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7, August, 2020 
 

A Warning of Things to Come (Possibly) 
 
Thoughts on The Eventual Recovery, and Balancing the Books:  

 
Some quick thoughts on what might be coming our way in the next year or two. Tax Increases!  
 
(According to an article from a senior portfolio manager at C.I. investments, dated 30, June, 2020, “The 

likelihood of higher tax rates post COVID-19 recovery is now absolute.”) 

 
The various governments in Canada over the last few months have been spending money fast and furious to 
head off disaster from the Covid-19 pandemic. And rightly so, too. Many other countries have been doing the 
same. But we’ve also been hit hard in our energy sector, as well as a few other sectors, and revenue has 
dropped quite seriously as a result.  
 
The result is undoubtedly going to be an enormous deficit for governments to deal with. When I say 
governments, that means us too. After all, we provide the revenue. How is this enormous new debt going to 
be dealt with? Here are a few thoughts.  
 

Interest Rates Will Help 

Interest rates are at an all-time low at the moment, and are liable to stay there for a while. They will be 
necessary to help business borrow to get out of higher cost debt, and back into growth mode as we move, 
gradually, out of this crisis period. And the longer rates stay where they are, the easier it will be for the 
government to pay off the accumulated debt. So that’s a likely starting point, and it may well last a while.  
 
It should also be noted here that Canada’s credit rating has been very high in recent years. It may not stay 
that way, and that would effectively increase borrowing costs in international bond markets. So a possible 
credit down-grade may mean low rates won’t help as much as the government hopes at this point.  
 

Income Tax Rates May Increase 

We may well see increases in our income taxes going forward. Low interest rates may help, but they likely 
won’t do the whole job that’s required. It’s possible that tax rates will have to go up. To help out the lower 
income portion of the population, the lower tax rates may not be hit much. But for the ‘wealthy’ in Canada, 
however the government deems to define that, we might expect to see rate increases to generate extra 
revenue for debt servicing and debt reduction. The premise might well be that the wealthy can afford an 
extra tap by the government.  
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Capital Gains Tax Rates May Go UP 

There have been rumblings in recent years of a possible increase to the Capital Gains tax. This may well be 
seen by the government as an easier ‘hit’ to impose on the population. After all, it’s a tax on extra, 
investment profits, and as such it may be seen as being easier to bear. Currently we receive capital gains at a 
50% inclusion rate, which means half of a capital gain is ours free and clear, and the other half is taxed. 
Increasing that inclusion rate from 50% to 60-70% for example, might be seen as politically expedient. And 
they may need to consider something like this.  
 
A bit of history on this: when Capital Gains Tax was started in Canada in 1972, it was set at 50%. In 1988 it 
was increased to 66.67%, and in 1990 it was increased again to 75%. It’s since been reduced, but that gives us 
an indication of what ‘might happen’ when the need is considerable, and government decides to move on 
that need. As well, capital gains might be viewed primarily as tax on the wealthy, and as such, politically 
saleable to the country as a whole.  
 
In addition, under certain circumstances, there is a capital gains lifetime exemption available. This also may 
be seen as something that could be sacrificed in the national interest.  
 

Dividends May be Spared 

Taxes on dividends have been increased in recent years, to the point where the dividend income advantage is 
less than it was some years back. As a guess, we may not see too much action here. The dividend advantage 
has been reduced somewhat already. Further pain there would be harder to justify.  
 

Possible GST RATE INCREASES(s) 

Some years back the GST was reduced from 7% to 5%. A return to something like 7% (in the BC example) 
might well be in the cards. It would appear as an ‘even handed’ move, and could generate a good deal of 
additional income. Look for this to come in one big increase, or possibly in a couple of smaller ones, back-to-
back.  
 

Increase the Retirement Age from 65 to 67 

This has been discussed in recent years, and avoided so far. But with the baby boomer generation so large, 
and likely to be putting pressure on governments for assistance in retirement, particularly with respect to 
medical needs, a move to age 67 would likely defer some costs, and give the government more room to 
move. This would ease budgets on the CPP and OAS cost centres, and allow for more revenue to be directed 
to paying back the Covid debt 
 

Think Outside the Box 

What if the government were to take a significant portion of the Covid-related debt we’ve accumulated, and 
put it into a separate, specifically temporary account. The government then institutes a new, temporary GST-
like tax, possibly called the Covid-Tax. The tax is basically an add-on to the GST, and when the Covid-related 
debt it paid off, the tax is automatically, and hopefully by included legislation, retired. Provinces in a tough 
spot could even opt in to this tax and add to the tax-rate for themselves, in order to manage their provincial 
debt load.  
 
The down-side of this idea is that it potentially become a permanent new tax, as taxes tend to do. And it’s 
also subject to abuse in terms of lumping more debt from other areas into ‘the pot’, and allowing 
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governments to offload responsibility to the tax-payer. If such a tax were to be called something other than 
an obvious “Covid-Tax” for example, watch out for the tax to be prolonged.  
 

Covid – Bonds??  (More wild thoughts here.) 

OK, this is getting even further outside the box. But let’s suppose the government puts the debt into a bond 
issue, and pays a fairly hefty interest rate on that bond. Maybe 3 – 3.5%? We invest in the bond and earn the 
highly reliable, government guaranteed return. The government, with legislation permitting only this, uses 
the investment income to pay down the Covid-19 related debt. This actually costs the government more in 
the long run, but allows for a longer term paydown of the debt, and further support to the taxpayer while 
doing so. It’s somewhat like a high-yield bond, where more money is needed to run things, and because of 
excessive debt the government has to pay more. But the income to manage the debt is provided up front, 
and taxpayers benefit from further help for the government.  
 

How Do We Respond?  

It’s important to remember that we need to manage things responsibly, in order to keep our government 
borrowing costs (the interest rates) lower. So some pain now may well be justified in order to avoid more 
pain in the future.  
 
I would suggest however, that we keep a story in mind. During WW 1, an income tax was started to help pay 
for the costs of WW 1. It wasn’t needed prior to that point, and theoretically wasn’t needed after the war 
either, once the debt was reduced to a ‘normal’ level. But the tax stayed. Governments get used to that tax 
income. They like having that money to spend at election time.  
 
With that in mind, a thought for future tax increases in Canada might be as follows: we need tax revenue to 
pay off the Covid-related debt, and to avoid having our national credit rating reduced. Added taxes will 
generate additional revenue, and balance the books to an acceptable level a lot quicker. They may also 
protect Canada’s credit status, so we can borrow efficiently.  
 
A response to new taxes then, might well be OK, lets do it. But give us a sunset clause on the additional taxes. 
Set a date, within any new tax legislation, by which time the new tax will be eliminated. That way we can pay 
off the debts incurred, and then return to a ‘normal’ level of ‘pre-Covid’ taxation that was deemed generally 
to be acceptable.  
 
And any future government that chooses to cancel the sunset clause will have to pay the political price to the 
electorate.  
 
(Some random thoughts from the peanut gallery – where the actual voters live.) 
 


