
Laffer Curve 
 

Invented by Arthur Laffer, this curve shows the relationship between tax rates and tax 
revenue collected by government. The curve suggests that, as taxes increase from 
low levels, tax revenue collected by the government also increases. It also shows 
that tax rates increasing after a certain point would cause people not to work as 
hard or not at all, thereby reducing tax revenue. Eventually, if tax rates reached 
100% (the far right of the curve), then all people would choose not to work because 
everything they earned would go to the government. Governments would like to be at 
the point on the curve where they can collect the maximum amount of tax 
revenue while people continue to work hard.  
Source: http://www.investopedia.com/terms/l/laffercurve.asp 
 
There is disagreement amongst economists as to what tax rate will generate the 
revenue maximizing point on the curve. UCLA Economics professor, Tim 
Groseclose, cites evidence that it is around 33%. 
Source: http://www.prageruniversity.com/Economics/Do-High-Taxes-Raise-
More%20Money.html 

 
 

 

Source: http://www.forbes.com/sites/danielmitchell/2012/04/15/the-laffer-curve-shows-that-tax-increases-

are-a-very-bad-idea-even-if-they-generate-more-tax-revenue/ 

http://www.investopedia.com/terms/l/laffercurve.asp
http://www.prageruniversity.com/Economics/Do-High-Taxes-Raise-More%20Money.html
http://www.prageruniversity.com/Economics/Do-High-Taxes-Raise-More%20Money.html
http://www.forbes.com/sites/danielmitchell/2012/04/15/the-laffer-curve-shows-that-tax-increases-are-a-very-bad-idea-even-if-they-generate-more-tax-revenue/
http://www.forbes.com/sites/danielmitchell/2012/04/15/the-laffer-curve-shows-that-tax-increases-are-a-very-bad-idea-even-if-they-generate-more-tax-revenue/


Tax Freedom Day in Canada 

Tax Freedom Day is the day on which, if Canadians paid all their income starting January 1st 

towards the taxes they typically pay over the course of a year, those taxes would be 

completely paid off leaving all further income for the year untaxed. The day varies from year 

to year and from province to province because tax rates vary over time and from one 

jurisdiction to another. 

 
Source: Canadians Celebrate Tax Freedom Day on May 24 2021 (fraserinstitute.org) 

Questions  

Use Table 1 to answer the following questions: 

1a) Why did Tax Freedom Day arrive significantly earlier in 2020 versus previous years?  

(Watch the Video Clip to answer) 

b) According to the video, if governments charged tax rates to cover their budgetary deficits 

(assuming that revenues actually increased), what would be the Tax Freedom Day in 2020?   

c) What % of total income paid in taxes would that date represent? 

 

2a) In 1981, which province had the earliest Tax Freedom Day and what % of income was paid 

to taxes?  

b) In 1981, which province had the latest Tax Freedom Day and what % of income was paid to 

taxes?  

b) In 1981, for Canada as a whole, what was the typical % of income paid to taxes for families 

with two or more individuals? 

https://www.fraserinstitute.org/sites/default/files/tax-freedom-day-2021.pdf
https://www.fraserinstitute.org/studies/tax-freedom-day-2020-report


3a) In 2000, which province had the earliest Tax Freedom Day and what % of income was paid 

to taxes?  

b) In 2000, which province had the latest Tax Freedom Day and what % of income was paid to 

taxes?  

c) In 2000, for Canada as a whole, what was the typical % of income paid to taxes for families 

with two or more individuals? 

4a) In 2020, which province had the earliest Tax Freedom Day and what % of income was paid 

to taxes?  

b) In 2020, which province had the latest Tax Freedom Day and what % of income was paid to 

taxes?  

b) In 2020, for Canada as a whole, what was the typical % of income paid in taxes by families 

with two or more individuals? 

 
Use the information in Table 2 to complete the Table below: 

Three Provinces with 
the Highest Tax 
Burden as a % of Total 
Income (2021) 

% Income Paid to 
Taxes (round to the first 

decimal) 

Amount Above or 
Below the Laffer 
Curve Theoretical 
33% “Sweet Spot” 

   

   



   

Three Provinces with 
the Lowest Tax Burden 
as a % of Total Income 
(2021) 

% Income Paid to 
Taxes (round to the first 

decimal) 

Amount Above or 
Below the Laffer 
Curve Theoretical 
33% “Sweet Spot” 

   

   

   

 

Tax Freedom Day in the USA (2019) 

 
Source: Tax Freedom Day® - Tax Foundation 

Use the map above to complete the questions. 

1a) Which five states (excluding DC) have the latest Tax Freedom Days? 

b) Calculate the % of income paid to taxes for the state with the highest tax burden and how 

does it compare to the Laffer Curve Theoretical 33% “Sweet Spot”? 

2a) Which five states have the earliest Tax Freedom Days? 

b) Calculate the % of income paid to taxes for the state with the lowest tax burden and how 

does it compare to the Laffer Curve Theoretical 33% “Sweet Spot”? 

https://taxfoundation.org/publications/tax-freedom-day/


Unites States 

 

   

Source: Federal Income Tax Brackets for Tax Years 2020 and 2021 - SmartAsset 

Canada 

2020 Federal [Income]Tax Bracket Rates 

• 15% up to $48,535 of taxable income 

• 20.5% between $48,535 and $97,069 

• 26% between $97,069 and $150,473 

• 29% between $150,473 and $214,368 

• 33% on any amount exceeding $214,368 

Source: 2020 Canadian tax brackets: what you need to know (fidelity.ca) 

 

 

 

 

 

In Canadian Dollars (x1.26):  

 

10% - $0 - $12,443 

12% - $12,444 - $50,558 

22% - $50,559 - $107,762 

24% - $107 763 - $205,758 

32% - $205,759 - $261,261 

35% - $261,262 - $653,184 

37% - $653,185+ 

 

 

 

https://smartasset.com/taxes/current-federal-income-tax-brackets
https://www.fidelity.ca/fidca/en/investor/investorinsights/2020cdataxbracket


Do High Income Families in Canada pay their fair share in taxes? What do you 

think based on the data shown below in Table 1 and Figures 1 and 2?  

 

 



 
Source: Measuring Progressivity in Canada’s Tax System (fraserinstitute.org) 

For comparative purposes, here is similar household data to Figure 2 for the USA: 

Source: Who Pays Taxes in America in 2020? – ITEP 

 

1) Add the data for the Top 20% above: 

Total Income:  

Total Taxes paid:  

https://www.fraserinstitute.org/sites/default/files/measuring-progressivity-in-canadas-tax-system.pdf
https://itep.org/who-pays-taxes-in-america-in-2020/


2) Contrast the Bottom 20% and Top 20% in Canada (Fig. 2) vs. the USA. 

 

3) Using the Table below, convert the data into five quintiles similar to Table 1 for 

Canada in Canadian dollars (X1.26). 

Income Group  Income Range  

Bottom 20%  

Quintile 2  

Quintile 3  

Quintile 4  

Top 20%  

 

USA (2020):  

 
Source: Who Pays Taxes in America in 2020? – ITEP 

https://itep.org/who-pays-taxes-in-america-in-2020/


4) Contrast the Bottom 20% and Top 20% Income Groups between Canada and the USA. 

5) What do you need to earn to be in the Top 1% of single income earners in the following 

countries? See Table  
Source: How much the top 1% of world's richest earn in different countries - CEOWORLD magazine (2020) 
Canada:  USA:  

 

 

https://ceoworld.biz/2020/02/07/how-much-the-top-1-of-worlds-richest-earn-in-different-countries/

