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Introduction

The renowned philosopher and early economist, Adam Smith, made an important distinction between 
the incidence of taxes on land rents and on stocks: “Land is a subject which cannot be removed; whereas 
stock easily may…A tax which tended to drive away stock from any particular country would so far tend 
to dry up every source of revenues both to the sovereign and to the society.”1 Despite Smith writing these 
words in 1776, many experts today would agree with his understanding of tax incidence: taxes on immobile 
land falls on its owners while taxes on mobile capital have wider impacts on society.

When the Minister of Finance, Chrystia Freeland, announced her recent hike to capital gains taxes 
she claimed in the 2024 federal Budget: “We are making Canada’s tax system more fair by asking the 
wealthiest to pay their fair share.”2 

The purpose of this DeepDive is to test her claims about who will be affected by the budget’s capital gain 
tax proposal. The analysis shows that the effect of the capital gains tax affects not just the wealthy but 
many middle-class and even Canadians with modest incomes. 

It will also hurt investment and, as Adam Smith would say, “dry up revenue, both to the sovereign and to 
society.” In other words, the Minister is badly misinformed. Much focus is on capital gains taxes paid by 
individuals, but the incidence of both the personal and corporate capital gains taxes goes beyond just 
taxing wealthy capital owners.

1	 Adam Smith, The Wealth of Nations, (Indianapolis: Liberty Fund, 2000 [1776]).

2	 Department of Finance, Budget 2024, (Ottawa: Government of Canada, 2024), https://budget.canada.ca/2024/home-accueil-en.html. 
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The Budget Capital Gains Proposal 

The budget presented on April 19, 2024, proposes to increase the capital gains inclusion rate from  
one-half to two-thirds on capital gains, and in the case of individuals, for those gains in excess of 
$250,000. (Capital gains below this threshold will still be subjected to the one-half inclusion rate.) 
Corporate and trust capital gains do not qualify for the exemption. The proposal will not take effect until 
June 25, 2024, enabling investors an opportunity to sell assets prior to its enactment at a lower capital gain 
tax rate, losing the advantage of deferring gains to later years. Final legislation has not yet been released at 
the time of writing, which may result in some adjustments, creating uncertainty for many investors.  

The budget states that 40,000 individual tax filers (0.13 percent of tax filers) and 307,000 corporations 
(12.7 per cent of corporate tax filers)3 will be affected by the proposal.4 This has indeed been a major part 
of the government’s case in favour of tax change. The essential argument is that its design—including the 
$250,000 income threshold—limits its incidence and in turn its economic costs. 

The government predicts $19.4 billion in new revenues over five years, of which almost a third ($6.9 billion) 
would be raised in the first fiscal year (2024-25) as investors are expected to dispose assets before  
June 25th. Corporate capital gains taxes will yield the greatest share of new tax revenues: $4.9 billion in 
the first year (71 percent of the total) and $10.6 billion over five years (53 percent of the total).  

3	 Ibid. 

4	 To soften the impact, the lifetime capital gains exemption for the sale of farm and fishing property and shares in small businesses will 
increase from $1,016,836 to $1.2 million. Further, a new entrepreneurial tax incentive limited to certain investments reduces the capital gains 
inclusion rate to one-third up to $2 million on a lifetime basis.
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The Capital Gain Tax Advantage  
More Apparent than Real

The strongest argument in favour of increasing the capital gains inclusion rate is linked to past corporate 
tax reform.5 Since 2000, the federal-provincial corporate income tax rate has been cut from 43 percent 
to roughly 26 percent by 2012, reducing taxes on distributed and reinvested profits. Individuals claim a 
dividend tax credit that avoids double taxation on distributed profits. This credit has declined along with 
the corporate income tax rate to keep the dividend tax rate aligned with the tax rate on other income. 
However, the capital gains inclusion rate, which was one-half since 2001 has not changed. As a result, 
dividends have become more highly taxed compared to the personal tax on capital gain realizations.  
Given the higher dividend tax rate, companies have an incentive to pay capital gains rather than dividends 
to investors.

In Ontario, for example, the top federal-provincial capital gain tax rate is one-half of the regular tax rate 
or 26.76 percent compared to the top personal dividend tax rate of 39.34 percent for eligible dividends 
and 47.74 percent on ineligible dividends (the higher rate on dividends reflecting the corporate tax rate on 
small business profits). By moving to a two-thirds inclusion rate, the capital gain tax rate in Ontario rises 
to 35.69 percent, which is closer but not equal to the top dividend rates. 

While an increase in the personal capital gain tax rate reduces one distortion, it increases others. In the 
past, it was common to keep the corporate and personal capital gain tax rate aligned so that investors 
could not avoid capital gains taxes by leaving the asset in the corporation rather than directly owning 
it. Unlike corporate capital gains, inter-corporate dividends paid from one Canadian corporation to 
another are exempt to avoid double taxation since such dividends have already been taxed before being 
distributed. Thus, there is a tax disadvantage for a corporation to earn corporate capital gains taxes 
compared to dividends, which has been widened by the Budget. Companies will try to avoid paying  
taxes on corporate capital gain realizations by structuring transactions to pay inter-corporate  
dividends instead.  

Further, corporate capital gains will now be more highly taxed than personal capital gains below $250,000. 
This will encourage investors to hold equity directly rather than through a corporation, introducing a new 
distortion in the tax system. 

This is not the end of the story. Capital gains taxes result in a higher tax on risky assets compared to  
non-risky investment since the government is more likely to share the gain but not investment losses. 
Also, the capital gains tax not only applies to gains from reinvested after-tax profits but also inflation—
thus, the effective tax rate on real capital gains is higher than on nominal capital gains. Capital gains 
taxes on realizations encourage investors to hold assets for a longer period even though investors should 
rebalance their portfolio of investments to earn higher returns (the so-called “lock-in” effect).6 Overall,  
the capital gains tax advantage may be more ephemeral than real.    

 

5	 Trevor Tombe, “Why raising capital gains taxes makes sense—yes, really,” The Hub, April 17, 2024,  
https://thehub.ca/2024/04/17/trevor-tombe-why-raising-capital-gains-taxes-makes-sense/. 

6	 Jason Clemens, Charles Lammam and Matthew Lo, The Economic Costs of Capital Gains Taxes in Canada, (Vancouver:  
The Fraser Institute, 2014), https://www.fraserinstitute.org/sites/default/files/economic-costs-of-capital-gains-taxes-in-canada-chpt.pdf.
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Capital Gains and its  
Lifetime Incidence

Capital gains are “lumpy” since assets are not disposed on a regular basis. In many cases, a taxpayer may 
earn more than $250,000 in capital gains in one year but not realize it in other years. Investors could 
therefore be pushed into the highest income category but only on a temporary basis. On a lifetime basis, 
some taxpayers may only dispose significant amounts of assets once or twice through their lifetime. 
Examples of major asset disposal events include selling real estate, farmland, business assets or equity, 
secondary or vacation homes, and deemed realizations at death or departures from Canada. 

In Table 1, the total number of tax filers with and without capital gains is provided including those with 
more than $250,000 in capital gains. Averaged over the years, the number of tax filers with capital gains in 
excess of $250,000 is 40,664 per year, almost identical to the number of filers for 2025 forecasted in the 
2024 Budget. 

Table 1: Number of tax filers with and without capital gains by year

Years
Total number of  

tax filers

Total number of tax  
filers with net capital gains  

more than $0

Total number of tax  
filers with net capital gains  

more than $250,000 (constant)

2011 25,846,400 1,968,900 25,100

2012 26,136,400 1,936,300 23,700

2013 26,497,700 2,247,000 25,700

2014 26,849,700 2,587,300 32,000

2015 27,092,200 2,696,900 32,500

2016 27,389,400 2,622,200 34,400

2017 27,769,300 2,873,600 45,400

2018 28,300,600 2,877,100 43,400

2019 28,748,700 2,625,100 42,500

2020 28,839,700 2,704,700 51,900

2021 29,255,800 3,576,800 90,700

Source: Statistics Canada, Longitudinal Administrative Databank (LAD).

NOTE: The LAD is a 20% random sample of Canadian tax filers. Since not all individuals file income tax returns and a small 
portion of filers die every year, statistics contained in this table should be interpreted in the context of living tax filers, not 
the entire population. The sample is restricted to persons who filed a tax return and resided inside Canada with a known 
geographic location. 
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If the same tax filers repeatedly claimed more than $250,000 capital gains each year, one may conclude 
that only a few taxpayers are affected by the budget’s capital gains tax proposal. However, if large capital 
gains are realized only once or twice during a person’s lifetime or at death, many more Canadians, some 
with middle incomes, may be affected by the proposal on a lifetime basis. The extreme case would be tax 
filers who only appear only once in their lifetime with capital gains of more than $250,000 in a particular 
year. In this instance, the total number of tax filers between 2011 and 2021 7 impacted by the proposal 
would be the sum of all filers in the third column of Table 1: 447,300.   

With some longitudinal data, I estimate how many years in which tax filers among this group report capital 
gains in excess of $250,000 to see whether it is once or more frequently. Table 2 provides the number of 
years in which tax filers who in 2011 report capital gains in excess of $250,000 report it in total between 
2011 and 2021. Almost two-thirds report capital gains only once. Another 15.4 percent report capital gains 
in two of the years. Barely one percent report capital gains in seven or more years. In other words, most 
tax filers report capital gains quite infrequently.  

Table 2: Number of tax filers who had net capital gains greater than $250,000 
in 2011 and the number of years their net capital gains exceeded $250,000, 
2011 to 2021

Number of years 
reporting more than 

$250,000 in  
capital gains

Number of filers 
(total 25,100)

Portion of filers

1 16,630 66.3%

2 3,860 15.4%

3 1,670 6.7%

4 930 3.7%

5 690 2.7%

6 430 1.7%

7 300 1.2%

8 250 1.0%

9 160 0.6%

10 to 11 170 0.7%

Source: Statistics Canada, Longitudinal Administrative Databank (LAD).

7	 The last available year of data in the LAD is 2021.
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Of the taxpayers who claim more than $250,000 capital gains in a year, many would otherwise have 
middle-class or modest income. In Table 3, I provide the distribution of those affected taxpayers 
according to their non-capital gain taxable income (based on 2018 data of those with more than 
$250,000 in capital gains). 

Without capital gains of more than $250,000, the top 30 percent of all tax filers (P70, P80 and P90) had 
other taxable income in excess of $233,836. However, 50 percent had non-capital gain taxable income 
below $117,592 with 10 percent having only $18,131. Based on Table 2, roughly 80 percent have large capital 
gains only once or twice, suggesting a good number of taxpayers experiencing capital gains in one year, 
would otherwise have middle or modest income in other years.  

Table 3: Distribution of tax filers by taxable income excluding  
$250,000 capital gains

Percentiles with more than  
$250,000 in capital gains

Taxable income without  
$250,000 in capital gains

 Bottom 10% $18,131

P20% $38,687

P30% $60,502

P40% $84,639

Median $117,592

P60% $163,094

P70% $233,836

P80% $369,042

Top 90% $801,035

Source: Statistics Canada, SPSDM data, calculations by P. Bazel.

Using the distribution of reporting years, a typical investor claims capital gains in excess of $250,000 
1.84 times over the 11 years. Since those claiming large capital gains in multiple years are so few, I can 
assume that in each year, 22,088 (44,664 divided by 1.84) unique tax filers claim large capital gains. Since 
Table 2 is only a snapshot of those reporting $250,000 or more in capital gains in on year (2011). It does 
not reflect the population of taxpayers (generally 25 years or over) who report capital gains of less than 
$250,000 in that year but could report capital gains in excess of $250,000 in other years of their lifetime. 
Based on 22,088 unique tax filers estimated above, the number of taxpayers with large capital gains 
sometime in their lifetime is estimated to be 1.26 million. 

As a share of Canada’s tax filer population, those impacted by  
the new capital gains proposal on a lifetime basis is 1.26 million  
or 4.3 per cent of tax filers compared to the Budget estimate of  
0.13 percent.
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Canadian-controlled  
Private Corporations 

Many individuals hold savings in the form of a Canadian-controlled private corporations. As corporate 
capital gains will be subject to higher levels of taxation, the owners will be directly affected as they 
will receive lower dividends or realize lower prices for their shares when the choose to sell their equity 
held in the company. Once capital gains are realized in the private corporation, the deferral advantage 
for marginal taxpayers is eliminated with the refundable tax mechanism used for investment income. 
According to 2021 tax expenditure accounts, 1.112 million companies (98 per cent of all corporations and 
53 percent of corporate taxable income) are CCPCs.8 As in the case of individuals, corporate capital gains 
are infrequent as assets may be held for multi-years before they are disposed.  

The 2024 budget estimates that 307,000 corporations in a year would have corporate capital gains 
but this includes public corporations. Taking 98 percent of this number, CCPCs affected by the change 
is equal to 300,860.9 Given multiple ownership of private corporations (such as family members or 
partners), the tax filers impacted by this provision will be much higher. On the other hand, some of the 
investors are already included in the number of affected individual investors on a lifetime basis. 

8	 Department of Finance, Report on Federal Tax Expenditures – Concepts, Estimates and Evaluations 2024: part 2, (Ottawa: Government  
of Canada, 2024), https://www.canada.ca/en/department-finance/services/publications/federal-tax-expenditures/2024/part-2.html. 

9	 The starting time for entrepreneurs to form a company is at the age of 42 based on U.S. census data. See Madeline Garfinkle,  
“The Most Successful Startup Founders Are This Age, Study Finds (And No, It’s Not Early 20s),” Entrepreneur, February 21, 2023,  
https://www.entrepreneur.com/business-news/this-is-the-average-age-of-successful-startup-founders/446147.
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Capital Gain Tax Impact  
on the Broad Economy

Investors in both private and public corporations are affected by capital gains taxes to the extent that 
equity values are reduced, and investment is discouraged. Although the 2024 Budget argued that 
capital gains taxes don’t affect business investment, that is only the case in which the valuation of 
large corporations is solely based on international equity markets of which Canadian savings have no 
discernible impact on the international cost of financing capital in Canada. That is clearly wrong in the 
case of corporate capital gains since a higher tax on such income will reduce the return to both domestic 
and foreign investors that would lower equity values. 

From 2011 to 2021, corporate taxable capital gains were 6.98 percent of corporate taxable income. 
Increasing the inclusion rate from one-half to two-thirds, increases the corporate capital gain tax rate 
from about 13 percent to 17.33. This is equivalent to increases the aggregate corporate income tax rate  
by 0.3 percentage points, which would reduce corporate profits.

There is considerable evidence that capital gain tax increases affect the equity valuation of large 
corporations. Studies have shown that there is significant “home bias” with Canadians holding  
52.2 per cent of their portfolio in domestic assets even though Canada accounts for only 3.4 per cent  
of global equity markets.10 Due to “home bias” and corporate capital gains taxes, several studies have 
shown that capital gain tax changes have had some impact on share prices of public corporations. In a 
Canadian paper by McKenzie and Thompson, personal dividend and capital gains taxes were found to 
be capitalized in Canadian equity prices, meaning that the assumption of a small open economy is not 
supported by the evidence.11 

Using these results, Milligan, Mintz and Wilson examine the investment impact of reducing the capital 
inclusion rate for capital gains from two-thirds to one-half.12 They conclude: “Even in a world with large 
tax-exempt entities (such as pension funds) and some degree of international capital mobility, taxes 
do appear to have an impact on the cost of capital for firms. We use the results of recent research to 
calculate that a reduction in the inclusion rate from 3/4 to 2/3 could increase investment by as much  
as 2%.”

Further, corporate capital gains taxes discourage acquisitions and mergers in markets, which protects 
management from takeovers. In a recent paper on mergers and acquisitions, corporate capital gains taxes 
were found to reduce acquisitions by $1.1 billion annually in Canada, resulting in an economic loss of annual 
synergy benefits equal to $300 million each year.13

10	 Bilal Hasanjee, Canadian Home Bias: A Case for Global Equity Diversification, (Toronto: Vanguard, 2023),  
https://www.vanguard.ca/content/dam/intl/americas/canada/en/documents/CHBP_062023_V8_secure.pdf.

11	 Kenneth J. McKenzie and Aileen J. Thompson, “Dividend Taxation and Equity Value: The Canadian Tax Changes of 1986,”  
Canadian Journal of Economics 28, no.2 (1995): 463-472.

12	 Kevin Milligan, Jack Mintz and Thomas A. Wilson, Capital Gains Taxation: Recent Empirical Evidence, (Toronto: The Heward Stikeman Institute, 
1999), https://www.academia.edu/52534526/Capital_Gains_Taxation_Recent_Empirical_Evidence.

13	 Maximilian Todtenhaupt, Johannes Voget, Lars P. Feld, Martin Ruf and Ulrich Schreiber, “Taxing away M&A: Capital gains taxation and  
acquisition activity,” European Economic Review 128, (2020), https://www.sciencedirect.com/science/article/pii/S0014292120301367. 

https://ideas.repec.org/a/eee/eecrev/v128y2020ics0014292120301367.html
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Capital gains taxes therefore have broad effects on the economy. Corporate capital gains taxes will 
suppress equity values impacting investors including pension funds and other saving deriving dividend 
and capital gains income from Canadian corporations. Both corporate and personal capital gains taxes will 
reduce business investment and therefore fall on capital owners or be shifted onto consumers through 
higher prices or workers as lower wages. Governments will lose other tax revenues as well.

Given capital gains taxes, especially corporate capital gains,  
can reduce equity values and business investment, many Canadian 
shareholders would be affected. In 2021, 4.74 million tax filers 
received taxable dividends from Canadian corporations, representing  
15.8 percent of all filers. Adding equity valuation impacts on pension 
plans, registered saving plans and real estate, and even larger number  
of taxpayers are affected. 
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Key Takeaways

The 2024 budget claims that only 0.13 percent of tax filers are affected by the increase in the tax rate on 
capital gains in excess of $250,000 is badly off the mark. On a lifetime basis, many taxpayers are affected 
since they will pay capital gains taxes on infrequent asset disposals. Based on some longitudinal data,  
I estimate that 1.26 million individuals or 4.3 percent of taxpayers will be affected.

Even this estimate is an understatement. Capital gains taxes, especially at the corporate level, will impact 
equity values and reduce both dividends paid to shareholders as well as the capital gains on disposing 
equities held in private and public firms. Overall, 4.74 million individual investors in Canadian companies 
will be affected, representing 15.8 percent of all filers. Other Canadians will also be affected as equity held 
by pension plans, registered retirement plans and other non-registered saving in equity or real estate can 
be impacted too.

To the extent that capital gains taxes discourage investment, the broader economy is affected including 
worker incomes and government reliant on tax revenues generated by business activity. This was the  
point that Adam Smith made 250 years ago. The federal government should have paid attention to  
Smith’s arguments. 
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