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Bigger, Faster, Stronger Tax Credits?  
Think Again!

Every year around this time, we see a number of  proposals to enhance the tax 

treatment of  charitable donations in hopes that they will be included in a spring federal 

budget. The crop of  ideas brought forward in the last few months has been even more 

abundant than usual.

Among the ideas currently being touted: 

• a “stretch tax credit” being promoted by Imagine Canada with the support of  a host of  

key charitable sector organizations; 

• extension of  the current favourable treatment of  capital gains on donations of  publicly-

listed securities to gifts of  private company shares and real estate being spearheaded by a 

number of  large institutional charities and sector umbrella groups; 

• enlargement of  the current 29% top federal rate for the donation tax credit to 42% being 

lead by the Cardus think tank; and, 

• replacement of the federal two-tier donation tax credit rate with a single rate and/or 

an income-linked scaled tax credit on a portion of donations proposed recently by an 

academic in a C.D. Howe Institute paper. 

While the merits of  these various proposals can be debated at length, for the purposes 

of  this column it is sufficient to note that they all rely on increased dependence on the 

tax system to spur donations. This approach is at odds with the original economics of  

the donation tax credit, and requires quite a different policy rationale than has been 

traditionally associated with the credit. 

There is no doubt that the system is under stress. Statistics Canada recently reported 

a drop in 2008 donations estimated at more than five per cent. While it is likely that the 

sharpness of  this decline is directly tied to the economic downturn, the decrease is part 

of  a larger picture. Along with falling investment income, lower earnings from sales of  

goods and services, and/or cutbacks in government funding faced by most charities (and 

leaving aside the increased demand for services experienced by many groups as a result 

of  the downturn), this pronounced drop in donations puts countless organizations at 

risk. 

As well, anticipated reductions in donations owing to the demographics of  an aging 

population and potential decreases in giving as a result of  diminished religiosity in the 

Canadian population signal the potential for even greater future difficulties. Together 

with research that suggests some correlation between increased favourable tax treatment 

of  donations and willingness to give, these trends argue that the past approach needs 

to be re-visited. In this context, it seems highly likely that a tax credit that serves as an 
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incentive, rather than merely as an offset, will be an essential element of  any re-

conception of  the existing system. 

Given that, a little background is useful. Contrary to popular belief, the current 

charitable donation tax credit does not represent a parallel contribution by the 

government to the charity supported by a donor. Instead, the credit usually serves 

to offset the tax that the donor would normally pay on the income from which the 

donation was made. As I explained in a past column, the amount of  this offset has 

fallen over recent years, owing to declining tax rates, so the donor’s out-of-pocket 

contribution (i.e., marginal cost of  donations) has increased. However, notionally, the 

credit is constructed so that it reimburses donors for the taxes otherwise payable on 

their contributions. 

This breaks down 

somewhat, because 

not all contributions 

are made by donors 

paying top marginal 

tax rates, and 

because some donors 

make contributions 

out of  capital gains or other sources rather than income. In Alberta, the economics 

were altered further when the government moved to enhance the top rate for the credit 

a couple of  years ago so that it was no longer tied to the highest provincial income tax 

bracket. 

That change made Alberta a potential template for a shift to an incentive model at 

the federal level. But, although there is not yet a lot of  data available and there are 

numerous other factors that can affect donations, it appears that the province’s effort 

to foster more giving has not been as successful as might have been hoped for. 

The statistics available so far show marginal changes in the number of donors, the 

percentage of tax filers donating, and the total charitable donations in the two years 

since the enhancement was introduced, but the anticipated doubling of donations (and 

the approximately $80 million budgeted for the measure) now appears highly over-

optimistic. 

This should serve as a caution around similar efforts to shift the federal credit from 

an offset to an incentive basis. Tinkering with rates or types of  donations eligible 

for preferential tax treatment may bolster giving in some areas or foster a limited 

increase in the pool of  donors or amounts given, but it isn’t a panacea. 

Instead, efforts to move to a new model of  giving incentive should be part of  a 

broader discussion about the nature of  charity in 21st century Canada and why and 

how it should be tax supported. This includes both a closer examination of  the 

economics of  leveraging donation behaviour through the tax system, and a look at 

the place of  key pieces of  the contemporary social landscape like amateur sports, 

social enterprise, and environmental initiatives within the universe of  tax-supported 

organizations. 

Contrary to popular belief, the current charitable donation tax credit does not 

represent a parallel contribution by the government to the charity supported by 

a donor. Instead, the credit usually serves to offset the tax that the donor would 

normally pay on the income from which the donation was made.
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Further questions are whether the current funding model adequately balances 

the capital and operational needs of  charities and provides the appropriate mix of  

administrative and program resources for groups to be sustainable. 

Of  these proposals, the stretch tax credit probably provides the best opportunity 

to get a sense of  the economic potential of  enhancement to the tax credit to foster 

greater giving, because it is specifically structured to measure and build on current 

giving. The crux of  this proposal is that donors would receive a higher credit on the 

incremental increase in their donations over the previous year where their giving 

totalled between $200 and $10,000. It is also proposed as a time-limited initiative. 

If  this measure is adopted, it will be an opportunity to start that broader discussion. 

Even if  the government ignores the proposal, it will still be necessary to have that 

larger conversation. That is the only way we will ever move from our annual ritual of  

trying to beef  up the existing system to a model that puts us on surer footing for the 

future. 
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