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Executive Summary

T

he political resonance of income and wealth redistribution seems to have grown in the past
several years and shows no signs of abating. High-income earners from British Columbia to
Newfoundland and Labrador are increasingly being called upon to pay their “fair share,” despite
being subject to a series of tax increases. The so-called “top 1%” seem to loom large in our politics.
At its root, this disproportionate interest in the top 1% of income earners is a broader debate about
the tensions between freedom and equality, efficiency and equity, and redistribution and reward. The
way we address these fundamental questions reflects the political preferences and compromises in
our political system.
The focus on preferences and compromises does not mean no evidence can brought to bear in answering these questions, including who comprises the 1%, what the limits are of redistribution, and
whether there are alternative ideas to support upward mobility. This study seeks to draw on such
evidence to contribute to this ongoing policy debate.
We present the following facts for 2014 (the latest data from Statistics Canada):
• 	The top 1%’s share of national income has fallen since 2006 and was 10.3 percent in 2014.
That this drop has occurred as political rhetoric about concentrated wealth and the need for more
redistribution has increased is difficult to understand.
• 	
The top 1% pays 20.5 percent of total federal and provincial (or territorial) income taxes.
Over the past 30 years, its share of total income taxes has generally risen.
• 	Those who make up the top 1% do not remain static year after year. There is considerable fluidity in the group: 27.9 percent join or leave the group each year, while every five years there is a
full 48.5 percent change. These percentages of churn have been generally constant for the past
20 years.
The study then examines existing research and evidence on the limits of income and wealth redistribution not only with regards to work, investment, and entrepreneurialism, but also philanthropy and
charitable giving as well as government revenues.
As an alternative, we have set out some policy ideas – including bolstering opportunity in our Indigenous communities, promoting affordable and responsible home ownership, and supporting
blue-collar workers – to form the basis of a more positive, pro-mobility agenda for all Canadians. The
goal should be to strengthen the conditions of equality-of-opportunity rather than equality-of-result.
This vision would focus less on the zero-sum question of “fair share” and more on inclusive growth.
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Sommaire

L

e retentissement politique des questions touchant la redistribution de la richesse et des revenus
semble avoir pris de l’ampleur au cours des dernières années, une tendance qui n’est pas en
voie de se dissiper. Partout au pays, de la Colombie-Britannique jusqu’à Terre-Neuve-et-Labrador,
on demande de plus en plus aux contribuables à revenus élevés, qui pourtant font déjà l’objet d’une
série de hausses d’impôts, de verser leur « juste part ». Notre régime politique prête un intérêt très particulier à ce qu’on appelle la tranche supérieure de 1 % des contribuables aux revenus les plus élevés.
Cet intérêt disproportionné à l’égard de la tranche supérieure de 1 % est né du débat beaucoup plus
large entourant la difficile conciliation entre liberté et égalité, efficience et équité et système de redistribution et de récompense. La façon dont nous traitons de ces questions fondamentales traduit nos
préférences politiques et les compromis auxquels nous parvenons au sein de notre système politique.
Or, si nous focalisons tant l’attention sur les préférences et les compromis, ce n’est pas par manque
d’éléments convaincants pour répondre à ces questions : qui fait partie du 1 %, quelles sont les limites de la redistribution et y a-t-il d’autres moyens d’encourager l’ascension sociale? La présente étude
rassemble des faits pouvant contribuer au débat politique en cours.
Nous présentons les faits suivants pour l’année 2014 (selon les dernières données de Statistique
Canada) :
•	La part du revenu national attribuable à la tranche supérieure de 1 % diminue depuis 2006 et est
passée à 10,3 pour cent en 2014. Que cette diminution soit survenue au moment même où s’est
intensifiée la rhétorique politique à l’égard de la concentration de la richesse et du besoin d’un
effort accru de redistribution est donc difficile à expliquer.
•	Quelque 20,5 pour cent des impôts sur le revenu versés aux gouvernements – au palier fédéral
et provincial (ou territorial) – est prélevé sur les revenus de la tranche supérieure de 1 %. Cette
proportion est généralement en hausse depuis 30 ans.
•	Année après année, la composition de la tranche supérieure de 1 % n’est jamais restée figée. Elle a
fluctué de façon considérable : les contribuables qui accèdent à cette tranche de revenus et la quittent chaque année représentent 27,9 pour cent de l’effectif, de sorte qu’au cours d’une période
de cinq ans le renouvellement est de 48,5 pour cent. Ces entrées et ces sorties se sont produites
essentiellement au même taux depuis 20 ans.
Dans cette étude, on se penche sur la recherche existante et les faits prouvant que la redistribution
des revenus et de la richesse a des limites non seulement en ce qui concerne l’emploi, l’investissement et l’esprit d’entrepreneuriat, mais aussi sur la philanthropie et les causes caritatives, de même
que sur les recettes des gouvernements.
On énonce ici quelques idées de politique à titre de solutions de rechange – notamment la multiplication des débouchés dans les collectivités autochtones, le soutien à l’accession à la propriété abordable et responsable et l’appui aux ouvriers – pour servir de fondation à un agenda promobilité plus
positif pour tous les Canadiens. Le but est d’accroître l’égalité des chances plutôt que l’égalité des
résultats. Cette perspective porte moins sur l’objectif à somme nulle que constitue la « juste part » et
davantage sur celui de la croissance inclusive.
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Introduction

T

he so-called “top 1%” – that is, the small share of the population with the highest one percent of incomes – have come to assume a disproportionate role in our political discourse.
They have appeared in the prime minister’s one-year recap of his government’s accomplishments (Prime Minister’s Office 2016), ministerial speeches (Canada 2016b), and, of course, the latest
budget (Canada 2017). It seems to be a lot of attention for only 268,505 people – or a population
group only slighter larger than Saskatoon.
Their oversized role in our politics is attributable to growing attention to income disparity and the
political fecundity of redistribution – and not just at the federal level. Seven of ten Canadian provinces have raised personal income taxes on high-income earners since 2010 (Lammam et al. 2016). And
the rhetoric in Ottawa and several provincial capitals suggests more may be to come.
Yet, for all the focus placed on the top 1%, there is a little discussion about who these people are, the
extent to which there are costs to redistribution, or if there might be alternative policies to support
upward mobility and low- and middle-income opportunity. This study seeks to help close this gap.
Its principal observation is simple – considerable evidence shows that an overreliance on redistribution imposes substantial costs on the economy and Canadian society. Punishing high-income earners can ultimately be self-defeating. Policy-makers should instead reach for a positive, pro-mobility
agenda. Costs associated with new initiatives and measures can be offset by eliminating or reforming regressive and unproductive corporate subsidies, redundant program spending, and outdated
government operations. The result would be a fairer and more efficient policy agenda for inclusive
growth and opportunity.
The first section of the paper draws on Statistics Canada data to outline the characteristics and traits
of Canada’s top 1%. The second describes the limits of income and wealth redistribution not only on
work, investment, and entrepreneurialism, but also on philanthropy and charitable giving, as well as
government revenues. The final section sets out a positive program to foster the conditions that will
lead to upward mobility for all citizens.

Who Are The 1%?

T

he top 1% is often described by politicians and pundits in the abstract. The people in this
group are faceless and nameless, rarely being seen as employers, philanthropists, or community leaders. This inattention to who they are, where they live, what they do, and their place
in Canadian society, is regrettable. It undoubtedly contributes to a disconnect with the rest of the
population and risks breeding an “us versus them” mentality.
Fortunately, data and evidence about the top 1% are accessible. Statistics Canada releases an annual
dataset that covers the characteristics and traits of this subset of the population. The most recent data
are for 2014. The truth is, we know a lot about these people.
The top 1% comprises 268,505 citizens who each earned at least $227,100 per year in total income.1
This threshold is lower than in the United States where in 2014 the top 1% had a minimum income
of $465,626 (Greenberg 2017). In Canada, nearly 80 percent of the top 1% are men, 81.5 percent are
married, and the average age is 52 (see table 1). (This compares to all tax filers, where 48.2 percent
are males, 56.8 percent are married, and the average age is 48.)
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TABLE 1: Demographics of the top 1%, 2014
TOTAL

MEN

WOMEN

Gender

-

78.3%

21.7%

Married or
Common Law

81.5%

85.5%

67.7%

Age

52

-

-

Source: Statistics Canada 2016c.

At 39.9 percent of tax filers in 2014, Ontario is home to the largest share of Canada’s top 1%, though
its share has steadily fallen since 2010. Ontario and Alberta combined account for 65.5 percent of
Canada’s top 1%, which is above those provinces’ share of the country’s total tax filers at 49.1 percent, and overall population at 50.1 percent (see figure 1).

FIGURE 1: Percentage of the top 1% by province and territory, 2010-2014
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The amount of income the top 1% earned, the proportion of their income that came from employment, and of course the taxes they paid, differed from province to province. Those living in Ontario
had the highest total income, earning $487,100 on average in 2014. Those in Alberta had the next
highest income, at $474,200 in 2014. The top 1% in Newfoundland and Labrador had the lowest total
annual income among the provinces at $367,500 on average.
30 the median income for the top 1% in Canada was $313,200 in 2014 and the average income
Overall,
was $466,700. Their average income grew by 0.4 percent between 2009 and 2014, whereas average
20
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total income growth for all tax filers in that period grew by 4.2 percent. The top 1% was responsible
for 10.3 percent of national income in 2014, a figure that has fallen since 2006 (see figure 2).
FIGURE 2: Top 1%’s share of national income, 2000-2014
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Source: Statistics Canada 2016c.

It is noteworthy that the top 1%’s share of national income has fallen to its lowest levels in years, even
as the political rhetoric has grown. It is difficult to explain this disconnect. It is notable that the top
1%’s share of national income fell sharply in the 2008 recession, which is evidence that the rich are
not immune
to economic downturns.
400
390 of the top 1%’s income from wages and salaries was 64.4 percent in 2014. The rest came
The share
from capital gains and other non-wage sources, such as real estate or equities. The wages and salaries component of the top 1%’s income is the highest in Newfoundland and Labrador (74.2 percent)
and the lowest in Quebec (52.2 percent). Amongst all tax filers, wages and salaries account for 67.7
percent of income.

The tax bill of the top 1% also differs across the provinces and territories. Those living in Ontario paid
an effective tax rate of 36.7 percent and an average of $179,000 in income taxes in 2014, while those
in the top 1% in Newfoundland and Labrador paid an average of $116,700. The share of total income
taxes paid by the top 1% ranges from 28.3 percent in Alberta to 7.9 percent in New Brunswick.
Overall, on average, the amount of taxes the top 1% paid (federal and provincial or territorial income
taxes) across the country was $159,500 in 2014. This means that the top 1% of income earners paid
20.5 percent of the total share of federal and provincial or territorial income taxes. Over the past 30
years, the top 1%’s share of total income taxes has risen consistently (see figure 3), apart from a slight
drop in recent years due to a decline in income, as observed in figure 2.
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FIGURE 3: Share of federal and provincial or territorial income taxes paid by the top 1%, 1984-2014

25
20
15
10
5
0

25

84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14

20
Source: Statistics Canada 2016c.

15

The shift to greater progressivity in the federal and provincial/territorial income system is not limited
to the top 1% of Canadian earners. The top 10% (2.7 million tax filers) paid 54 percent of total income 10
taxes in 2014, which was up from 49 percent in 1984. The bottom 50% (13.4 million tax filers)
saw their share of income taxes paid fall from 5.0 percent to 4.3 percent over this same 30-year period
(Speer5and Crowely 2016).
One of0the most interesting insights from these data is the extent to which the 1% is a fluid subset
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join and leave regularly. Of those who were among the top 1% of earners in the previous year, 72.1
percent
of them remained in the group in the current year. After five years, only 51.5 percent of them
60
remained in the top 1%. This means that each year, roughly a quarter of those in the top 1% change
–40
and nearly half of them do so every five years. These percentages have been generally constant for
the past 20 years (see figure 4).
20

FIGURE
4: Percentage of the top 1% in the same quantile in last year and last five years, 1994-2014
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This finding is consistent with other longitudinal analyses of social mobility across different income
groups in Canada. A 2012 study, which used Statistics Canada data to track a sample of a million Canadians to see how their income changed over a 20-year period, found clear evidence of social mobility over the lifecycle (Lammam, Karabegovic, and Veldhuis 2012). Between 1990 and 2009, nearly
nine of ten of those in the bottom income group had moved to a higher group. This upward shift was
matched by a 36 percent downward move from those in the highest income group to a lower one
over the same timeframe.
The US record on social mobility may not be as strong as in Canada, but that country also had regular
churn amongst top 1% of income earners. A 2015 study examined fluidity in and out of the top 1%
in the US over a roughly 40-year period between 1968 and 2011 (Hirschi and Rank 2015). Its analysis showed that 11 percent of the population was part of the 1% for one or more years between the
ages of 25 and 60 (see figure 5). The main conclusion is that “many experience short-term and/or
intermittent mobility into top-level income, versus a smaller set that persist within top-level income
over many consecutive years.”
FIGURE 5: Years in the top 1% of income earners in the united states, 1968-2011
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These data about the state of Canada’s top 1% of income earners, their share of overall income,
their tax bill, and the extent to which it is not a caste system, but rather subject to fluidity and churn
present a different picture than is often painted by politicians. A better understanding of these
basic details provides a fuller context in which to consider government policies and how they contribute to or detract from income growth and enable the conditions for greater dynamism among
our income groups.
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The Limits of Redistribution

T

he modern state is primarily a vehicle for wealth redistribution, particularly at the federal
level where the government does not provide basic services. Many of our political debates are
about the balance between freedom and equality, and what role the welfare state is to take in
delivering on the resulting goals and priorities. That is to say, choices about the level of redistribution and the means by which it is achieved are primarily a reflection of political preferences and the
compromises reached in our political system. But that does not mean that no evidence can brought
to bear on these questions. There are, of course, limits to redistribution. There are, after all, reasons
that not all wealth is centrally managed and apportioned.
The key, then, is to help inform the political debate by highlighting the economic and social costs of
redistribution and the inherent trade-offs that policy-makers must consider. We are led to believe that
we can “ask” the 1% to pay higher taxes with no consequences. This is false.

Economic costs and revenue gaps
The economic costs of high levels of taxation are well established not only in a considerable body
of literature, but increasingly in practice. It is notable, for instance, that jurisdictions such as New
Brunswick and France have recently reversed tax increases on high-income earners because it failed
to produce significant revenue and was seen to be discouraging key economic activity (Curry 2016;
Penketh 2014).
We should not be surprised. The behavioural response in these two jurisdictions is consistent with
economic research on the costs and distortions imposed by personal income taxes in general, and
high marginal tax rates on high-income earners in particular (OECD 2010).
A 2013 literature review highlights a general consensus on the economic costs of high marginal tax
rates, including for high-income earners (Murphy, Clemens, and Veldhuis 2013). The study shows
that while there is some debate among economists about the extent to which high marginal tax rates
influence individual decisions and in turn impose costs, there is no real dispute over the basic premise. The consensus is sufficiently broad to include long-time Republican economic adviser Martin
Feldstein and former Obama administration adviser Christina Romer (Feldstein 1995; Romer and
Romer 2012).
The economic costs manifest themselves in different ways, including with regards to work, investment, and entrepreneurship. Those costs have to do with marginal incentives. Think of your own life.
Would you pick up another work shift if any additional income was taxed at 20 percent? Almost certainly. But what about 53 percent, as is the case in Ontario? Or 75 percent, as it was briefly in France?
That people respond to high marginal tax rates is not only well-rooted in the theory and evidence, it
is also intuitive from our own experiences.
A 2010 study by the Department of Finance sought to understand Canadians’ responsiveness to tax
rate changes (Department of Finance 2010). The department’s findings are rife with technical jargon,
but they do explain the issue well.
The degree to which people respond to changes to marginal tax rates is often called the “elasticity
of taxable income.” Elasticity generally describes the sensitivity of one economic variable to changes
in another. Here it relates to the behavioural response to marginal tax rate changes. The behavioural
response can range from doing less work, making fewer investments, or undertaking less entrepreneurial activity, to making greater efforts to reduce one’s tax burden by shifting to non-taxable or
less-taxed forms of compensation.
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An elasticity of zero means there is no response and an elasticity of 1.0 implies a large response. A
higher elasticity rate implies a greater behavioural response to marginal tax rate changes, which can
take the form of a less economically productive behaviour (such as work or entrepreneurship), tax
planning, or both.
The department’s analysis found that the behavioural response to changes in marginal tax rates differed depending on one’s income. The elasticity rate for the top 1% is between 0.6 and 0.7 percent,
compared with 0.3 percent for those in the top 5%, and 0.2 percent for the top 10% of earners.
This means that a 10-percent increase or decrease in the after-tax value of the final dollar of taxable
income will result in somewhere between a 7 percent and a 2 percent increase or decrease in the
taxable income reported by the taxpayer depending on one’s income (Department of Finance 2010).
The C.D. Howe Institute’s Alexandre Laurin (2015) has produced a recent review of estimates of the
effect of marginal tax increases on high-income earners that is consistent with the department’s analysis. Many of the studies that he reviews indicate that elasticity of taxable income falls somewhere 0.6
and 0.8 percent (see figure 6).

FIGURE 6: Review of empirical evidence on the elasticity of taxable income for high-income earners
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It is important to recognize that the question of elasticity of taxable income is the subject of rigorous
debate and that there remains variation in the estimates. University of British Columbia economist
Kevin Milligan (2015b) also points out that context matters. Elasticity rates can depend on several
factors including which level of government is involved, overall tax rates and the tax policy mix, and
the enforcement of tax avoidance measures (ibid.).
The current government’s new marginal tax rate of 33 percent for those earning $200,000 will be an
interesting case study. Recall that during the 2015 election campaign the Liberal Party had estimated
the new tax rate would generate $2.8 billion per year (Liberal Party 2015). Yet, once in government,
this projection was revised downwards to $2 billion based presumably on the advice of federal officials (Department of Finance 2015). The principal difference is that the Department of Finance is
using an elasticity rate of 0.4 percent, which is higher than the one the Liberal Party used in its election platform, though of course lower than the elasticity rate found in much of the research (Curry
and Leblanc 2015).
It is too early to assess how individuals will respond to the marginal tax rate increase and whether the
government’s revenue projections will come to fruition. Laurin (2015) is sceptical and has contended
that it may ultimately generate less than $1 billion per year. Milligan (2015a) is more optimistic and
assumes that the government will follow through with anti-tax avoidance measures. But the disagreement is a matter of degree rather than of principle.
The point is that all taxes impose economic costs and a key part of tax policy is about generating sufficient revenue to fund government spending while minimizing costs and distortions (Clemens 2008).
Raising taxes on the top 1% is no different – in fact, one can argue that it is a powerful example of this
tax policy principle in practice. It not only can carry considerable costs in terms of key economic behaviours and outcomes, but it also may not generate as much government revenue as its proponents
anticipate. A key consideration for Canadian policy-makers and the general public is the magnitude
of costs that we are prepared to accept to achieve progressivity and redistributionist goals.
Economists describe this question as the efficiency and equity trade-off, by which they are referring
to the competing economic and non-economic objectives that underpin tax policy. Some politicians
and Canadians may be prepared to forgo higher economic activity to meet equity and fairness goals.
But it is essential that they make these judgments with clear evidence and that they are honest about
the implicit trade-offs that are being made. As a commentary by The Economist (2011) put it: “Higher
rates on the rich are… not a free lunch.” Our politicians would be wise not to forget it.

Possible effects on philanthropy and charitable giving
The effects of high marginal tax rates on high-income earners are not limited to the economic sphere
either. They can also have impact on philanthropy and charitable giving.
The economic research on the relationship between high marginal tax rates and philanthropy is less
clear than the literature on the effects of high taxation on work, investment, and entrepreneurship as
well as tax planning. Part of the explanation is that the field is less studied. Another factor is the complex interaction between marginal tax rates and tax preferences for charitable giving and the possible
effects on individual behaviour.
It is useful to briefly discuss the state of philanthropy and charitable giving in Canada and the role
of the top 1% of earners in that sphere before reviewing the evidence on the effects of high marginal tax rates.
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The total value of charitable donations claimed by Canadian tax filers reached $8.8 billion in 2014.2
This amount came from the reported donations of just 21.3 percent of Canada’s tax filers, though the
percentage of donors fluctuated among provinces and territories. The province with the highest proportion of donors was Manitoba (24.8 percent). The province with the lowest proportion of donors
was News Brunswick (19.8 percent) (see figure 7).
FIGURE 7: Percentage of tax filers donating to charities by province, 2014
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Canadians from all income groups give to charities, but high-income earners are disproportionately
responsible for the bulk of annual giving. Those with incomes above $80,000 represent roughly 30
percent of total donors and nearly 60 percent of the total dollar value of donations (Statistics Canada
2016a). Past Statistics Canada research finds that those with annual household incomes of $120,000
or more donate twice as much as those with household incomes between $80,000 and $100,000, and
even more relative to those who earn less (Turcotte 2012).
This is not unique to Canada. A body of scholarly research shows that the proportion of income given
as philanthropic contributions tends to rise with income (Auten, Clotfelter, and Schmalbeck 2000,
403). And it holds that the highest-income earners – namely, the top 1% – are responsible for a considerable share of overall charitable giving. Some examples from the research include:
•	Havens and Schervish (2000) showed that households in the top 4% of the income distribution
in the United States provided over 40 percent of the total charitable contributions in 1995.
They also reported that the households in the highest 1% of the income distribution (annual
income above $250,000 in 1994) provided 33 percent of the total charitable dollars in 1995.
•	Auten, Clotfelter, and Schmalbeck (2000) noted that in the US, the wealthiest 1.4% of decedents
were responsible for 86 percent of charitable giving from bequests.
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•	A 2007 study conducted by the Center for Philanthropy (2007) at Indiana University found that the
wealthiest 2.3% of givers gave 56.5 percent of total donations.
•	A 2015 study by the Philanthropy Roundtable (n.d.) found that the top 1% was responsible for
one-third of all charitable dollars donated in the United States.
What effect do increases to marginal tax rates on the 1% have on charitable giving? It is an important
question. If it leads to lower charitable giving, one can argue that society is not necessarily better off
because there has merely been a substitution between civil society and the state.
In Canada, the question is complicated by the interaction between one’s marginal tax rate and one’s
eligibility for the Charitable Donation Tax Credit, which reduces a tax filer’s tax liability. The federal
tax credit is worth 15 percent on a tax filer’s first $200 in charitable donations and now as much as
33 percent for donations thereafter to reflect the federal government’s new high-income tax rate
(Golombek 2015b). This means that individuals can significantly reduce their tax liability by claiming
the tax credit as well as provincial tax credits and that the magnitude of tax avoidance increases as
marginal tax rates go up (see table 2).

TABLE 2: Example of tax benefit from federal charitable donation tax credit, 2016

2016 INCOME

DONATION

$215,000

$20,000

TAX BENEFIT
$30 on first $200 (15% x $200)
$4,950 on $15,000 (33% x $15,000)
$1,392 on $,4800 (29% on $4,800)
Total – $6,372

Thus higher marginal income tax rates increase the marginal benefit of the tax credit to shield income
and may in turn actually contribute to higher levels of charitable giving particularly for high-income
individuals. There is certainly evidence – including recent analysis by the federal Department of Finance (2016) – that charitable giving is responsive to changes in government incentives. It is fair to
say that most econometric analysis would point in this direction (List 2011).
It stands to reason, therefore, that a higher marginal benefit represented by higher marginal tax rates
may spur more charitable giving. To the extent that this perspective is accurate, it would suggest that
there is not a trade-off between higher taxes and charitable giving in the same way that policy-makers
must confront trade-offs related to the economic costs of high marginal tax rates.
Yet this question is complicated by the multitude of factors that influence charitable giving. Notably,
according to research from Statistics Canada, most people cite “compassion for those in need” and
“personally believe in a cause” as the principal reasons behind charitable giving (Golombek 2015a).
It is also noteworthy that 69 percent of people report that limited resources are the primary explanation for not giving more (Rivait 2015). These responses suggest that the marginal value of tax incentives and their effect on the after-tax price of donations may not have as significant an impact on
charitable giving as some of the research implies.
Another perspective is that after-tax income is a greater determinant of charitable donations than
marginal tax rates. This interpretation does not preclude tax incentives but contends that charitable
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giving is more responsive to disposable income. The basic premise is that the greater an individual’s
income or wealth, the more likely he or she is to give to charity. To the extent that this perspective is
accurate, it would follow that higher tax rates and thus lower after-tax income would result in less giving. Policy-makers would therefore face a similar trade-off between equity and fairness goals achieved
through taxation and the possible effects on philanthropy.
The US experience of the 1980s would seem to corroborate this point of view. Top marginal tax rates
were lowered from 70 percent to 33 percent and charitable donations increased by a total of 27.8 percent between 1982 and 1989 (Francis and Clemens 1999). This experience suggests that the opposite
is also likely to be true: tax increases that result in less after-tax income may lower charitable giving.
This assessment is consistent with recent research from the American Legislative Exchange Council that examined the relationship between taxation and charitable giving. The report found that a
1-percent increase in the personal income tax burden is associated with a 0.35 percent decrease in
charitable giving per dollar of state income (Freeland, Wilterdink, and Jonathan Williams 2015). The
authors found that tax reductions of the same magnitude could produce a proportionate increase in
charitable donations.
This analysis is not definitive. More econometric work needs to be done to test these findings more
rigorously and for Canada specifically. But it is notable that charitable giving in Canada – both the
percentage of tax filers donating to charities and the share of aggregate income donated to charities
– hit a 10-year low in 2014 (the most recent year of available data) (Lammam and MacIntyre 2016).
It has, in fact, fallen consistently since 2010 when tax rates began to rise. This observation is far from
causation, however. More analysis needs to be done.
But to the extent that it shows that charitable giving is related to both the tax burden and an individual’s ability to pay, it would suggest that hiking taxes may discourage charitable giving. And given that
the top 1% of earners are disproportionately responsible for charitable giving, the consequence could
be significant. Future MLI research will investigate this question more directly to better understand
the possible effects of raising income taxes on the top 1% on philanthropy and charitable giving.

A Positive Program for Upward Mobility

T

he upshot is that a marginal tax increase on the top 1% could not only impose economic and
social costs but also generate less government revenue. Targeting tax increases on the top
1% of earners is thus more of a political pose than an evidence-based policy position. It is ultimately self-defeating. There must be a better way to enable social mobility in general and low- and
middle-income growth in particular. As we said in a recent Macdonald-Laurier Institute commentary:
A policy agenda to achieve this objective [low- and middle-income wage growth] ought
to focus on encouraging more opportunity and social mobility and greater overall wealth
rather than equalizing outcomes through more redistribution. That is, the goal should be to
help low- and middle-income earners climb the socio-economic ladder instead of bringing
high-income Canadians down a few pegs. (Crowley and Speer 2015)
A positive vision for inclusive growth, which draws on a range of government policies related to work
and family, education, and savings and investment, can be a constructive alternative to more and
more redistribution. Such a vision would seek a dynamic solution to concerns about unequal economic outcomes and should receive broad-based support across the political spectrum.
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It is worth noting that the economic performance of Canada’s middle class has generally been positive in the past decade. Not only have middle-class earners experienced absolute increases in income;
they have also seen relative increases. Median per capita income and median total household income
have steadily increased since about 2005 and now are higher than those in the United States (Speer
2017). The New York Times has thus called Canada’s middle class the richest in the world (Leonhardt
and Quealy 2014).
But that does not mean there is no room for improvement or that Canada is a global leader based on
all indicators associated with opportunity and mobility. We still have progress to make particularly
among those groups who have not tended to benefit from Canada’s economic dynamism, such as
Indigenous peoples, disabled Canadians, and single-parent families.
A pro-mobility agenda would emphasize enabling the conditions for universal opportunity rather
than collective results. It would focus less on the zero-sum and divisive question of “fair share” and
instead more on inclusive growth. Supporting higher levels of intergenerational mobility is one area
where further attention is needed.
Intergenerational mobility is measured by the correlation between a father’s income and his son’s. A
high correlation means a close link in intergenerational incomes. A low correlation means that a father’s income has limited influence on his son’s. A higher correlation means that a son is more likely
to follow his father’s financial footsteps.
New Statistics Canada research shows that Canada’s intergenerational mobility ratio is 0.32 (Chen
and Ostrovsky 2016). This is higher than previously assumed, but still lower than in the United States
where the ratio is as high as 0.50 (Watson 2016). Several countries – including Denmark, Norway,
Finland, Australia, Sweden, and Germany – perform better according to this recent analysis (Jerrim,
Choi and Rodriquez 2013).
There is certainly room for improvement, especially for low- and middle-income families. University
of Ottawa economist Miles Corak has shown that earnings mobility is closely tied to family income for
those in top income groups, but less so for low- and middle-income groups (Corak 2016).3 He attributes this divergence at least in part to what US commentator J.D. Vance has described as the “social
capital” – including personal networks and connections – that is available to those in high-income
groups (Vance 2016).
Public policy will never be able to serve as a substitute for these pre-existing advantages, but policy-makers can take some positive steps to improve the conditions for intergenerational mobility.
Corak’s 2013 paper for Canada 2020 on the components of an equality-of-opportunity agenda is
one of the more accessible and practical on the subject (Corak 2013). It also provides a set of policy
recommendations that could secure broad-based political support, including low-income grants
for post-secondary education, improvements to foreign credential recognition, fewer temporary
foreign workers, an expanded Working Income Tax Benefit, more flexible maternity and parental
leave, and more generous child-care benefits. Many of these ideas are already part of a political
consensus in Ottawa.
There is no doubt that other levels of government should also work to improve inclusiveness and opportunity. But this study will add three ideas or reforms for Ottawa to adopt as part of a larger effort
to exercise national leadership in this area. The goal is to contribute to the Trudeau government’s
vision of inclusive growth by setting out concrete recommendations to enable greater conditions for
upward mobility for all Canadians.
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Indigenous education and social services
Few population groups are less immune to the intergenerational transmission of poverty than Indigenous people living on reserves. The conditions that enable poverty are durably present in these
communities. Statistics Canada (2015) data show that those on-reserve face housing issues such as
overcrowding, high levels of family breakdown, low relative levels of education, and so on.
Changing these conditions and their accompanying outcomes should be a priority for Ottawa. It is
both a rightful area of federal jurisdiction and a pressing issue – what a former Globe and Mail columnist has called a “stain on the country” – that must be forcefully addressed (Simpson 2015).
The government has signaled its commitment to improving the conditions for Indigenous peoples
and made initial steps in this direction. But there are so many challenges that it is important to focus
in the short-term on the areas where the most attention is needed.
A top priority must be to work with Indigenous communities to improve service standards related to
water quality, fire protection, housing, education, and health care. The woeful condition of basic infrastructure and services in many communities is a major barrier to economic and social opportunity.
The federal government has effectively doubled general infrastructure spending over the next decade
but it remains unclear what share will be earmarked for on-reserve projects (Canada 2016a). A significant percentage should be dedicated to investments in these communities. It is difficult to justify
funding “green infrastructure” or “social infrastructure” in non-Indigenous communities when there
are 80 First Nation communities with drinking water advisories (Health Canada, n.d.). Scarce public
resources should be targeted where the need is highest.
There may be opportunities to use the public-private partnership model for project management and
operation of infrastructure projects on reserve (Quesnel and Green 2017). This would enable the
government to draw on private sector expertise particularly in rural and remote communities, and
address some of the past problems with project management and post-completion operations.
Ottawa must also place greater emphasis on pre- and post-natal services and care for Indigenous families and their children. Evidence shows that early development is critical for a student’s long-term
success. By the time a student reaches intermediate or high school age, it is frankly too late for this
level of intervention (Coates 2015). The reality is that young First Nations students often come from
traumatic home environments without adequate nutrition, sleep, or personal support.
Dealing with the causes that contribute to the risks so many Indigenous children face – poverty, poor
housing, poor diet, domestic turmoil and the like – will be extremely difficult. There is a large inter-generational cost, however, of not improving the conditions for present-day youth. Such an agenda likely involves day care arrangements, community nutrition programs, pre-and post-natal care for
expectant mothers and babies, and various other interventions that are ideally managed, designed,
and delivered by the community. Failure to look after children before they go to school reduces educational outcomes and undermines individual prospects and opportunities.
But fundamentally it is about strengthening Indigenous families and communities. This focus has a
range of public policy implications including direct payments for child-care, better education and
support for new parents with respect to nutrition and health, and effective programming related to
substance abuse and other social pathologies. Income support programs must be carefully designed
to ensure that they do not inadvertently reward family breakdown by pricing fathers out of the marriage market.
There is also, of course, a great need to improve educational standards on reserve. The previous government’s First Nations Control of First Nations Education Act represented a good-faith attempt to
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address both curriculum and funding gaps in on-reserve education (Indigenous and Northern Affairs
Canada 2015). It is highly unlikely that the bill will return in its previous form, but there is an opportunity to proceed with a version of the law on a regional or opt-in basis, which would help improve
education and skills among Indigenous youth.

Affordable and responsible home ownership
Pro-home ownership policies have fallen out of favour since the 2008-09 financial crisis. There is a
perception that government policies to induce higher levels of home ownership were largely responsible for the US banking challenges and thus the whole experience is an indictment of such policies.
The conclusion is that government should be neutral on encouraging or promoting homeownership.
There is no question that the 2008-09 experience is a lesson about the pitfalls of poorly-conceived
government policy. But it does not follow that government should be neutral on home ownership. It
simply means that government policy to support home ownership should be designed to minimize
possible negative effects. There is an important distinction between smart pro-home ownership policies and dumb ones. We should adopt smart policies and avoid dumb ones. But that does not change
the fact that there are good reasons for public policy to support home ownership.
Why should government policy support homeownership? Notwithstanding post-financial crisis negativity, home ownership remains a powerful conveyor belt to the middle class. Home ownership is
associated with a raft of economic and social benefits including better educational and health outcomes, stronger families, safer communities, higher levels of civic participation, and greater wealth
accumulation (Crowley and Speer 2016). There are few policy areas more likely to generate upward
mobility and economic opportunity than housing and home ownership.
Yet unaffordable prices in key markets are an obstacle for millions of Canadians. What is driving these
price spikes?
Housing prices are a function of supply and demand and government policies affect both parts
of the market equation. Demand-side policies include government-backed mortgage insurance,
financial subsidies for first-time home buyers, and the regulatory framework for home sales and
mortgage borrowing. Supply-side policies primarily involve land-use regulations and building and
construction codes that determine the quantity of land, the extent to which land can be used for
residential homes, and construction costs. So much of the housing policy debate focuses on demand-side issues and neglects supply-side considerations. This is a clear case of policy-makers failing to look in the mirror and the extent to which government actions and policies are contributing
to the problem.
Restrictive land-use regulations or building codes that limit supply can lead to higher housing prices. This is a fine outcome for those who already own their home, but it does not help those who
are precluded from entering the housing market. This tension is increasingly causing problems in
major urban centres such as Toronto and Vancouver.
Urban containment policies and strategies have limited low-rise housing supply for the past several
years. The result has been to drive up the price of these housing types in both markets. It may not be
the explicit goal of policy-makers, but the consequence of these policies is to effectively pit present
home owners against aspiring home owners. At its core, the question is one of inequality and opportunity as much as housing.
As President Obama’s former chair to the Council of Economic Advisers has explained: “While land
use regulations sometimes serve reasonable and legitimate purposes, they can also give extranormal
returns to entrenched interests at the expense of everyone else” (Furman 2016).
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That Toronto’s single-family detached home construction was at a 10-year low in February 2017 may
benefit entrenched interests, including existing home owners, but it is at the expense of those who
do not presently own and cannot afford to do so as a result of government-induced supply limitations (CMHC 2017). And there is increasing evidence that unaffordability is not just at the expense of
those who cannot afford to own in high-cost localities such as Toronto and Vancouver. Unaffordable
housing prices in our most dynamic, job-creating cities can start to have broader economic costs in
the form of opportunity costs for the national economy. The labour market in these cities is shouting
at the top of its lungs for workers. But housing policy is causing those cries to go unanswered.
Policy-makers rarely discuss many of the trade-offs between opening up the market to greater housing supply and other objectives – ranging from the environment to other quality-of-life considerations . The result is that policies are made without a clear sense or justification of these trade-offs,
especially to the extent that they affect low- and middle-income citizens.
The federal government has a limited role to play in urban policy such as land-use regulations.
But Ottawa does transfer considerable sums to the provinces and municipalities for infrastructure
and social housing. It stands to reason that these funds should come attached with conditions that
those governments assess the benefits and costs of land-use rules and building and construction
regulations with a particular focus on their impact on low- and middle-income citizens attempting
to enter the housing market and pursue job opportunities. Increasing funding for affordable housing while provinces and cities are contributing to unaffordable housing prices risks throwing good
money after bad.
It seems counterproductive to lament the oversized economic and political influence of the top 1%
and then insist upon land-use policies that buttress their real-estate values at the expense of others.
Policy-makers must collect more information about the effects of current policies on housing prices.
Only then can we have a more informed debate about what trade-offs we are prepared to make to
enable the conditions for equality-of-opportunity.

Support for blue-collar workers
The US election has shone a political light on the plight of low-skilled workers and threat of economic dislocation caused by trade, innovation, and general disruption. There is a new interest in
understanding the role of public policy in supporting this cohort of the population – particularly men
without post-secondary education.
The circumstances in Canada and the US are not precisely the same. US workers have generally experienced less income growth than their Canadian counterparts and the rise of populist politics has
been more pronounced in the US. But that does not mean that policy-makers in Canada ought to
dismiss concerns about job insecurity and the effects on workers, families, and communities.
The truth is that underneath this country’s strong relative performance on median wage growth and
social mobility are some concerning figures, particularly for blue-collar male workers. Research by
leading Canadian economists Nicole Fortin and Thomas Lemiuex (2015) finds that median earnings
among males have stagnated or even fallen in parts of the country. Labour force participation among
men with basic education or skill levels is essentially flat (Crowley 2017). New analysis about the
prospect of automation has people worried about the employment prospects of this cohort (The
Canadian Press 2017).
The potential for large-scale dislocation for these workers has contributed to rising levels of economic anxiety. Perceptions about one’s place in the middle class and the economic future have become
increasingly negative (Employment and Social Development Canada n.d.). The US presidential election illustrates the political manifestation of these sentiments in practice.
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Policy-makers must respond carefully to these growing public feelings. Dismissiveness is not only undemocratic and inegalitarian, it risks breeding political polarization and divisiveness. But an overreaction in the form of protectionism and corporate welfarism risks eroding the broad-based benefits of
innovation and higher productivity. There must be a balance in determining how best to realize the
benefits of dynamic capitalism while supporting those affected by the process of creative destruction.
We cannot flinch in face of dislocation and disruption. Dynamic capitalism has produced tremendous
wealth and it would be a mistake to try to halt its dynamic churn in order to freeze the status quo. A
“robot tax,” or other barriers to innovation and productivity enhancements, risk making us all poorer
(Kessler 2017).
It can be difficult to resist these temptations, however, because our collective imagination precludes
us from foreseeing the new jobs, industries, and opportunities that creative destruction will produce
in the future. It is the equivalent of asking an agricultural worker from the late nineteenth century about the advent of the Internet. We must therefore not succumb to a present-ist fallacy in our
policy-making.
But we must also ensure that dislocated workers – particularly blue-collar ones – are not dismissed
or neglected. Pensioning them off with a guaranteed annual income is not the solution either. It fails
to recognize that work is integral to one’s self-esteem and dignity. A regular government paycheque
cannot provide these intangibles.
Policy-makers should adopt both positive and negative steps that will create the conditions for work
and opportunity in an era of economic dislocation and unequal skills distribution.
Positive actions include improving education and retraining programming to help those affected develop new skills, supporting labour mobility so people can move to places with higher job prospects,
increasing the Working Income Tax Benefit so low-income workers can accept employment, and
experimenting with wage subsidies for low-skilled workers. Government can proactively undertake
these positive actions to help blue-collar workers participate in the labour force.
Negative actions include reducing the barriers to blue-collar work, namely, reducing the tax and regulatory obstacles to resource development. Natural resource development employs many blue-collar
workers whose jobs cannot be sent offshore. It is thus counterintuitive to lament the decline in job
prospects for these workers, and then put up further barriers to these industries. Roads, pipelines,
mines, and processing plants face too many obstacles and take too long to approve. The result is to
drive away capital investment and well-paying jobs to other jurisdictions. Surely the “do no harm”
precept ought to apply.
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Conclusion

T

he political resonance of income and wealth redistribution has grown in the past half decade
and shows no signs of abating. Calls for high-income earners to pay their “fair share” continue
to mount in spite of a series of tax increases across the country from British Columbia to Newfoundland and Labrador and virtually everywhere in between. The top 1% has come to loom large in
our politics.
The questions about redistribution are inherently political. Negotiating the tension between freedom and equality, efficiency and equity, and the welfare state’s role in redistribution, is core to
much of modern politics. It reflects political preferences and the compromises reached in our political system.
But it is not to say that no evidence can brought to bear on these questions. There are, of course,
limits to redistribution. There are reasons that not all wealth is centrally managed and apportioned.
This study has sought to inform the political debate by drawing on Statistics Canada data to better
understand the characteristics and traits of Canada’s top 1%. It has also reviewed existing research
and evidence on the limits of income and wealth redistribution not only with regards to work,
investment, and entrepreneurialism, but also for philanthropy and charitable giving, as well as
government revenues.
As an alternative, we have set out some basic policy ideas to form the basis of a more positive, pro-mobility agenda for all Canadians. The goal should be to strengthen the conditions of equality-of-opportunity rather than equality-of-result. This vision would place the focus less on the zero-sum question
of “fair share” and more on inclusive growth.
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 he income threshold differs considerably among Census Metropolitan Areas. The highest
threshold in 2014 was in Calgary, Alberta, at $436,700. The lowest was in Saguenay, Quebec, at
$170,200 (Statistics Canada 2016b).
2 This amount excludes non-reported donations.
3 There is some competing analysis, including a recent MLI study (Sheikh 2015).
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