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NEWS RELEASE 
 

Full Income Splitting for Taxation of Couples a Bad 
Idea, Says IRPP Study 

 
Such a move would create new inequities among taxpayers and 

discourage women from entering the labour force,  
concludes Jonathan Kesselman 

  
Montreal – In the wake of the Harper government’s October 2006 decision to allow elderly 
Canadian couples to split their pension income to reduce their overall tax burden, there 
has been growing pressure to extend income splitting to other types of income, and polls 
show that three-quarters of Canadians would support such a move.  However, eminent tax 
scholar Jonathan Kesselman (Simon Fraser University) urges governments to “pause for 
careful scrutiny” before changing such a basic design element of our income tax system.   
 
Labour income splitting – which would permit a higher-earning spouse to allocate a portion 
of his or her earnings to the lower-earning spouse, and hence lower the couple’s overall 
tax burden – has a certain intuitive appeal in the sense that single-earner couples would 
face the same tax burden as dual-earner couples with the same total income. 
 
But the author warns that this argument has a “fundamental deficiency”: labour income is 
not the appropriate basis for measuring real living standards, for two main reasons.  First, 
in dual-earner couples, the second earner has additional work-related expenses (such as 
transportation, clothing and personal care, unions and professional fees) that a single-
earner couple does not incur.  Second, dual-earner couples have much less time to devote 
to household duties, and often must purchase services like child care, housecleaning, 
gardening and laundering.  As a result, single-earner couples are in fact better off than 
dual-earner couples with the same total income, and empirical studies suggest that the 
gap is in the order of 30 percent for childless couples and 60 percent for couples with 
children. 
 
This inequity has been recognized by economists and tax analysts for decades, and it is 
the fundamental reason why it is in fact equitable for single-earner couples to pay more 
total tax than dual-earner couples with the same income.  Perhaps not surprisingly, 21 of 
30 OECD countries do not permit labour income splitting. 
 
In addition to this compelling argument on pure equity grounds, Kesselman points out that 
labour income splitting would have the effect of raising the marginal tax rate on the spouse 
with the lower income (most often the wife), discouraging her participation in the labour 
force.  Indeed, many family-values advocates of income splitting cite the fact that it would 



encourage more parental child care (which they deem superior to other forms of care) as 
an advantage. 
 
Irrespective of one’s views on child care, the author notes that income splitting is a very 
blunt instrument for encouraging parental child care.  Its benefits would accrue 
disproportionately to higher-income couples, including childless ones.  And many other 
policy tools could address this issue directly -- such as enriching parental leave benefits or 
increasing the universal child care benefit.  
 
Despite his deep skepticism about the wisdom of allowing splitting of labour income, 
Kesselman is in favour of efforts to allow splitting of pension and investment income, 
because the current system contains important inequities that need to be corrected.   
 
With respect to pension income, splitting is justified because it addresses the inequity 
between couples who have access to spousal RRSPs (and can thus transfer income from 
one spouse to another) and those whose access is restricted due to employer pension 
plans.  However, Kesselman argues that the 2006 law should limit the amount of splitting 
allowed and prevent the use of splitting to avoid the clawback of Old Age Security benefits. 
 
With regard to investment income, splitting is nominally forbidden, but Kesselman notes 
that there are many legal, if complicated, ways to shift investment income between 
spouses to reduce or avoid taxes.  In addition to creating inefficiency, this unfairly 
advantages couples with a high level of financial sophistication.  He proposes that Canada 
adopt one of two options for investment income splitting: 
 
♦ Mandate a 50:50 allocation rule on couples’ total investment income, irrespective of 

which spouse actually earns it.  This would be the simplest solution and it would allow 
couples to focus on maximizing investment returns rather than minimizing taxes. 

♦ Permit the transfer of investment assets between spouses, with the tax liability 
following legal title. This would improve gender equity by encouraging asset transfers 
to the lower-income spouse, most often the wife. It would be somewhat more complex 
than the first option but much simpler than the current income attribution rules. 

 
Income Splitting and Joint Taxation of Couples: What's Fair? by Jonathan Kesselman can 
be downloaded free of charge from www.irpp.org  
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For more information or to request an interview, please contact the IRPP. 
 
To receive the Institute’s monthly newsletter via e-mail, please subscribe to the IRPP e-
distribution service by visiting its Web site, at www.irpp.org. 
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