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A major element of “climate change” policy in Canada is the use of taxes and other 
forms of carbon pricing (i.e. through cap and trade systems) to raise the price of 
hydrocarbons. The economic theory behind this is that higher prices will discourage 
consumption, so that people will use less or find fuel substitutes. No fuels are taxed 
as much as gasoline and diesel fuel, the two refined oil products needed to power 
cars and trucks. The purpose of this note is to provide an overview of the taxes now 
imposed on motor fuels in Canada, the likely path of those taxes in the near future, 
and the revenue consequences for governments. 
 
 
 
 
Current Gasoline and Diesel Prices in Canada 
 
Fuel prices are not fixed by governments; they rise and fall based on market 
conditions. Consequently, the following analysis will offer snap shots of average 
price levels at recent points in time. As more information is publicly available about 
gasoline than about diesel fuel, the bulk of what follows will concern gasoline. 
 
 

 
 
 
 
The first snap shot is one published by the Canadian Taxpayers Federation in May 
2017. Table 1 shows the gasoline price breakdown, in terms of dollars per litre, for 
each province and for Canada as a whole.  
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                     Table 1 
          Gasoline Price Breakdown ($/L) 
 
 
 Province/City  Market Price  Tax  Pump Price 
 
 Vancouver        $0.90  $0.49       $1.39 
 
 Victoria        $0.88  $0.41       $1.29 
 
 BC (rest of province)       $0.78  $0.37       $1.14 
 
 Alberta        $0.73  $0.33       $1.05 
 
 Saskatchewan       $0.72  $0.30       $1.02 
 
 Manitoba        $0.73  $0.29       $1.02 
 
 Ontario       $0.73  $0.42       $1.15 
 
 Quebec       $0.66  $0.48       $1.15 
 
 Montreal       $0.70  $0.52       $1.22 
 
 New Brunswick      $0.71  $0.40       $1.11 
 
 PEI        $0.73  $0.38      $1.10 
 
 Nova Scotia       $0.72  $0.40      $1.13 
 
 Newfoundland      $0.77  $0.60      $1.37 
 
 Canada       $0.75  $0.43      $1.18 
 
 
As one can see, the market price (the total of crude oil, refining, transportation and 
marketing costs and margins) varies across Canada, with the lowest price in Quebec 
and the highest prices in Vancouver and Victoria, British Columbia. Taxes also vary 
widely, from 29 cents per litre in Manitoba to 60 cents per litre in Newfoundland 
and Labrador. The tax portion of the pump price thus varies from 28.3% to 44%, 
with the Canadian average being 36%. 
 
Generally, diesel fuel prices are lower than gasoline prices, and there is less 
variation across the country, as shown in table 2, also from the Canadian Taxpayers 
Federation. 
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     Table 2 
    Diesel Fuel Price Breakdown ($/L) 
 
 
 Province/City  Market Price  Tax  Pump Price 
 
 Vancouver       $0.75  $0.43       $1.19 
 
 Victoria       $0.78  $0.36       $1.14 
 
 BC (rest of province)      $0.79  $0.32       $1.11 
 
 Alberta       $0.77  $0.27       $1.05 
 
 Saskatchewan      $0.75  $0.24       $0.99 
 
 Manitoba       $0.79  $0.23       $1.02 
 
 Ontario       $0.70  $0.36       $1.06 
 
 Quebec       $0.70  $0.44       $1.14 
 
 Montreal       $0.69  $0.44       $1.13 
 
 New Brunswick      $0.72  $0.40       $1.12 
 
 PEI        $0.75  $0.39       $1.14 
 
 Nova Scotia       $0.72  $0.33       $1.05 
 
 Newfoundland      $0.79  $0.41       $1.20 
 
 Canada       $0.73  $0.36       $1.09 
 
The market price of diesel fuel ranges from 69 cents in Montreal to 79 cents in 
British Columbia, Manitoba and Newfoundland.  Taxes vary from 23 cents per litre 
in Manitoba to 43 cents in Vancouver, with the Canadian average being 36 cents per 
litre.  
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The Composition of Fuel Taxes 
 
The burden of taxes does not arise from a single levy. In fact, governments have for 
decades been very creative in coming up with new reasons to tax motor fuels. In 
most provinces, taxes include provincial excise taxes, provincial sales taxes, federal 
excise taxes, and federal sales taxes. Vancouver, Victoria and Montreal add a transit 
tax. British Columbia, Alberta, Ontario, and Quebec add on a carbon tax or its rough 
equivalent in terms of a cap and trade permit price. To add insult to injury, the HST 
is imposed on a base that includes taxes, so there is a tax on the tax. Table 3 shows 
the average tax breakdown in May 2017 for both gasoline and diesel fuel in Canada. 
 
     Table 3 
        Composition of Fuel Taxes in Canada ($/L) 
 
  Tax   Gasoline  Diesel Fuel 
 
 Provincial excise tax    $0.151     $0.153 
 
 Provincial sales tax    $0.06      $0.06 
 
 Federal excise tax    $0.10      $0.04 
 
 Federal sales tax    $0.05      $0.05 
 
 Transit tax     $0.013     $0.01 
 
 Carbon tax     $0.039     $0.048 
 
 Tax on tax     $0.03      $0.03 
 
Note that provincial and federal excise taxes are now the largest single component 
of fuel taxes, at 20 cents per litre for gasoline and 19 cents per litre for diesel fuel. 
Further, even without the recently imposed carbon taxes, the taxes on gasoline 
totaled 39 cents per litre on gasoline and 31 cents per litre on diesel fuel.   
 
A ten-dollar per tonne carbon tax is equal to 2.3 cents per litre tax on gasoline. For 
gasoline, pre-carbon tax charges of 39 cents per litre were equal to a carbon tax of 
$170 per tonne! 
 
This means that, even before carbon taxes are included, fuel taxes provide a huge 
amount of money for governments. In 2017, total taxes paid on gasoline and diesel 
sales, not including carbon taxes, will be almost $23.6 billion. Provincial 
governments and municipal transit authorities get revenue of about $15.6 billion. 
The federal government will collect about $7.9 billion and then transfer most of it to 
municipalities and transit authorities. 
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The Coming Wave of Carbon Taxes 
 
As part of its climate change plan, the federal government has established a policy 
that requires all provinces to implement a carbon-pricing regime based on either 
carbon taxes or a cap and trade system that has essentially the same effect on prices. 
Under the federal regime, all provinces must have in place a carbon tax or 
equivalent of at least $10 per tonne by January 1 2018. That minimum tax must rise 
by at least $10 per year. The schedule for price increases has been established for 
five years, so that by 2022, the minimum tax on carbon fuels will be $50 per tonne. It 
may be slightly higher or lower in the provinces that have cap and trade systems 
(currently only Ontario and Quebec).  
 
The federal and provincial greenhouse gas emission reduction goals call for 
extraordinarily large cuts in fuel use. By 2030, the federal goal is a 30% reduction in 
emissions from 2005 levels. By 2050, there is no formally established federal goal, 
but there is a political commitment to reduce emissions by 50 to 60% from 2005 
levels, and some provinces, like Ontario and Quebec, are aiming for reductions of 
over 80%. A recent Environment and Climate Change Canada briefing note that was 
partially released under the Access to Information Act advised the government that 
achieving the 2050 goal would probably require a carbon tax or equivalent of $200 
to $300 per tonne, plus a number of “complementary measures” which is a short 
form for a host of regulations and subsidies. 
 
At this stage, no one knows what the path of future carbon taxes will be. However, 
we are again indebted to the Canadian Taxpayers Federation for an analysis of what 
the impact of carbon taxes might be on gasoline taxes per litre, the added cost of a 
typical (64 litre) fill-up and the annual increase in the average consumer’s gasoline 
bill. This is set out in Table 4. 
      Table 4 
       Effects of Carbon Taxes by Year  
 
 Year  Carbon Tax Tax per Litre Tax per Fill-up   Annual Increase   
 
 2018         $10        $0.02         $1.45  $39.91 
 
 2019         $20        $0.05         $2.89  $79.81 
 
 2020        $30         $0.07         $4.34            $119.72 
 
 2021        $40         $0.09         $5.79            $159.63 
 
 2022        $50         $0.11         $7.24            $199.53 
 
 2050      $200        $0.46       $29.44            $782.01 
 
 2050      $300        $0.68       $43.41         $1,197.20 
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So, under the current schedule, by 2022 drivers likely will pay about $200 more per 
year than they otherwise would on gasoline. Under the tax regime that would 
theoretically cause GHG emissions to be cut in half, by 2050 drivers could be paying 
up to $1,200 per year more on gasoline than they otherwise would. The cost for a 
heavy vehicle operator who uses diesel fuel would be about 15% higher per litre. 
 
Why? 
 
To answer this question, we must in turn, examine four other points: 
 

• What would be the marginal social benefit (i.e. the overall benefit to all of 
society) from Canadians reducing greenhouse gas emissions by one tonne? 

• What is likely to be the effect of the carbon tax increase on Canadian motor 
fuel emissions? 

• What would it cost Canadians if carbon taxes were set at levels intended to 
reduce motor fuel emissions by 30% by 2030? 

• Are carbon taxes needed at all to reduce motor fuel emissions? 
 
In a paper published in March 2012 entitled The High Price of Low Emissions: 
Benefits and Costs of GHG Abatement in the Transportation Sector, Professor Ross 
McKitrick of the University of Guelph provided a comprehensive and learned 
analysis of these questions. Professor McKitrick’s paper can be found here: 
 
http://www.macdonaldlaurier.ca/files/pdf/The-high-price-of-low-emissions-
benefits-and-costs-of-GHG-abatement-in-the-transportation-sector-February-
2012.pdf  
 
Much of what follows is a summary of his paper, with my additional comments 
added where indicated. 
 
The Marginal Social Benefit of Emissions Reduction 
 
Hundreds of studies have been done on this subject, with a range of results. The 
subject is often cast in terms of the “social cost of carbon”. In essence, scientists and 
economists try to estimate what will be the effect of human-induced global warming 
on the earth over the next century, place an economic value on that, and estimate 
what the benefit would be from marginal reductions in global emissions (assuming, 
of course, that emissions reductions in one place are not offset by emissions 
increases elsewhere).  
 
The majority of the studies conducted have reported costs typically in the range of 
U.S. $10-$30 per tonne of carbon dioxide emissions. In a survey of over 200 
estimates of the economic consequences of climate change, Richard S. Tol, professor 
of Economics at the University of Sussex, reported that the median of peer-reviewed 

http://www.macdonaldlaurier.ca/files/pdf/The-high-price-of-low-emissions-benefits-and-costs-of-GHG-abatement-in-the-transportation-sector-February-2012.pdf
http://www.macdonaldlaurier.ca/files/pdf/The-high-price-of-low-emissions-benefits-and-costs-of-GHG-abatement-in-the-transportation-sector-February-2012.pdf
http://www.macdonaldlaurier.ca/files/pdf/The-high-price-of-low-emissions-benefits-and-costs-of-GHG-abatement-in-the-transportation-sector-February-2012.pdf
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studies using a 3 percent discount rate was U.S. $20 per tonne of CO2 equivalent, 
and with risk adjustment this rose to U.S. $25 per tonne. Only 1% of such estimates 
were above U.S. $78 per tonne. 
 
What this means is that, from an economics perspective, U.S. $25 per tonne marks 
the cost cutoff point for efficient (socially beneficial) emission reduction measures. 
Those people and firms that can reduce their emissions at a cost of U.S. $25 or less 
should be asked to do so, but those whose “abatement” costs are above U.S. $25 per 
tonne should not be required to do so. Paying more than the cutoff cost makes the 
world worse off. 
 
Elasticity of Demand 
 
The price elasticity of demand refers to the change in the quantity of a particular 
good demanded that is caused by a change in the price of that good. When the price 
of a good increases, there is a corresponding decrease in the quantity demanded. 
The more the quantity demanded decreases for a given increase in price, the more 
“elastic” it is considered to be. Generally, the price elasticity of demand for oil 
products, and especially transportation fuels, has been very low. 
 
The price elasticity of a good is affected by various factors, including the availability 
and price of substitutes, consumer knowledge, responsiveness of demand to 
changes in income levels, and time. For example, it could take years for demand to 
fully respond to an increase in higher gasoline prices as consumers gradually change 
their driving habits and eventually buy a different kind of vehicle or adopt different 
commuting habits.  
 
Professor McKitrick found that: 
 

• Elasticity values appear to have declined after 2000 relative to earlier 
decades and are lower in Canada, the United States and Australia compared 
to other regions; 

• The short-run elasticity of demand for gasoline is likely between 0.05 and 
0.2. That means that a 10% increase in the price of gas yields a short run 
response of only a 0.5% to 2 % decrease in demand; and 

• The long run elasticity is likely between 0.3 and 0.8, so even over time, 
gasoline demand is relatively unresponsive to price increases. 

 
Using the social benefit of global emissions reduction of U.S. 25 (CDN $31.68) per 
tonne as a guide, this translates into carbon tax of 7.3 cents per litre of gasoline. 
With current gasoline prices of $1.18 per litre, that amounts to a price increase of 
6.2%. Using the elasticities previously cited (i.e. maximums of 0.2 in the short term 
and 0.8 in the long term), the reduction in gasoline consumption would be between 
1.24% and 5.0%.  
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In other words, at the socially optimal level of carbon tax, Canadian gasoline prices 
would rise about 7.3 cents per litre, and this would result in a modest reduction in 
gasoline consumption. The tax would have far larger effects in other parts of the 
Canadian economy where the elasticity of demand, or responsiveness to price 
increases, is higher. 
 
Canadian governments, however, have decided to impose carbon taxes far above the 
socially beneficial level. What effect would these have, given current elasticities? 
Assuming that the average Canadian market price and non-carbon taxes did not 
change in real terms from what they are today (i.e. 75 and 43 cents per litre 
respectively, for a total of $1.18 per litre), the 2022 carbon tax would increase pump 
prices by 11 cents per litre, or 8%. Using the long run elasticity range calculated by 
Professor McKitrick, gasoline demand would decline somewhere between 1.6 and 
6.4%. Using the extreme figure of a $300 per tonne carbon tax, this would increase 
pump prices by 68 cents per litre, or 58%. That would reduce demand by 
somewhere between 12 % and 46%.  
 
Evidence from other countries, however, offers reasons to doubt that motor fuel 
elasticities would be that high. Norway, for example, has the highest gasoline prices 
in the world. Norway’s prices are equivalent to CDN $2.32 per litre, a price that 
Canada would only reach with a carbon tax of CDN $496 per tonne. Yet according to 
the 2017 BP Statistical Review of World Energy, Norway’s oil consumption in 2015 
was 6% higher than it was in 2005. Further, in 2016 when Norway’s electric vehicle 
sales eclipsed 50,000 vehicles and reached a 5% market share, oil demand rose 
again to within 0.7% of its all-time high mark set in 2013. In other European 
countries with very high fuel prices and high subsidies for conversion to electric 
vehicles, like the Netherlands, Italy and Denmark, oil consumption has declined by 
up to 25% over the period since 2000, but oil remains the dominant transportation 
fuel. 
 
The Cost of Attaining a 30% Reduction in Motor Fuel GHG Emissions 
 
How high would carbon taxes have to go to reduce GHG emissions from motor 
vehicle by 30%, the emissions reduction for the Canadian economy by 2030? 
Professor McKitrick’s detailed analysis contains some striking figures: 
 

• In the short run this would require a $975 per tonne carbon tax, or a gasoline 
tax of about $2.30 per litre. The total tax revenue collected would be about 
$7234 per household per year. 

• In the long run this would require a $195 per tonne carbon tax of about 46 
cents per litre. This is a cost of about $234 per household per year. 

• The tax revenue in the long run would be $195 x 92 MtC (million tonnes of 
carbon), or $17.94 billion per year.  
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$17.94 billion is about half as much as the federal government now takes in annually 
from the Goods and Services Tax. 
 
Are Carbon Taxes Needed at All to Reduce Motor Vehicle Emissions? 
 
According to the data from Environment and Climate Change Canada’s greenhouse 
gas emissions inventory, the emissions from passenger cars, passenger light rucks 
and freight trucks combined rose from 117.5 megatonnes (Mt) in 2010 to 146.8 Mt 
in 2015, with total transportation sector emissions of 173.5 Mt in 2015. 
 
See the data here: 
https://www.ec.gc.ca/indicateurs-indicators/default.asp?lang=en&n=F60DB708-1  
 
The department’s most recent projections of GHG emissions from 2012 to 2020 
show total transportation emissions declining very slightly to 167 Mt.  
 
The reductions in emissions from passenger vehicles are almost entirely due to the 
effects of regulation. In October 2010, Environment Canada released the Passenger 
Automobile and Light Truck Greenhouse Gas Emission Regulations, which prescribe 
progressively more stringent annual emission standards for new vehicles of model 
years 2011 to 2016. In 2014, it introduced even more stringent standards for the 
2017 to 2025 model years. Under both phases of light-duty regulation, spanning 
years 2011 to 2025, the fuel efficiency of new cars will increase by 41% compared 
to model year 2010 and the fuel efficiency of new passenger light trucks will 
increase by 37%. The sales-weighted efficiency of new cars is projected to improve 
from 8.6 L/100 km in 2010 to 6.4 L/100 km in 2020 to 5.1 L/100 km in 2025. The 
sales-weighted fuel efficiency of new passenger light trucks is projected to improve 
from 12.0 L/100 km in 2010 to 9.1 L/100 km in 2020 to 7.6 L/100 in 2025. 
 
The vehicle fuel efficiency standards are estimated to reduce vehicle emissions by 
11.9 Mt by 2020. New emissions standards for heavy-duty vehicles (buses and 
trucks) are expected to reduce Canada’s emissions by about 2 Mt by 2020. The 
effects of the regulations will grow over time as older vehicles are retired from the 
roads. 
 
In other words, the federal government has already introduced very stringent 
vehicle fuel efficiency standards that match those introduced under the Obama 
Administration in the United States. The costs of these regulations for the motor 
vehicle industry and for vehicle purchasers will be very high indeed. Adding on 
carbon taxes to the existing regulations and heavy taxation of fuel products inflates 
the cost of the overall package. To again quote Ross McKitrick, “It’s as if the 
government believes paying $300 per tonne is too much, so we’ll make it $600.” 
 
 
 
 

https://www.ec.gc.ca/indicateurs-indicators/default.asp?lang=en&n=F60DB708-1
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Conclusion 
 
Motorists have long been the targets of government taxation policies. No other 
energy sources are as heavily taxed as motor fuels. Governments, it often seems, 
treat the movement of people and goods as though these were luxury activities or 
appropriately the bearer of “sin taxes”, even in a country with Canada’s geography, 
climate and long distances. The addition of carbon taxes will continue this practice 
with a vengeance.  
 
If one accepts the results of international studies on the social benefits of emissions 
reductions, motor fuels are already significantly over-taxed, and the recent 
carbon tax additions further raise the cost to society far above the benefits.  
 
In an ideal situation, a government’s policy approach would start by seeking to 
match costs with benefits before setting tax levels.  Canadian governments, in 
designing their climate change policies, have not done that. They clearly have not 
calculated the social benefit of emissions reduction and used this calculation to 
guide their choice of policy and program instruments. In fact, they have started at 
what one might call the precise opposite end of the policy process – by setting 
quantitative targets for emissions reductions and then using quantitative 
restrictions and large subsidies to favoured industries in attempts to meet those 
quantitative goals. Loading on successive layers of taxation will not salvage this 
approach, simply make it more onerous and less cost-effective.  
 
 
 

 
 
 
 
 
 

Images licensed from Shutterstock. 
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