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Highlights

* Canada’s productivity challenges are magnified by the retention of top talent. Canada’s strong record of ed-
ucating and training globally-competitive workers and entrepreneurs is undermined by substantially higher
personal taxes that draws those individuals elsewhere, particularly to the U.S., which has always been highly
selective in attracting people from Canada’s upper tail.

* The fundamental problem isn’t attracting talent but anchoring it: Canada produces strong research and educa-
tion outcomes but underperforms on commercialization, business R&D, tech adoption, and scaling firms, which
lowers the domestic returns to skill and entrepreneurship versus U.S. innovation clusters.

* Canada’s tax and incentive structure compounds the issue: high top marginal personal tax rates kick in at much
lower income thresholds, while complex business tax rules encourage remaining small rather than growth.
Strengthening incentives to scale over relocation or avoidance could reignite Canada’s innovation agenda.

Canada has always competed with the United States in developing and retaining top talent, but that fight is heating
up. The U.S. has taken the global pole position in technological advances, like artificial intelligence where the reach
will broaden into all industries. Tighter immigration policies south of the border will not insulate Canada from losing
top talent in innovation and entrepreneurship.

The core challenge is not in attracting world-class talent, but in anchoring that talent within its borders to build,
scale, and lead globally competitive firms at home. Absent progress on this front, Canada will continue to be a
feeder system for the U.S. innovation economy.

One under appreciated lever in this competition is Canada’s tax system. Even before comparing the scale and
dynamism of U.S. innovation clusters, Canada asks high earners and founders to pay top marginal rates at much
lower income levels—and, in several provinces, allows inflation to quietly push more households into higher brack-
ets over time. Meanwhile, a complex corporate tax architecture rewards sophisticated deferral and income-shifting
strategies that can protect some entrepreneurs, but also diverts time and capital toward tax planning rather than
growth. If Canada wants to retain and attract globally mobile talent, the question goes beyond educating and se-
lecting the right people. It asks whether Canada’s tax and incentive structure makes building a career or scaling a
company the rational choice.
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Chart 1: Higher-Educated Canadian Immigrants
Exhibit Higher Onward Migration Rates
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Leaking from the top

Statistics Canada finds that while permanent migra-
tion to the United States has declined since the late
2000s, Canada has still experienced a net loss of resi-
dents over long horizons'. More importantly, perma-
nent migration data understate the problem. A grow-
ing share of talent loss now occurs through temporary
and semi permanent channels, particularly U.S. em-
ployer sponsored visas. These pathways are largely
invisible in conventional “brain drain” metrics but in-
creasingly decisive.

Those leaving are not marginal workers. Canadians ap-
plying for U.S. labour certification—a key step toward
employment based green cards—are disproportionate-
ly highly educated and concentrated in computer sci-
ence, engineering, and technical management. Rough-
ly half work in computer, mathematical, architecture, or
engineering occupations, and associated wage offers
are exceptionally high (Statistics Canada, 2025). The
United States has always been highly selective of the
labour it attracts from Canada, absorbing its upper tail.

The composition of outflows reinforces this conclusion.
By 2024, foreign born Canadian citizens accounted for
about 60% of Canadian applicants for U.S. labour cer-
tification, up from just over half a decade earlier (Sta-
tistics Canada, 2025). Canada has increasingly func-
tioned as a staging ground: it selects skilled immigrants,
integrates them into the labour market, and then loses
them to larger and more lucrative U.S. ecosystems.

Similar patterns appear among new graduates. Sta-
tistics Canada’s analysis of STEM retention shows
that graduates in mathematics, computer science,
and engineering are less likely to remain in Canada
than non STEM graduates, even among Canadian
citizens (Retention of STEM Graduates in Canada,
2025). Doctoral graduates and graduates from highly
ranked universities have the lowest retention rates,
particularly in the first five years after graduation.
Mobility rises with skill portability (Chart 1).

International students exhibit slightly improved re-
tention, but the gains are fragile. Students from top
institutions and advanced programs still leave at dis-
proportionately higher rates. Canada is educating
globally competitive STEM talent in fields where U.S.
entry barriers are relatively low—through TN visas
and employer sponsorship.

Immigration does not offset these losses. Rather, it
intensifies them. The Institute for Canadian Citizen-
ship’s Leaky Bucket 2025 report? shows that onward
migration is highest among immigrants with doctoral
degrees, strong earnings potential, and experience in
management, ICT, engineering, and science based oc-
cupations. Within five years of entering Canada, highly
educated immigrants are more than twice as likely to
leave as lower skilled immigrants.

Weaker income growth further increases onward mi-
gration, particularly among immigrants with gradu-
ate degrees. This aligns with broader structural weak-
nesses: low productivity growth and too few firms
scaling globally.

Evidence from post-secondary education institutions
that foreign multinationals tend to recruit from rein-
forces the point. University of Waterloo data shows
that the highest performing students are the most
likely to leave Canada after graduation®. Among Ca-
nadian born students, exit rates at the top of the skill
distribution are roughly double those at the bottom.
For international students, top performers are twice as
likely to leave as Canadian-born top performers. This
is not due to poor domestic compensation; top gradu-
ates earn well by Canadian standards. They leave
because compensation and upward mobility for their
skills are simply higher elsewhere.
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At this stage, the issue is less about migration policy
than innovation performance. The Council of Cana-
dian Academies’ State of Science, Technology and In-
novation in Canada 2025 finds that Canada performs
strongly in education and research but lags in business
R&D, technology adoption, firm scale up, and commer-
cialization. Canada generates ideas and talent but
struggles to translate them into globally competitive
firms. As a result, the economic returns to Canadian
innovation are frequently realized abroad. Though this
is not universal across sectors. In areas where domes-
tic industries are comparatively less mobile but highly
innovative, such as healthcare, Canada has success in
attracting either highly sought after international tal-
ent or attracting back Canadian talent®.

Talent loss compounds these weaknesses. High skill
exits reduce managerial capacity, entrepreneurship,
and knowledge spillovers. Over time, this helps ex-
plain why sustaining Canada’s living standards has
a growing reliance on population growth rather than
productivity growth.

This is not a repeat of the highly visible “brain drain” of
the 1990s. The flows are quieter, more selective, and
harder to measure—but potentially more damaging.
Canada is not hollowing out; it is spilling out at the top.

What’s sucking up Canada’s top talent?
1. Canada missing middle

The core challenge is not attraction but anchoring.
Canada educates world class talent and selects skilled
immigrants effectively. It lacks scale and consistency
to incent the creation of larger globally competitive
businesses. We're not talking about firms of the scale
of U.S. tech behemoths, but Canada has a unique
problem of the “missing middle” that would help retain
talent at home. The structure of businesses in Canada
are actually similar relative to the U.S., with approxi-
mately 98% of business being small, less than 2% be-
ing medium-sized enterprises, and a small fraction of
large enterprises. Where the difference lies is in the
employment share. Canada relies heavily on a small
number of large enterprises for the vast majority of
employment - less than 3,500 firms account for more

Chart 2: Distribution of Businesses and Employment by
Business Size, Canada vs. U.S. (2024)
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than 4.5 million employees, or 36% of total employ-
ment. In the U.S,, this share is half of Canada’s at just
18%. For small and medium-sized enterprises (SMEs),
Canada’s employment shares are 46% and 17%, re-
spectively, versus 57% and 25% in the U.S. (Chart 2)

This aligns with longstanding concerns about Cana-
da’s SMEs being extremely small because they strug-
gle to grow, either due to a lack of capital, compliance
and regulatory challenges that grow with firm size, or,
in the case of some small businesses, by choice. Hy-
perscalers and high-growth SMEs are at the centre of
more successful countries’ innovation and productiv-
ity agendas, notably the U.S., and without progress on
that front, Canada risks losing much of its most sought-
after talent, hobbling our own innovation economy.

2. Canada’s demotivating personal taxes

A key contributor to driving talent south is the giant
American elephant in the room. With deep, liquid
venture capital markets, economic and technologi-
cal clusters in countless advanced industries, it is a
magnet for high-skilled workers and entrepreneurs of
every nationality looking to maximize their labour and
capital returns. Evidence suggests that the median
pre-tax wage for tech workers in America is 46% high-
er than its Canadian counterpart, not even factoring
in the steep decline of the Canadian dollar over the
last year®. Worse still, American technology firms tend
to apportion a larger share of total compensation in
equity, meaning the potential gain above and beyond
what Canadian firms offer are that much higher. That
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Chart 3: Income Taxation in Canada and the U.S. (2025)
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compensation gap, along with the growth potential on
offer in the U.S., is and will be an ongoing challenge to
Canada in retaining top talent.

But Canada’s personal tax system does itself no fa-
vours from a competitiveness perspective. Not only do
Canada’s top marginal tax rates tend to be higher than
even the highest tax U.S. states, income thresholds are
also far lower.

The top marginal tax rates in Canada are above 50%
in Ontario (53.53%), Quebec (53.3%), and BC (53.5%),
with Alberta coming in just slightly below at 48%.
Meanwhile, even in the highest tax jurisdictions of Cali-
fornia and New York City (which is one of several mu-
nicipalities with a local income tax), the top marginal
tax rate sits lower at 50.3%, and 52%, respectively. In
high-growth Florida and Texas, state income taxes
don’t exist, meaning individuals only pay the highest
federal income tax rate at 37%. Incidentally, the gap
in top marginal rates between US states plays out in
precisely the same fashion from a skilled labour per-
spective. California has seen a net population outflow
of nearly 300,000 since 2020 to Texas and Florida.
New York has meanwhile lost 217,000 to these two
states. Recent years have also seen high-profile firms
moving their headquarters to Texas on the back of the
state’s lighter-touch approach to regulation and abil-
ity to take advantage of skilled labour flows, including
Oracle, Tesla, Dell, Chevron, and X/SpaceX. There is
little doubt that these flows also have a strong cost-of-
living dimension to them, with California and New York
benefiting from cluster effects of marquee industries
located there, even with high marginal tax rates.

Incidentally, this is where Canada’s taxes become
highly demotivating, because high marginal rates in
high-tax U.S. states tend to hit at commensurately high
levels of income. In contrast, Canada’s highest margin-
al rate binds at the highest federal income threshold of
$218,460, adjusted for purchasing power parity, for the
2025 tax year. In California, the highest tax rate doesn’t
kick in until $1,000,000, while in New York City (which
also charges a municipal income tax), the highest
threshold of 51.78% doesn’t kick-in until $25,000,000
in income. Were we to compare Canada’s and the U.S.’
tax rates at Ontario’s top income threshold, the mar-
ginal tax rate in California and New York City fall to
about 45% (Chart 3). Even if we were to adjust that for
average expenditures for high health care premiums
in the U.S. (particularly those with employer-sponsored
coverage), the gap in the after-tax take is simply too
large to ignore, particularly over an entire career for
recent graduates.

Canada’s system also struggles with inflation indexing
income tax thresholds, exemptions, and credits.

Federal income tax thresholds, for example, are tied
to annual increases in the consumer price index. How-
ever, provincial income thresholds are a mixed bag.
Manitoba follows suit from the federal government.
Nova Scotia and PElI do not index at all. Ontario in-
dexes its bottom three thresholds, but not its top two
at $150,000 and $220,000 and has not done so since
their inception in 2014. Every year, a growing share of
Ontarians creep into higher brackets, a de facto tax
increase that seems invisible to all but the most astute
taxpayers. In the 2014 tax year, just 4.4% of taxable re-
turns reached the $150,000 threshold in the province.
A decade later, that share has nearly doubled to 8.4%,
as of the 2023 tax year.

While this specific bracket creep primarily impacts
higher-income earners, non-indexation also impacts
lower-income families through the benefits and ex-
emptions delivered through the tax system. The most
widely cited of these is the federal childcare expense
deduction. The deduction was increased to $7,000
in the 1998 federal budget and to $8,000 in the 2015
budget. Had the deduction been linked to the CPI af-
ter 1998, it would be nearly $12,600 today. Other ar-
eas include the CPP basic exemption, which has been
$3,500 since 1996 despite annual increases in the
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Chart 4: Canada General Government Revenue
Sources
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Chart 5: G7 ex Canada General Government
Revenue Sources
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yearly maximum pensionable earnings, GIS income
exemptions, and tax credits, including the first-time
homebuyers tax credit, education and tuition credits
and the pension income credit®. These all act as slow,
“invisible” tax increases on families.

Of course, the average Canadian is unlikely to conduct
detailed analysis of average and marginal tax rates
on earnings over time. But they are certainly feeling
it when a rise in earnings still contributes to the long-
standing feeling of “not getting ahead’ or worsening
affordability. While anxiety about the cost of living
tends to focus on sticker prices of everyday goods and
services, the parts are greater than the whole - how
much is left at the end of the month (or year) matters.
Indeed, Canada draws far greater of general govern-
ment revenues from individual income taxes relative to
its G7 counterparts, so some rebalancing needs to be
considered (Charts 4 and 5).

3. Canada’s labyrinthine business taxes

While elevated personal marginal rates primarily dis-
tort labour supply decisions for salaried employees,
the Canadian tax regime’s impact on entrepreneurs
and business owners is far more nuanced. Canadad’s
complex corporate tax architecture paradoxically im-
poses high statutory rates relative to the U.S., while
providing ample deferral opportunities. This complex-
ity incentivizes tax-driven financial engineering rather
than productive investment, allowing sophisticated
owners to navigate the labyrinthine corporate tax sys-
tem through strategic tax planning.

One might easily pass this off as something that should
be tied off, but policymakers are caught in a bind. Ag-
gressive tax planning almost certainly creates horizontal
equity considerations given T4 workers earning equiva-
lent incomes have no way to avoid their high marginal
rates. But these strategies may be one of the few factors
that prevent or limit entrepreneurial brain drain.

This bears out in the data for both high-earning workers
and business owners. Research by Milligan and Smart
(2014) showed that the elasticity of taxable income (ETI)
is large for the highest earners - upwards of 0.69 for
the top 1% and a massive 1.45 for the top 0.1%. The ETI
measures the mechanical and behavioural response in
taxable income to a hypothetical change in the mar-
ginal tax rate. An ETI as high as 1.45 suggests additional
increases in the marginal tax rate would yield less rev-
enue than simply maintaining the status quo. The ETI
does not speak to the actual behavioural response -
whether that comes in the form of tax planning or sim-
ply leaving for another jurisdiction, but it does reinforce
the challenge faced by policymakers in trying to raise
tax revenue when the top is as mobile as it is.

A prime example of how business owners can defer
taxes is detailed by Wolfson, Brooks and Veall. Wealthy
and high-income Canadians use Canadian-Controlled
Private Corporations (CCPCs) to change the timing and
character of their taxable income. The key advantage of
these tax planning techniques is not usually permanent
tax avoidance, but tax deferral—keeping funds inside
the corporation for years or decades, allowing com-
pounding at lower effective tax rates. Wolfson-Brooks-
Veall show that retained earnings in CCPCs are highly
concentrated among top income individuals, meaning
that much economic income does not appear on per-
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Chart 6: Passive Investment Income Concentrated

Among High-Income Firms in Canada (2014)
90
B Share of CCPCs

B Share of passive investment income
60

45

Share, %

30

- 0 0 n

o B - = =
Q Of\o% S f{?{- (0590$ Oj\(,;k \00% ({?O‘# (OOQ‘{— 0\{_:\@ §
L A P AN ({?o' S

Passive Income Range, C$

CCPCs: Canadian Controlled Private Corporations
Source: Office of the Parliamentary Budget Officer, TD Economics.

sonal tax returns in the year it is earned. This creates a
gap between economic income and reported person-
al income at the top, exacerbated by the clustering of
firms around the small business deduction.

From a competitiveness perspective, policymakers
could notionally broaden out Canada’s tax base by us-
ing revenue gained by addressing tax planning strate-
gies to lower the personal tax rates and make a dent in
the distortionary impact of these high marginal rates
creating less need for tax planning in the first place.

The federal government has made efforts to address
some of these loopholes. The 2018 federal budget,
for example, reduced the small business deduc-
tion for each dollar of passive investment income
above $50,000 in order to prevent CCPCs from act-
ing as unlimited RRSPs for business owners. Prior to
this change, the top 1.4% of CCPCs earning at least
$100,000 in annual passive investment income ac-
counted for nearly 80% of all passive investment in-
come earned in 2014 (Chart 6).

In addition, the budget also introduced TOSI, or tax on
split income, to prevent income sprinkling of business
income on family members who may or may not have
contributed to the business - though the post-2018 re-
gime still allows for some sprinkling.

However, several highly contentious methods remain,
including surplus stripping: a method by which one
beneficial owner transfers share ownership of one
CCPC to a second CCPC in order to convert dividends
into capital gains and access the lower capital gains

inclusion rate. Many CCPCs also use the capital divi-
dend account to funnel after-tax capital gains and
purchase life insurance, using the lower-taxed retained
earnings to pay premiums, allowing heirs to receive in-
heritance tax-free through the insurance payout upon
the death of the owner.

Proponents argue that these tools are necessary to
stem brain drain, as many entrepreneurs and business
owners could otherwise shift businesses south. How-
ever, these tax planning strategies are costly and time
consuming, and ultimately demonstrate the negative
incentive structure. Simply reducing personal income
tax rates might alleviate the need for business owners
to be as aggressive.

There is serious question, however, about how much
tax revenue could be raised by addressing aggressive
tax planning strategies. Estimates for how much rev-
enue was reclaimed by TOSI and the new passive in-
come investment rule in 2018 are unavailable from the
Department of Finance or others, but given the over-
all trajectory of corporate tax revenue, it is unlikely to
have made a major dent. Still, the fact that tax plan-
ning strategies are a thriving business is a strong indi-
cator that the tax system simply is not fit-for-purpose.
Realigning the incentive structure to better reward la-
bour outcomes could have a tangible impact on many
of the issues discussed above.

A rock and a hard place

So where does this leave us? The drivers of the leakage
of top talent are structural across numerous policy ar-
eas. The tax system alone cannot do all the heavy lift-
ing to address this issue, but it does compound these
pressures by imposing very high marginal tax rates at
relatively low income thresholds, intensifying behav-
ioural responses among top earners and encouraging
either aggressive tax planning or physical relocation.
The prevalence of income shifting through CCPCs is
not a solution but a symptom of a system that is mis-
aligned with competitiveness and growth.

The core policy implication is that we must focus on
anchoring talent in Canada which excels at producing
it. That requires improving the domestic returns to skill
through stronger innovation performance, deeper capi-
tal markets, and firms capable of scaling globally. At the
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same time, realigning the personal tax system - such as
by reducing distortions at the top - could meaningfully
improve incentives while simplifying compliance.

But while the implication is clear, the specific tactics
that will succeed in achieving that goal are not. Con-
sider the C.D. Howe’s recent report recommending
wholesale changes to rebalance personal, corporate,
and sales taxes. The recommendations include lower-
ing the general CIT rate to the small business rate to
rid small businesses of their disincentive to grow, lower
personal taxes at the higher-end to reduce the disin-
centive to work, raise the basic exemption to protect
lower-income families, all while raising sales taxes to
neutralize the revenue impact and reduce or eliminate
tax expenditures. These are all policy changes that the

economics and tax policy communities would extend
full support towards given that the package represents
a less distortionary, revenue-neutral view of what ex-
ists today. Yet it is a non-starter. Tax distortions are a
challenging policy priority to sell to Canadians. Grand
and complete tax policy overhaul is required, whereas
policymakers tend to venture cautiously and selec-
tively in execution. For instance, if the price of entry
is raising sales taxes, any government would be chal-
lenged in building the political capital to execute with-
out significant offsets in other areas of income taxes
and carve-outs for lower income families. Yet, without
progress on these fronts, Canada risks continuing to
function as a feeder economy: producing world class
talent, but exporting the economic returns elsewhere.
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