redistribution with Short-Lived 
Governments. Economic Journal 108: 1299–1329.

 74 The exception to this is when the spending has long-lasting benefits such as when infra-
structure is developed. It is critical to note, however, that an insignificant portion of the 
debt accumulated over the last four years and anticipated for the next decade is a result 
of spending on infrastructure. The overwhelming majority of the debt accumulated dur-
ing this period has been the result of over-spending relative to available revenues.
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 2 Where Canada stands today— 

warnings for the future

What is the balance in Canada today between non-contributors to taxes and 
contributors? Will recently introduced tax programs similar to the American 
Earned Income Tax Credit and Child Tax Credit affect this balance between 
contributors and non-contributors? This section explains how Canada is 
already on the path of the United States and moving towards having more 
and more Canadians not contributing to taxes, and what effects such a change 
might have on democratic decision-making. In many ways, this is a caution-
ary tale for Canada about future tax policy.

 1 Tax payers to tax takers

Figure 10 illustrates the results of two methods by which to gauge the por-
tion of Canadian tax-filers that did not contribute to government taxes. The 
lower line, referred to as non-taxable returns,75 simply measures the ratio of 
tax returns that had no tax payable (includes federal and provincial income 
taxes, and federal payroll taxes) compared to the total number of tax returns. 
In 2010, the most recent year in which preliminary statistics are available, a 
total of 33.9% of Canadian tax-filers had no tax liability.76 The percentage of 
tax-filers with no tax bill has increased slightly from 31.8% in 2000.

 75 According to the Canada Revenue Agency (CRA), taxable and non-taxable returns are 
defined like this: “a return is considered taxable when the sum of net federal tax, net 
provincial tax, CPP payable on self-employment earnings and social benefit repayment 
amounts was at least $2 and non-taxable when this sum was less than $2. For further 
information, see: Canada Revenue Agency (2011). Major Classification Variables. <http://
www.cra-arc.gc.ca/gncy/stts/gb09/pst/fnl/clssf-eng.html>. 

 76 Canada Revenue Agency (2012). Preliminary Income Tax Statistics for Individuals - 2012 
Edition. Table 2: All returns by total income class. <http://www.cra-arc.gc.ca/gncy/stts/
gb10/pst/ntrm/pdf/table2-eng.pdf>.
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Figure 10 also presents an alternative measure for federal taxes, which 
includes the effect of tax credits.77 This measure assesses federal taxes owing 
after accounting for the effects of various tax credits, which act to reduce an 
individual’s tax bill. As result, this measure will almost always have a higher 
ratio of non-contributors to contributors. A more pronounced increase in 
the percentage of non-contributors is observed in this measure. Specifically, 
the ratio of tax-filers with no federal tax bill relative to the total number of 
tax-filers increased from 32.0% in 2000 to 37.7% in 2010, down slightly from 
38.2% in 2009.78

We can gain additional insight by examining the experience of specific 
income classes with respect to changes in the ratio of non-contributors to 
total tax-filers over time. Figure 11 relies on the second measure, federal 
taxes owing after accounting for tax credits for four different income classes: 

 77 According to the Canada Revenue Agency, the line for Federal Tax used in this study 
refers to federal tax less non-refundable tax credits, the federal dividend tax credit, any 
minimum tax carryover, the overseas employment tax credit, the federal foreign tax 
credit, the federal political contribution tax credit, the investment tax credit, the labour-
sponsored funds tax credit, and federal logging tax credit. For additional information, see:  
Canada Revenue Agency (2011). Description of Items. <http://www.cra-arc.gc.ca/gncy/stts/
gb09/pst/fnl/dsctm-eng.html>.

 78 Some of the increases observed in 2008 and 2009 are assumed to be linked with the 
recession, which by definition reduces output and income.
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Figure 10: Tax contributors as a share of total tax �lers (2000–2010)

Note: Data for 2010 is taken from the preliminary estimate from CRA and will likely be revised 
when the �nal statistics are released.

Sources: Canada Revenue Agency (2011). Income Tax Statistics 2011 – 2009 Tax Year. Final Table 2 – All 
returns by total income class. <http://www.cra-arc.gc.ca/gncy/stts/gb09/pst/fnl/pdf/tbl2-eng.pdf>.  

Canada Revenue Agency (2012). Preliminary Income Tax Statistics for Individuals - 2012 Edition. 
Table 2: All returns by total income class. <http://www.cra-
arc.gc.ca/gncy/stts/gb10/pst/ntrm/pdf/table2-eng.pdf>.
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(1) $1–$10,000, (2) $10,000–$15,000, (3) $15,000–$20,000, and (4) $20,000–
$25,000. The least amount of change is observed for the lowest income cat-
egory, $1–$10,000 in taxable earnings. The ratio of non-contributors to total 
tax-filers in this income category increased from 88.0% in 2000 to 99.2% 
in 2010. The relatively small increase in the ratio is not surprising given the 
already high level of tax-filers in this income class who are shielded from 
contributing to income taxes.

The income group with the largest increase in the ratio was the 
$20,000–$25,000 category. From 2000 to 2010, the ratio of non-contributors 
to total tax-filers increased 572.4%, from 5.2% of total tax-filers in 2000 to 
34.8% in 2010. Put differently, a little over one-third of tax-filers with income 
ranging from $20,000 to $25,000 had no federal tax liability in 2010. The 
remaining two income classes illustrated in figure 11, $10,000–$15,000 in 
taxable income and $15,000–$20,000, both experienced marked increases in 
the ratio of non-contributors to total tax-filers: from almost half (48.8%) for 
those earning between $10,000 and $15,000 to 83.5%, an increase of 70.9%. 
More markedly, the ratio of non-contributors to total tax-filers increased 
from 14.1% to 64.9% for those earning between $15,000 and $20,000, an 
increase of 359.9%. 

In sum, the overall ratio of non-contributors to total tax-filers was 
between roughly one third and a little less than 40% in 2010 depending on 
the specific measure employed. Lower-income groups experienced marked 
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Figure 11: Tax �lers paying no federal tax as a share of total returns, for select 
income classes (2000–2010)

Note: Data for 2010 is taken from the preliminary estimate from CRA and will likely be revised 
when the �nal statistics are released.

Sources: Canada Revenue Agency (2011). Income Tax Statistics 2011 – 2009 Tax Year. Final Table 2 – All 
returns by total income class. <http://www.cra-arc.gc.ca/gncy/stts/gb09/pst/fnl/pdf/tbl2-eng.pdf>.  

Canada Revenue Agency (2012). Preliminary Income Tax Statistics for Individuals - 2012 Edition. 
Table 2: All returns by total income class. <http://www.cra-
arc.gc.ca/gncy/stts/gb10/pst/ntrm/pdf/table2-eng.pdf>.
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increases in this ratio over the same time period. As was the case in the United 
States, part of the explanation for this increase is the introduction in Canada 
of tax credits equivalent to the Earned Income Tax Credit (EITC) and Child 
Tax Credit (CTC), which act to reduce income taxes for tax-filers, and par-
ticularly for those with lower incomes.

 2 Working Income Tax Benefit—Canada’s  
Earned Income Tax Credit

Canada introduced the Working Income Tax Benefit (WITB) in the 2007 
Federal Budget.79 Like the EITC, the WITB was designed to alleviate what 
many analysts and observers refer to as the “welfare wall”, 80 a term that refers 
to situations in which lower-income workers face extraordinarily high effect-
ive marginal tax rates, which discourages them from entering the labour force 
or remaining active in the labour force.81 The dynamic occurs through two 
principal mechanisms. One, lower-income workers may lose monetary bene-
fits, sometimes on a dollar-for-dollar basis when they enter the labour force 
and begin earning income. For instance, Canadians on welfare generally lose 
one dollar in benefits for every dollar earned, effectively a 100% marginal tax 
rate and a strong disincentive for them to enter or remain in the labour force.

Two, they may lose or receive reduced in-kind benefits such as subsid-
ized housing and prescription drug coverage. Either of these effects, or worse 
a combination of both effects, creates a strong disincentive for lower-income 

 79 Canada, Department of Finance (2007). The Budget Plan 2007. Cat. No. F1-23/2007-3E. 
Department of Finance. <http://www.budget.gc.ca/2007/pdf/bp2007e.pdf>. For an excellent 
summary of the WITB as well as a comparison with the National Child Benefit (NCB), 
see: Frances Woolley (2012). Five Years of the Working Income Tax Benefit. Worthwhile 
Canadian Initiative (November 3). <http://worthwhile.typepad.com/worthwhile_canadian_
initi/2012/11/five-years-of-the-working-income-tax-benefit.html>. British Columbia, Alberta, 
Quebec, and Nunavut have introduced supplemental programs to WITB with slightly 
different guidelines.

 80 The term “welfare wall” was specifically used in the Government of Canada’s 2007 Budget. 
See Canada, Department of Finance (2007). The Budget Plan 2007: 78.

 81 For a thorough discussion of the “welfare wall” in Canada, including the calculation of 
effective marginal tax rates by income level, see: Finn Poschmann (2008). Still High: 
Marginal Effective Tax Rates on Low-Income Families. C.D. Howe Institute. <http://
www.cdhowe.org/pdf/backgrounder_113.pdf>. In addition, William Scarf and Lei Tang 
published a paper predicting the effects of the WITB on unemployment and earnings, 
in which they estimated that it would reduce unemployment by between 0.2 and 0.17 
percentage points, and increase the average incomes of WITB recipients 3.9% to 8.6%. 
See: William Scarth and Lei Tang (2008). An Evaluation of the Working Income Tax 
Benefit. Canadian Public Policy 34, 1 (March): 25–36. <http://utpjournals.metapress.com/
content/5855636qp2670452/>.
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Canadians to either enter or remain in the workforce. WITB was designed to 
reduce the effects of this marginal tax rate for lower-income workers to encour-
age them to enter or remain in the labour force. Indeed, the 2007 Budget that cre-
ated WITB estimated that it would support 1.2 million lower-income Canadian 
workers while encouraging another 60,000 people to enter the labour force.82

The WITB came into effect in 2007. It is a refundable tax credit, meaning 
that it not only reduces one’s income taxes but can also result in a refund that 
offsets other taxes such as payroll taxes. The WITB includes benefits for four 
groups of working Canadians83 and, as originally implemented, provided up 
to $1,000 for couples and single parents and up to $500 for single individuals. 
An additional $250 was available for lower-income Canadians with disabilities.

For all categories of potential recipients, the WITB was phased in at a 
rate of 20%. Figure 12 is taken from the federal government’s 2007 budget and 
illustrates how WITB actually worked for single individuals as of 2007.84 For 
individuals this meant that benefits started to be received after their income 
reached $3,000. The maximum benefit was paid for those with earnings 
between $5,500 and $9,500. Once an individual’s income reached $9,500, 
their WITB began declining by 15%. No benefits were paid to individuals 
with earnings above $12,833.85

The phase rate (20%) as well as the reduction rate (15%) were also 
applied to WITB for couples and single parents. Figure 13, which is again 
taken from the 2007 budget, illustrates the WITB for couples and single par-
ents.86 The maximum benefit for this group ($1,000) was paid to those with 
earnings between $8,000 and $14,500. The benefit was completely elimin-
ated when earnings reached $21,167.87 The WITB was originally estimated 
to cost $550 million in 2007 but eventually came in under budget at $455 
million for fiscal year 2007.88

Just two years later, in the 2009 federal budget, the government of 
Canada increased the benefits available from WITB. Specifically, the benefit 
available to couples and single parents increased from $1,000 to $1,680, and 
the benefit for single individuals increased from $500 to $925. Finally, the 

 82 Canada, Department of Finance (2007). The Budget Plan 2007.
 83 For detailed information about eligibility for the WITB, see: Canada Revenue Agency 

(2007). WITB: Application and Eligibility. 
 84 Canada, Department of Finance (2007). The Budget Plan 2007: chart 3.1, p. 79. 
 85 Canada, Department of Finance (2007). The Budget Plan 2007.
 86 Canada, Department of Finance (2007). The Budget Plan 2007: chart 3.2, p. 80.
 87 For a more detailed discussion and analysis of the benefits, including phase-ins and reduc-

tions, and a graphic representation of WITB, please see: Canada, Department of Finance 
(2007). The Budget Plan 2007: 78–83.  

 88 See: Canada, Department of Finance (2007). The Budget Plan 2007. See also: Canada, 
Department of Finance (2012). Tax Expenditures and Evaluations 2011. Department of Finance. 
Cat. No. F1-27/2011E-PDF. <http://www.fin.gc.ca/taxexp-depfisc/2011/taxexp11-eng.pdf>. 
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benefit for low-income working Canadians with disabilities was also increased 
from $250 to $462 per year. The phase-in rate was also increased from 20% 
to 25%, which meant that lower-income recipients gained a larger benefit at 
lower levels of income.89

 89 Canada, Department of Finance (2009). Canada’s Economic Action Plan: Budget 2009. 
Public Works and Government Services Canada. Cat. No.: F1-23/2009-3E. <http://www.
budget.gc.ca/2009/pdf/budget-planbugetaire-eng.pdf>.   
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Figure 12: Entitlement to Working Income Tax Bene�t, single individual (2007)

Note 1: Phase-out based on net family income.

Source: Figure based on Chart 3.1, in: Canada, Department of Finance (2007). The Budget Plan 2007. 
Cat. No. F1-23/2007-3E. <http://www.budget.gc.ca/2007/pdf/bp2007e.pdf>, page 80.
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Figure 13: Entitlement to Working Income Tax Bene�t, single parents 
and couples (2007)

Note 1: Phase-out based on net family income.

Source: Figure based on Chart 3.2, in: Canada, Department of Finance (2007). The Budget Plan 2007. 
Cat. No. F1-23/2007-3E. <http://www.budget.gc.ca/2007/pdf/bp2007e.pdf>, page 80.
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Offsetting the increase in the phase-in, however, was the fact that the 
range of income in which recipients receive full benefits was reduced. In 
addition, the threshold at which the maximum benefit began was increased. 
For single individuals, the range of income for receipt of the maximum bene-
fit was changed from $5,500–$9,500 to $6,700–$10,500. Only the lower 
range of earnings in which the maximum benefit is paid was changed for 
couples and single parents, increasing from $8,000 in 2007 and 2008, to 
$9,720 in 2009. The upper limit for earnings remained the same at $14,500. 
However, WITB was now paid to couples and single parents with earnings 
up to $25,700 rather than the lower level of $21,167 present under the 2007 
program.90

Not surprisingly, given the changes in the 2009 budget, the cost of 
WITB has increased. Figure 14 illustrates the actual and projected nominal 
cost of WITB since its inception in 2007. There is a pronounced increase in 
the cost of WITB in 2009. The cost of WITB increased from $480 million in 
2008 to $1.025 billion in 2009. It is expected to reach $1.03 billion in 2011.91

 3 Canada’s Child Tax Credit

Canada’s Child Tax Credit (CTC), like the WITB, was introduced in the 2007 
budget. The CTC provides a tax credit to families with children under the age 
of 18. The credit is $2,000 per child adjusted by the lowest personal income-
tax rate (currently 15%). In other words, the value of the tax credit is calcu-
lated based on the lowest personal income-tax rate rather than the actual 
statutory tax rate of the individual taxpayer. In practical terms, this means 
that the real value of the CTC diminishes as the earnings of individuals and 
families increases. In 2007, the lowest personal income tax rate was 15.5%, 
resulting in a value for the CTC of $310 per child in tax savings.92 Unlike the 
WITB, the CTC is available for all Canadian families although, again, its real 
value diminishes as household income increases.

The CTC is not refundable but, for those families eligible for both the 
WITB and the CTC, the interaction of the two programs is critical. The CTC 
would reduce the tax liability of the family while the WITB, which is refund-
able, would reduce tax liability further, for a larger refund.

Figure 15 illustrates the nominal cost of the CTC since its introduction. 
The CTC was introduced in 2007 at a cost of roughly $1.45 billion. Its cost is 
expected to exceed $1.5 billion in 2011.93

 90 Canada, Department of Finance (2009). Canada’s Economic Action Plan: Budget 2009 
 91 Canada, Department of Finance (2012). Tax Expenditures and Evaluations 2011. 
 92 Canada, Department of Finance (2007). The Budget Plan 2007. 
 93 Canada, Department of Finance (2011).  Tax Expenditures and Evaluations 2011.
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Figure 14: Nominal cost of Worker Income Tax Bene�t (2007–2011)

Note: �gures of 2007 and 2008 are estimates: �gures for 2009–2011 are projections.

Source: Canada, Department of Finance (2012). Tax Expenditures and Evaluations 2011. Department of 
Finance. Cat. No. F1-27/2011E-PDF. <http://www.�n.gc.ca/taxexp-dep�sc/2011/taxexp11-eng.pdf>.
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Figure 15: Nominal cost of Child Tax Credit (2007–2011)

Note: �gures of 2007 and 2008 are estimates: �gures for 2009–2011 are projections.

Source: Canada, Department of Finance (2012). Tax Expenditures and Evaluations 2011. Department of 
Finance. Cat. No. F1-27/2011E-PDF. <http://www.�n.gc.ca/taxexp-dep�sc/2011/taxexp11-eng.pdf>.
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 4 Basic personal exemption

There is another aspect of tax policy worth considering when assessing the 
balance between tax contributors and non-contributors in the Canada: basic 
personal exemption (BPE). The federal tax code94 as well as the provincial tax 
systems allow a certain amount of income to be earned before any income 
or payroll taxes are imposed.95 As a simple mathematical identity, the basic 
personal exemption’s real value decreases as one’s income increases because 
the BPE shields a larger share of income from taxes for lower-income earn-
ers than for those with higher incomes. In other words, the relative value of 
the BPE is higher for lower-income people than it is for middle- or upper-
income Canadians.

The reason the BPE is discussed in this paper is that the federal gov-
ernment along with several provincial governments have increased the value 
of the BPE over the last decade, which contributes to the increasing share 
of lower-income earners who do not contribute to federal income taxes.96 
Figure 16 illustrates the dollar value of the BPE in 2001, the 2001 exemption 
adjusted for inflation for 2012, and the nominal 2012 BPE for the federal and 
provincial governments. 

There are two aspects of figure 16 to consider for the purposes of this 
paper. The first is the nominal (not adjusted for inflation) increase in the value 
of the BPE. This is represented by the first two bars in figure 16. Every gov-
ernment in Canada increased the nominal value of its BPE between 2001 and 
2012. The federal government has increased the BPE from $7,412 in 2001 to 
$10,822 in 2012, an increase of 46.0%. The average increase in the provincial 
BPE was 34.5%, with Saskatchewan having the largest increase (86.8%) and 
Prince Edward Island, the smallest (4.0%).

Secondly, consider the inflation-adjusted value of the increases in BPE 
between 2001 and 2012 (first and third bars for each jurisdiction in figure 
16). Even taking into account that annual inflation will erode the real value of 
the BPE, it can be seen that five jurisdictions in Canada enacted increases in 

 94 For information on the basic personal exemption, see: Canada Revenue Agency (2013).  
Line 300 - Basic personal amount. <http://www.cra-arc.gc.ca/tx/ndvdls/tpcs/ncm-tx/rtrn/
cmpltng/ddctns/lns300-350/300-eng.html>, as of March 1, 2013. 

 95 The basic exemption for the Canada Pension Plan is $3,500 and is not adjusted for inflation.
 96 It is worth noting that the pressure from interest groups to increase the basic personal 

exemption over the last two decades has spanned the political spectrum with both left- 
and right-of-centre groups calling for such changes. For example, the Canadian Taxpayers 
Federation, a right-of-centre group that advocates lower taxes, has consistently called for 
a higher basic personal exemption. See: Canadian Taxpayers Federation (2013). MB: Raise 
the Basic Personal Amount. <http://www.taxpayer.com/campaign-and-issues/?tpCampaign
Id=15&tpid=116>, as of March 1, 2013. Similarly, increases in the basic personal exemption 
have been introduced by both left-of centre and right-of-centre governments.
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the real (inflation-adjusted) value of their BPE over this time period. The fed-
eral government, for instance, increased its BPE by 17.1% between 2001 and 
2012 after accounting for inflation. The average increase for British Columbia, 
Alberta, Saskatchewan, and Quebec, the four provinces that introduced 
increases beyond inflation was substantial at 29.9%. This is tempered by the 
fact that four provinces—Manitoba, Nova Scotia, Prince Edward Island, and 
Newfoundland & Labrador—enacted reductions in the real value of their BPEs 
over this period. The average decrease in the real value of the BPEs in these 
four provinces was almost 10 percent. Finally, two provinces—New Brunswick 
and Ontario—basically maintained the real value of the BPE from 2001 in 2012.

The key, however, for the purposes of this paper is that the federal 
government along with three of the four largest Canadian provinces intro-
duced marked increases in the inflation-adjusted values of their BPEs. Such 
increases shield lower-income earners from contributing to income taxes 
before the WITB and CTC tax credits come into effect. The increase in 
the BPEs, therefore, is a contributing factor in the growth in the number of 
Canadians who pay no taxes.
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Figure 16: Change in Basic Personal Exemption (2001 and 2012)

Sources: PwC Canada (2012). Tax Facts and Figures: Canada 2012. <www.pwc.com/ca/taxfacts>.
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 5 Total taxes—putting it altogether

Distribution of federal taxes
As discussed in the section about the new tax progressivity in the United 
States, it is important to consider taxes more broadly as well as in relation 
to individual income. This section compares shares of income with shares of 
taxation in order to understand the progressive tax burden currently in place 
in Canada. The first part of the discussion focuses on federal taxes; the lat-
ter incorporates federal, provincial, and municipal taxes. The distribution of 
taxes presented throughout this section incorporates the effects of tax credits 
like WITB and the CTC in determining net taxes payable.

Figure 17 (data is also presented in table 3) illustrates the share of total 
income (cash income) and federal income taxes by quintiles. That is, earners 
are grouped into five equal categories based on their income in order to allow 
comparisons among the groups. Like the data presented for the United States 
(figure 7), the first four quintiles capture a larger share of income than they 
do income taxes. For example, the bottom 20% earn 4.9% of cash income but 
only contribute 0.8% of federal income taxes. The top 20% is the only quintile 
group that has a income-tax burden greater than their share of total income: 
tax payers in this group earn 47.1% of income but carry 64.7% of the income-
tax burden. Put differently, while the top 20% earn almost half of the income, 
they pay almost two thirds of federal income tax.

As in the United States, payroll taxes in Canada are a relatively import-
ant tax for low- and middle-income earners. This is particularly true in Canada 
given the much lower income caps at which the payroll taxes are applied. In 
2012, the Social Security (SS) payroll tax in the United States was applied to 
incomes up to US$110,100 while the Canada Pension Plan (CPP) payroll tax 
was applied to income up to $50,100.97 Figure 18 (data presented in table 3) 
shows the share of income and federal income taxes plus payroll taxes by 
quintile. In other words, it displays the same information as figure 17 but 
adds federal payroll taxes. The share of income for the bottom 20% remains 
at 4.9% but their share of taxes has now increased from 0.8% to 1.6%, which is 
still well below their share of income. The share of the top 20% declines from 
64.7%, when only income tax was included, to 55.4%, when payroll taxes are 
added. The inclusion of payroll taxes offsets to some degree the burden of 
income taxes so that there is a less concentrated distribution of taxes.

 97 For more information about income to which the CPP and SS taxes are applied, see: Canada 
Revenue Agency (2012). CPP Contribution Rates, Maximums and Exemptions. <http://
www.cra-arc.gc.ca/tx/bsnss/tpcs/pyrll/clcltng/cpp-rpc/cnt-chrt-pf-eng.html>, as of March 1, 
2013. See also: U.S. Social Security Administration (2013). Social Security and Medicare 
Tax Rates; Maximum Taxable Earnings. <http://ssa-custhelp.ssa.gov/app/answers/detail/a_
id/240/~/2012-social-security-tax-rate-and-maximum-taxable-earnings>, as of March 1, 2013.
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Table 3: Distribution of federal taxes in Canada, by quintile (2012, 
preliminary estimate)

Cash  
income

Federal  
individual  

income tax

Federal individual 
income tax  

+ social security  
+ pension tax

All  
federal tax

Lowest quintile 4.9 0.8 1.6 1.9

Second quintile 10.1 3.9 6.3 6.9

Middle quintile 15.3 10.2 13.6 13.9

Fourth quintile 22.7 20.3 23.1 23.0

Top quintile 47.1 64.7 55.4 54.3

All 100.0 100.0 100.0 100.0

80%–90% 15.5 16.3 17.2 16.7

90%–95% 9.9 11.8 11.4 10.9

95%–99% 13.8 19.8 16.4 16.1

Top 1 percent 9.3 18.3 12.0 12.1

Top 0.1 percent 3.3 7.2 4.5 4.5

Note 1: Social security and pension taxes include both the employee and employer contributions. 

Note 2: Data is preliminary for 2012.

Source: Fraser Institute (2012). Canadian Tax Simulator, 2012.
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Figure 17: Quintile shares of income and federal income taxes in 
Canada (2012)

Source: Fraser Institute (2012). Canadian Tax Simulator, 2012.
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The key consideration for assessing the burden of federal taxes is the 
inclusion of all federal taxes. This data is presented in table 3 and illustrated 
in figure 19. The share of total federal taxes for the bottom 20% is slightly 
more than when just income and payroll taxes are included: 1.9% rather than 
1.6%. Critically, though, the tax burden imposed on the bottom 20% through 
federal taxes is still well below their share of income (4.9%).

When total federal taxes are included, two of the five quintiles now 
carry a tax burden in excess of their share of income. However, the fourth 
quintile, which includes those earning from 60% to 80% of the income dis-
tribution, is basically in parity. Earners in this group received 22.7% of total 
income and paid 23.0% of the total federal tax burden so it remains true 
that the only group whose share of taxes materially exceeds their share of 
income is the top 20%, reflecting the effect of the progressive tax system. 
Specifically, the top 20% earned 47.1% of income while carrying 54.3% of 
the total federal tax burden.

It is again worth noting the role and effect of Canada’s national con-
sumption tax, the GST particularly given the absence of such a tax in the 
United States. The nature of the GST means that lower- and middle-income 
individuals and families contribute to overall taxes to a greater extent than 
they would if there were no GST. This is true even after accounting for the 
presence of the GST tax credit,98 which reduces to some extent tax contribu-

 98 For more information on the GST tax credit, see: Canada Revenue Agency (2013). Goods 
and Services Tax/Harmonized Sales Tax (GST/HST) Credit. <http://www.cra-arc.gc.ca/
bnfts/gsthst/menu-eng.html>, as of March 1, 2013.
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Figure 18: Quintile shares of income and federal income and payroll taxes 
in Canada (2012)

Source: Fraser Institute (2012). Canadian Tax Simulator, 2012.

Federal income tax plus payroll taxes
Cash income

www.fraserinstitute.org
http://www.cra-arc.gc.ca/bnfts/gsthst/menu-eng.html
http://www.cra-arc.gc.ca/bnfts/gsthst/menu-eng.html


Tax Payers and Tax Takers / 41

fraserinstitute.org

tions by lower-income households. Put differently, the presence of a national 
consumption tax in Canada has meant a less concentrated tax burden than 
in the United States.

Distribution of total taxes in Canada— 
federal, provincial, and local
Table 4 contains information about the distribution of total taxes in Canada 
by quintile. Figure 20 illustrates the shares of income and total taxes for 
each of the quintiles. The shares of income remain constant since there 
is no difference in the distribution of income when discussing federal or 
total taxes. 

The total share of taxes borne by the bottom 20% increases slightly 
when provincial and local taxes are added to federal taxes: the bottom 20% 
pays 2.0% of the total tax burden while earning 4.9% of total income. The 
second and third quintiles also continue to earn more income (proportion-
ately) than their share of taxes. The fourth quintile remains more or less in 
balance between income earned and total taxes paid, although the balance 
has shifted so that they now earn slightly more proportionately (22.7%) than 
they pay in total taxes (22.6%).

The only group to bear a higher proportional share of taxes compared 
to income continues to be the top 20%: they earn 47.1% of income and pay 
54.3% of total taxes. Interestingly, the addition of provincial and local taxes 
has not altered the proportional share of taxes paid by the top 20% when the 
calculation included only total federal taxes (figure 19).
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Figure 19: Quintile shares of income and total federal taxes 
in Canada (2012)

Source: Fraser Institute (2012). Canadian Tax Simulator, 2012.
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Table 4: Distribution of federal, provincial, and local taxes in Canada, by 
quintile (2012, preliminary estimate)

Cash  
income

Individual 
income  

tax

Social security, 
pension, 

medical, and 
hospital taxes

Corporate 
income  

tax

Other  
tax

All  
tax 

Lowest quintile 4.9 0.7 2.3 3.0 2.7 2.0

Second quintile 10.1 3.9 10.1 9.7 8.5 7.2

Middle quintile 15.3 10.3 15.5 18.3 15.0 13.9

Fourth quintile 22.7 20.3 21.1 26.9 23.0 22.6

Top quintile 47.1 64.7 50.9 42.1 50.8 54.3

All 100.0 100.0 100.0 100.0 100.0 100.0

80%–90% 15.5 16.3 18.3 13.0 15.8 16.2

90%–95% 9.9 11.8 10.7 7.4 9.8 10.5

95%–99% 13.8 19.9 11.5 15.5 15.2 16.2

Top 1 percent 9.3 18.3 3.2 16.2 11.4 12.8

Top 0.1 percent 3.3 7.2 0.7 5.5 3.9 4.6

Note 1: Social security and pension taxes include both the employee and employer contributions. 

Note 2: Other taxes include sales taxes, property taxes, excise taxes, auto, fuel and motor vehicle 
licence taxes, import duties, and natural resource levies.

Note 3: Data is preliminary for 2012.

Source: Fraser Institute (2012). Canadian Tax Simulator, 2012.
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Figure 20: Quintile shares of income and total federal and provincial taxes 
in Canada (2012)

Source: Fraser Institute (2012). Canadian Tax Simulator, 2012.

All federal and provincial taxes
Cash income
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 6 Tax progressivity in Canada and the United States

Finally, it is worth comparing the current state of both income and tax dis-
tribution in Canada and the United States based on the information already 
presented. Figures 21a and 21b present select comparisons based on data 
from tables 2 and 3 (figures 9 and 19). Figure 21a presents information for the 
proportional share of income and federal taxes of the bottom 20% in Canada 
and the United States. Two things are clear. One, Canadians in the bottom 
20% earn a larger proportional share of income than their counterparts in 
the United States: 4.9% compared to 3.7%. However, Canadians in the bot-
tom 20% also bear a larger share of federal taxes: 1.9% rather than 0.2%. Part 
of the reason for this larger proportional tax burden in Canada is the aggres-
sive expansion and more generous nature of several tax credit programs in 
the United States like the EITC and CTC.

Figure 21b presents the same information as figure 21—the propor-
tional share of income and federal taxes—but for the top 20%. Again, two 
things are clear. One, Canadians in the top 20% earn a proportionately 
smaller share of total income than their equivalents in the United States: 
47.1% compared to 54.6%. However, Americans in the top 20% also bear 
a significantly higher share of the total federal tax burden—69.7%—than 
Canadians in the top 20%—54.3%. To some extent, this difference in the pro-
portional tax burden of the top quintile in the two countries is the result of 
the United States’ higher reliance on income taxes coupled with the absence 
of a national sales tax.

The greater progressivity in the US tax system has been corroborated 
by work from the Organisation for Economic Co-operation and Development 
(OECD). In 2008, the OECD published a study comparing the share of mar-
ket income earned by the top 10% in OECD countries compared to their 
proportional share of taxes.99 Figure 22 illustrates the ranked results from 
their study. The higher the ranking in the OECD study, the more progres-
sive the tax system compared to other OECD countries. In other words, a 
higher ranking means the country relies relatively more on the top 10% for 
tax revenue than other OECD countries. Canada ranked 20th in this study, 
with a ratio of 1.22. This means that the share of income compared to the 
share of taxes was 1.22 for the top 10%. The OECD average was 1.11. The 
United States, on the other hand, had the highest ranking, indicating that 
it relied on high-income earners for revenues more than any other OECD 
country. The ratio for the United States was 1.35, indicating a much more 
progressive system of taxation.

 99 Organisation for Economic Co-operation and Development (2008). Growing Unequal? 
Income Distribution and Poverty in OECD Countries. Table 4.5. <http://www.oecd-ilibrary.
org/social-issues-migration-health/growing-unequal_9789264044197-en>. 
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Figure 21a: Canada-US comparision—share of  income and total federal taxes 
for the bottom 20% (2012)

Sources: Fraser Institute (2012). Canadian Tax Simulator, 2012. 

Tax Policy Center (2011). Share of Taxes Paid under Current Law, by Cash Income Percentile, 2011. 
T11-0114 (May 19). The Numbers. 
<http://www.taxpolicycenter.org/numbers/displayatab.cfm?Docid=2995&DocTypeID=2>, as of 
October 21, 2011.
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Figure 21b: Canada-US comparision—share of  income and total federal taxes 
for the top 20% (2012)

Sources: Fraser Institute (2012). Canadian Tax Simulator, 2012. 

Tax Policy Center (2011). Share of Taxes Paid under Current Law, by Cash Income Percentile, 2011. 
T11-0114 (May 19). The Numbers. 
<http://www.taxpolicycenter.org/numbers/displayatab.cfm?Docid=2995&DocTypeID=2>, as of 
October 21, 2011.
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Figure 22: Ratio of share of market income to share of taxes for the top 10%, 
OECD countries  (2008)

Source: Organisation for Economic Co-operation and Development (2008). Growing Unequal? 
Income Distribution and Poverty in OECD Countries. Table 4.5. <http://www.oecd-
ilibrary.org/social-issues-migration-health/growing-unequal_9789264044197-en>.
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Summary

The new progressivity is not yet as pronounced in Canada as in the United 
States but is nevertheless present and there is a possibility of its expanding 
rapidly. Currently, about one third of Canadian tax-filers have no tax liabil-
ity and almost 40% of Canadian tax-filers have no federal tax liability after 
accounting for tax credits and related programs. This latter measure has been 
increasing over the last decade. Indeed, a marked increase in the percentage 
of tax-filers in lower income groups was observed over the last decade.

A key driver of the increased percentage of Canadians tax-filers with no 
income tax liability is tax programs like WITB and the CTC, both introduced 
in 2007. There are two aspects of WITB that are of concern. First, it is critical 
that the tax system make provisions to assist individuals in overcoming the 

“welfare wall” that often creates enormous disincentives for individuals to 
enter or remain in the labour force. WITB, like the EITC in the United States, 
is a method by which to overcome this barrier for low-income earners. 

The growth of WITB, however, is also of concern. As described in the 
US section, the EITC has experienced rapid and marked growth since 1993 
to the point where it is now a large benefit for both low- and middle-income 
earners. Put differently, the EITC in the United States is no longer a program 
targeted at helping lower-income earners, and there is a risk that Canada will 
follow a similar path whereby the generosity and eligibility of the WITB is 
expanded over time. Indeed, the WITB has already been expanded once, with 
a fairly marked increase in benefits.

While the concentrated, even skewed, nature of the US tax system is 
not yet present in Canada, the foundation for such changes is now in place. 
Expanding WITB over time, like the experience of the EITC, coupled with 
other tax programs like the CTC would in many ways impose a tax distribu-
tion similar to that observed in the United States today. The consequences of 
such a change in the distribution, particularly with respect to large percent-
age of earners and tax-filers having no income tax liability would be similar 
to the problems observed in the United States today.

The key to avoiding such possible, if not likely, distortions in demo-
cratic decision-making is restraint and continued targeting of tax programs 
like WITB. Avoiding the costs of the United States with respect to these tax 
programs would permit Canada to enjoy the benefits of these programs with-
out incurring the costs the United States has suffered by aggressively expand-
ing these programs.
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