
VIEWPOINT

M
ar

gi
na

l e
ff

ec
tiv

e 
ta

x 
ra

te

90%

80%

60%

40%

20%

70%

50%

30%

10%

0%

Sask
atoon

42.5% 45.1%

54.8%
58.7%

70.4%
73.8% 75.6%

Calgary

Federal corporate income tax Provincial corporate income tax

Provincial sales taxes

Local land transfer taxes

Provincial land transfer taxes

Local business property taxes

Provincial business property taxes

Vanco
uve

r

To
ro

nto

Halifa
x

Winnipeg

Montre
al

When a company seeks a place to invest, it 
needs to take into account the investment-
related tax burden to be sure of choosing 
the most favourable location. Taxes that are 
too high in one city will lead companies to 
turn to other cities, bringing with them the 
new jobs and economic spillover that ac-
company their investments.

This choice is all the more crucial given that Canada’s 
most signifi cant source of economic growth between 
1961 and 2008 was capital investment.1 To keep liv-
ing standards rising for their residents and those in 
outlying areas, cities must therefore compete with 
one another continually to attract investment from 
the most mobile companies.

Does the City of Montreal do everything it can to en-
tice investors? Despite enjoying overall operating 
costs that are among the lowest in the world,2 
Quebec’s biggest city undercuts its comparative ad-
vantage within Canada through an investment-relat-
ed tax burden that is much higher than elsewhere.3 
By comparing the marginal effective tax rate related 
to new investment in various large Canadian cities, 
we can see that Montreal scores poorly, behind the 
major Western cities, Toronto, and Halifax.4

The higher this rate, the more the gains from invest-
ment will be eaten away by taxes. The marginal ef-
fective tax rate is a way of measuring incentives to 
invest that takes into account all the various taxes 
applied to future returns on current investments and 
all the subtleties of the tax systems, as well as pos-
sible tax deductions.5 Punitive taxation of investment 
returns has an impact well beyond investors, slowing 
the increase of living standards of Montrealers and 
all Quebecers.

WHAT MAKES UP THE TAX BURDEN
The tax burden on investment in Canada consists of federal 
and provincial corporate income taxes, business property taxes, 
sales taxes, and land transfer taxes, as shown in Figure 1.6

The difference between the tax burden in Montreal and the 
other big cities is not due to federal and provincial corporate 
income taxes. These are comparable in the provinces examined. 
Nor is it due to the Quebec sales tax. Like the harmonized 
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Source: Adam Found, Benjamin Dachis and Peter Tomlinson, “Business Tax Burdens in 
Canada’s Major Cities: The 2015 Report Card,” E-Brief, C.D. Howe Institute, November 
24, 2015, Figures 1, 2 and 3.
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sales tax in Ontario and the Atlantic provinces, the 
Quebec sales tax is borne entirely by consumers and 
does not affect investment, unlike the sales taxes in 
the Western provinces (other than Alberta), which 
are applied cumulatively at each step of production 
and therefore penalize investment.

Land transfer fees also account for a small portion of 
Montreal’s burden. If we add up those applied at the 
local and provincial levels, they are comparable to 
those of Winnipeg and Vancouver, and are even 
topped by those of Toronto.

The greater portion of the investment-related tax 
burden in Montreal comes from local business prop-
erty taxes, with municipal taxes accounting for nearly 
all of it.7 Even though Quebec has no provincial 
property taxes, unlike the other provinces, the prop-
erty tax burden remains higher than in the other 
major cities. The marginal effective rate of these 
taxes reaches 57.8% in Montreal in 2015, compared 
to 19.3% for total local and provincial business prop-
erty taxes in Saskatoon, the leader in this ranking.

These business property taxes, by their very nature, 
are very bad for investment. A study conducted in 
Ontario found that collecting an additional dollar in 
property taxes costs the Ontario economy $6.67 in 
lost investment.8 In Montreal, where the property tax 
burden and the overall tax burden are heavier than 
in Ontario, it appears likely that this opportunity cost 
is even higher.9

THE CITY OF MONTREAL IS MAINLY 
RESPONSIBLE
Adding up these various taxes results in a marginal 
effective tax rate of 75.6% in Montreal. This means 
that an additional dollar of investment returns is 
taxed a total of 76 cents. In comparison, an addition-
al dollar invested in Saskatoon is taxed at only 42.5 
cents.

The City of Montreal has made efforts in this area 
over the past two years, and its tax burden has de-
clined by three percentage points compared to 
2013. But this is a smaller decline than in Halifax or 
Saskatoon, which have made cuts of 5.6 and 3.7 per-
centage points respectively. Yet Montreal, which 
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brings up the rear, has a greater need for improvement than 
Saskatchewan’s biggest city, which already ranked second in 
2013, just behind Calgary.

Taxes are a barrier to investment in Montreal. The city’s many 
selling points, such as quality of life and reasonable labour 
costs, are undermined by taxes that are among the highest in 
Canada. Since the largest share of this burden comes from the 
municipal level, the City of Montreal has an interest in continu-
ing its efforts to reduce its tax burden so as to attract the in-
vestments that will ensure its prosperity and the standard of 
living of its residents.

*This Viewpoint was prepared with the kind assistance of the C.D. 
Howe Institute based on data contained in “Business Tax Burdens in 
Canada’s Major Cities: The 2015 Report Card,” which is being pub-
lished simultaneously. The MEI is nevertheless solely responsible for 
the content of the present publication.


