The Future of Taxation
Although I typically write emails on taxes annually (like when the Federal budget is released every late Winter/early Spring), I feel I need to address things that I feel will be occurring over the next several years and no matter what colour of government is in power.  The topic is how we are taxed.
First, why will the future of taxation be different than the past?  Principally, governments will need more tax revenue.
The lower than historical interest rates that we experienced from the early 2000’s until early 2021 gave a great boost to all governments.  The interest savings as current debt came due and was renewed at lower interest rates gave all governments a substantial savings in addition to the financing of government deficits.  Below is a chart of the interest expenses of the Federal government measured quarterly from the third quarter of 1991 to the third quarter of 2023.
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Source: Canadian general government interest expenses (billions of dollars) (statcan.gc.ca)
To get into the details, the highest debt charges than the Federal government has experienced is 49.407 billion dollars in fiscal 1995-96.[footnoteRef:1]  This was 29.02% of total government spending in that fiscal year. [1:  Fiscal Reference Tables October 2023 - Canada.ca] 

In comparison, for the last fiscal year where we have data, the debt charges that the Federal government in 2022-23 was 34.955 billion dollars or 7.23% of total government spending in that fiscal year.[footnoteRef:2]  However, the trend in this data is concerning.  In the fiscal year 2021-22, the debit charges was 24.498 billion or 4.86% of total government spending.  Below is a chart of the Federal Government Public Debt Charges divided by Total Government Expenditures since 1966. [2:  Fiscal Reference Tables October 2023 - Canada.ca] 
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	1966-67
	1,182
	10,460
	11.30%

	1967-68
	1,286
	11,967
	10.75%

	1968-69
	1,464
	12,987
	11.27%

	1969-70
	1,694
	14,615
	11.59%

	1970-71
	1,887
	16,403
	11.50%

	1971-72
	2,110
	18,905
	11.16%

	1972-73
	2,300
	21,709
	10.59%

	1973-74
	2,565
	25,208
	10.18%

	1974-75
	3,238
	32,190
	10.06%

	1975-76
	3,970
	38,645
	10.27%

	1976-77
	4,708
	42,180
	11.16%

	1977-78
	5,531
	46,512
	11.89%

	1978-79
	7,024
	51,243
	13.71%

	1979-80
	8,494
	55,277
	15.37%

	1980-81
	10,658
	67,737
	15.73%

	1981-82
	15,114
	82,963
	18.22%

	1982-83
	16,903
	96,479
	17.52%

	1983-84
	20,430
	97,624
	20.93%

	1984-85
	24,887
	109,166
	22.80%

	1985-86
	27,657
	111,131
	24.89%

	1986-87
	28,718
	116,588
	24.63%

	1987-88
	31,223
	126,232
	24.73%

	1988-89
	35,532
	134,296
	26.46%

	1989-90
	41,246
	145,030
	28.44%

	1990-91
	45,034
	153,584
	29.32%

	1991-92
	43,861
	158,405
	27.69%

	1992-93
	41,332
	163,505
	25.28%

	1993-94
	40,099
	162,403
	24.69%

	1994-95
	44,185
	167,423
	26.39%

	1995-96
	49,407
	170,263
	29.02%

	1996-97
	47,281
	158,608
	29.81%

	1997-98
	43,120
	157,905
	27.31%

	1998-99
	43,303
	159,741
	27.11%

	1999-00
	43,384
	162,150
	26.76%

	2000-01
	43,892
	174,458
	25.16%

	2001-02
	39,651
	175,882
	22.54%

	2002-03
	37,270
	183,949
	20.26%

	2003-04
	35,769
	191,643
	18.66%

	2004-05
	34,118
	212,774
	16.03%

	2005-06
	33,772
	211,125
	16.00%

	2006-07
	33,945
	224,645
	15.11%

	2007-08
	33,325
	235,928
	14.13%

	2008-09
	28,269
	246,402
	11.47%

	2009-10
	26,562
	276,979
	9.59%

	2010-11
	28,610
	274,208
	10.43%

	2011-12
	29,038
	274,715
	10.57%

	2012-13
	25,533
	275,703
	9.26%

	2013-14
	24,729
	278,062
	8.89%

	2014-15
	24,207
	280,455
	8.63%

	2015-16
	21,837
	295,469
	7.39%

	2016-17
	21,232
	309,825
	6.85%

	2017-18
	21,889
	330,177
	6.63%

	2018-19
	23,266
	346,182
	6.72%

	2019-20
	24,447
	373,523
	6.54%

	2020-21
	20,358
	644,175
	3.16%

	2021-22
	24,487
	503,592
	4.86%

	2022-23
	34,955
	483,137
	7.24%


Source: Fiscal Reference Tables October 2023 - Canada.ca
Overall, our pubic debt charges are still low by historical standards, the increase in the cost of debt as a percentage of total expenditures is concerning.
Another impact going forward is the amount of debt we have added on in the last several years.  In September 2009, there was 744 billion dollars in interest bearing debt.[footnoteRef:3]   As of June 2024, there is 1.740 trillion dollars in interest bearing debt.[footnoteRef:4]  As the debt that the nation has incurred matures, it will incur much higher interest rates.  During this year alone, almost a quarter of Canada’s debt will be refinanced at current interest rates which is higher than the rate it presently carries and the majority of Canadian debt is now in bonds that are due in less than 5 years.[footnoteRef:5]   [3:  Central government debt (statcan.gc.ca)]  [4:  Central government debt (statcan.gc.ca)]  [5:  Canada's debt mostly in short term bonds as interest rates reset | National Post] 

Second, so what does all of this mean?  Governments are going to need more tax revenue (or cut spending although that is never a popular option for any government) in order to service debt costs and continue to provide services (and some services like healthcare will continue to increase).
Third, what does that specifically mean for the future of taxation?  I am seeing is governments sending up trial balloons to get more creative in their tax collecting.  Specifically, they are looking to tax unrealized capital gains.
An unrealized capital gain occurs when the current market value of an asset exceeds its original purchase price or book value, but the asset has not been sold.[footnoteRef:6] As an example, if there is a stock that we have purchased at $10 and its current market value is $50, there is an unrealized capital gain of $40 on this stock.  At present, tax is only levied on the gain of the stock when we sell the stock. [6:  www.investopedia.com] 

However, certain governments around the World has started to tax unrealized capital gains in certain types of account.  For example, next year Australia will start taxing the unrealized gains in employee pension fund accounts with balances of more than $3 million Australian dollars.[footnoteRef:7]  When Joe Biden was running for re-election, he promised to find $500 billion over 10 years for social programs by charging a 25% tax on the unrealized capital gains of individuals who are worth $100 million or more.[footnoteRef:8] [7:  The Economist – American’s rich never sell their assets.  How should they be taxed - June 20, 2024]  [8:  The Economist – How to tax Billionaires – and how not to - June 19, 2024] 

Although it may seem attractive to tax the wealthy, once governments start down this path, it is hard to stop (recall that Income Tax was to be a temporary measure to help fund World War One).
To me, taxes should be simple to administer and collect.  Also, with few exceptions, taxes should raise revenue while distorting behaviour as little as possible.  Taxing unrealized capital gains fails at both of these points.
Calculating am an individual’s net worth is complex even once when a person dies, let alone doing it every year.  In American, it took the Internal Revenue Service 12 years to put a value on Michael Jackson’s estate[footnoteRef:9] (admittedly a complex estate situation).[footnoteRef:10]  Other nations, including France and Sweden have tried to levy wealth taxes have abandoned them as they have generated substantial administrative burden and little revenue.[footnoteRef:11]  However, governments are going to need tax revenue and trying to tap this source of unrealized capital gains could look very enticing. [9:  The Economist – American’s rich never sell their assets.  How should they be taxed - June 20, 2024]  [10:  The Economist – How to tax Billionaires – and how not to - June 19, 2024]  [11:  The Economist – American’s rich never sell their assets.  How should they be taxed - June 20, 2024] 

In conclusion, I believe our taxation system will become more complex in the next several years principally because governments need revenue and trying to tax specific entities or asset classes.  Instead of raising a general consumption tax (like the Goods and Services tax (GST)), governments will most likely want to target specific entities within society.  The result, just like we have witnessed with the capital gains taxation changes that the Liberals made in their last budget, will be a more complex tax system.
If you have any questions, concerns or problems, please let me know.
Please feel free to forward this email.
Don
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At BMO Nesbitt Burns, we care about the safety of our clients and professionals. To help keep you and our team healthy, and to support public health efforts to manage the spread of COVID-19, we are striving to eliminate traffic to our offices. We are still open for business, and happy to connect by email, phone or using one of our virtual meeting options. Thank you for your understanding. Your safety will always be our priority. 


Please note: We cannot take trading instructions via email or voice mail, please contact your Investment Advisor directly.
For disclaimer details, please click here: http://www.bmo.com/nesbittburns/popups/about-us/disclaimers. 


Veuillez prendre note que nous ne pouvons accepter des instructions de négociation par courriel, par téléphone ou par messagerie vocale. Veuillez communiquer directement avec votre conseiller en placement.
Pour plus de détails sur l’avis de non-responsabilité, cliquez ici : http://www.bmo.com/nesbittburns/popups/about-us/disclaimers.
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