
The regional analyses
North America

In 2012, on average in North 
America our case study 
company had an average Total 
Tax Rate of 41.4% which is 
below of the world average 
43.1%. However for 2012 
there is an increase of 0.2 
percentage points driven by 
Mexico changing its social 
security rate.

All three sub-indicators for the 
region are below the world 
average, but this disguises 
some significant differences 
between the three economies 
which make up this region.

All economies in this region 
have implemented online filing 
and payment systems resulting 
in a reduction of 122 hours in 
the average time to comply over 
the nine years of the study.

The average number of 
payments for the region is 8.3, 
well below the world average 
of 26.7 and the lowest of 
any region. 

High levels of corporate income 
tax drive the Total Tax Rate in 
the United States, labour taxes 
and mandatory contributions 
are significant in Mexico while 
generally lower tax rates apply 
in Canada.
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The following economies are included in our analysis of North America: Canada; Mexico; United States
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The nine year trends in 
North America
Figure 3.50 shows the trend in the 
three Paying Taxes sub-indicators since 
2004. Since 2010 profit taxes have 
accounted for almost 50% of both the 
Total Tax Rate and the time to comply 
for the region. 

Over the nine years of study the 
average Total Tax Rate has fallen 
by 8.3 percentage points, driven by 
Canada with a total drop in the profit 
tax element of the Total Tax Rate 
of 20.7 percentage points. On the 
other hand, all three economies have 
experienced increases in labour taxes 
and mandatory contributions and 
Canada and the United States show 
small decreases in ‘other’ taxes.

Figure 3.50

The sub-indicator trends for North America

The 3 North American economies have all participated in all years of the Paying Taxes study and are 
therefore all included in the trend analysis. 
Source: PwC Paying Taxes 2014 analysis
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All three economies have electronic 
filing and payment, which is the main 
reason for the consistent decline in 
the time to comply. From 2004 there 
has been an average decrease of 122 
in the hours spent on tax compliance 
for the case study company. Mexico 
accounts for 62% of the fall thanks to 
reforms that made paying taxes easier 
by introducing electronic systems for 
payroll tax, property tax and social 
security taxes. 

The average number of payments has 
dropped from 15.3 payments in 2004 
to 8.3 payments in 2012. The number 
of payments is the lowest of any region, 
and well below the world average. The 
three economies have around eight 
payments each in 2012, with 48% 
being payments of ‘other’ taxes, 36% 
being payments of labour taxes and 
mandatory contributions and 16% 
related to profit taxes. 

Since 2006 
the three sub-
indicators for this 
region have been 
below the world 
average. The 
time to comply 
and the number 
of payments 
have fallen 
significantly, 
but the fall in 
the Total Tax 
Rate has been 
more modest
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The Total Tax Rate in 
North America
Figure 3.51 shows how the Total Tax 
Rate breaks down into the three main 
components of profit taxes, labour 
taxes and ‘other’ taxes.

The average profit tax Total Tax Rate 
declined steadily with a fall of 2.5 
percentage points between 2004 and 
2008, followed by a large fall in 2009 
which reduced the average profit tax 
Total Tax Rate for the region by nearly 
a fifth. The 2009 rate reduction was 
largely the result of changes in Canada 
where the governments of Ontario and 
Canada jointly committed to harmonise 
State and Federal corporate income 
tax bases and reporting and there were 
slight reductions in the rates of State 
and Federal corporate income taxes.

Figure 3.51

Trend in Total Tax Rate in North America by type of tax

Source: PwC Paying Taxes 2014 analysis
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Neither labour nor ‘other’ taxes have 
shown significant movement since 
2004. For labour taxes the Total Tax 
Rate was largely flat until 2009, with 
a small increase seen in recent years. 
This increase arises as Mexico changed 
its social security rates. Mexico has the 
highest Total Tax Rate for labour taxes 
in the region at 28.2%.

‘Other’ taxes fell from an average of 
6.2% in 2004 to an average of 4.9% 
in 2012 due to several small changes 
including reductions in property tax in 
Canada and in the United States.

The pattern of these regional trends is 
consistent with the global trends.

Profit taxes have 
fallen the most 
but are still the 
largest element of 
the Total Tax Rate
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Figure 3.52

Trend in time to comply in North America by type of tax

Source: PwC Paying Taxes 2014 analysis
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The time to comply in 
North America
Figure 3.52 shows the breakdown of 
the time to comply in North America 
since 2004 split by the type of tax. 

The three elements of the time to 
comply have moved significantly since 
2004 due to a number of reforms in 
the region. The economy in North 
America making the most reforms 
has been Mexico, with substantial 
movements for both corporate 
income taxes and labour taxes and 
mandatory contributions. 

Corporate income taxes have 
consistently required the most time 
to comply in this region, but between 
2006 and 2009 the time required to 
comply with corporate income taxes 
fell sharply, driven by the increased 
use of electronic filing and payment in 
the United States in 2007. In Mexico 
there were several reforms; additional 
reporting requirements due to the 
introduction of a business flat tax 
increased the time requirements, 
while advances in online accounting 
and filing systems and payments 
have subsequently reduced the 
time required.

The trend in consumption taxes can 
similarly be explained by a number 
of reforms introduced in Mexico with 
new reporting rules in 2007 and new 
requirements for VAT. The amount of 
time to comply with consumption taxes 
has subsequently fallen.

The change in the time to comply 
with labour taxes accounts for around 
48% of the total fall in the time to 
comply with all taxes across the region. 
This reduction in the time to comply 
with labour taxes has been driven by 
Mexico as part of the same reforms 
mentioned above.

While the fall in time required for 
labour taxes is consistent with the 
global trend, the increase in time 
required for corporate income taxes 
in the last year is out of line with the 
global pattern.

Across the nine 
years of study the 
three economies 
have fully 
implemented 
electronic filing 
and payment, 
leading to 
substantial 
reductions in the 
time to comply
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Figure 3.53

Trend in number of payments in North America by type of tax

Source: PwC Paying Taxes 2014 analysis
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The number of payments in 
North America
Figure 3.53 shows the breakdown in 
the number of tax payments since 2004 
for the North America region split by 
the type of tax. There is a significant 
fall of five payments for labour taxes. 
For both profit taxes and ‘other’ taxes, 
the drop across the nine year period 
has been around one payment.

The largest reduction in the number 
of payments occurred between 2007 
and 2008 when Mexico reduced its 
payments by 21, split between ‘other’ 
taxes with 5 fewer payments, and 
labour taxes with 16 fewer payments. 
This is the result of electronic systems 
for social security payments which 
became widely available, alleviating 
the need for taxpayers to make 
payments in person at the bank.

Since 2009 there have been no new 
reforms which have reduced the 
number of payments.

The number 
of payments 
has declined 
significantly since 
2004; labour tax 
payments have 
fallen most.
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Canada
Government and business working together to improve  
the tax system

Lincoln Schreiner

PwC Canada

The Paying Taxes report has generated 
media attention in Canada over recent 
years as the tax system which applies 
to the case study company has changed 
and the ranking has improved. The 
changes that we have seen demonstrate 
that Canadian government agencies 
and small privately owned businesses 
appear to be working together to make 
the tax burden lighter and to ensure 
that the annual tax compliance process 
is easy for those businesses.

Canada has now been in the top ten of 
the rankings for the last three studies. 
There are two major factors producing 
Canada’s high ranking for this type 
of business.  First is the significantly 
reduced corporate income tax rate 
on the first CAD500,000 of annual 
Canadian profits made by a privately 
owned corporation. Second is Canada’s 
sustained effort to simplify electronic 
reporting, filing and payment, and the 
tax regulatory and compliance aspects 
of running a business (‘tax red-tape’). 

This report also highlights the impact 
of so-called ‘fixed taxes’ that apply to 
a business, such as property tax and 
payroll taxes. Fixed taxes must be paid 
regardless of whether the business 
makes a profit. They are rarely visible 
in a profit and loss account, so most 
business owners do not clearly see the 
total tax borne which is paid to city and 
provincial bodies in addition to federal 
government bodies. 

Here is a breakdown of the taxes borne 
for the calendar year to 31 December 
2012, for the previous year (2011), and 
for the first year of the study (2004) for 
our case study company – a privately 
owned small manufacturing business 
operating within the city of Toronto.

2012 2011 2004
Profit taxes 6.6% 6.8% 27.2%
People taxes 12.9% 12.7% 12.4%
Property taxes 4.8% 5.1% 7.9%
Total 24.3% 24.6% 47.5%
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The table clearly shows how the profit 
tax has fallen significantly since 2004 
and how this has continued in the last 
year, in part because of the on-going 
tax rate reductions proposed by the 
federal and Ontario governments.  
People taxes comprise the business 
portion of federal employment 
insurance and the Canada Pension 
Plan, plus the business portion of 
Ontario workplace safety insurance 
and employer health tax.  Falling 
corporate income taxes and stable 
if not rising labour taxes borne by 
companies are consistent with what is 
being seen globally. 

Continuing simplification of tax red-
tape remains important, but given 
the current economic climate, the 
key priority for business today should 
be tax rate stability. The September 
2013 announcement that the federal 
government will ‘cap’ employer 
employment insurance rates until 
2016 is the type of tax stability that 
should be welcomed by businesses in 
Canada with a substantial number 
of employees. 

The improvements mentioned signify 
that more after-tax free cash flow is 
available for reinvestment to continue 
growing a business in Canada than in 
most other economies – including the 
USA. Privately owned small business 
in Canada should take comfort: the 
ranking demonstrates that Canadian 
government agencies support and 
encourage the creation of more 
such businesses.

This year the Paying Taxes publication 
is being launched in Canada providing 
a good opportunity for the government 
and business to engage in constructive 
discussion around these results and 
the future developments that can 
be expected.  
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