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2020’s economic and f iscal snapshot reveals no new taxes – for now

What You Need to Know

Fo l l owi ng  the  rap i d  esca l a t i on  o f  the  COVID-19  pandem i c,  the  2020  budge t  –  i n i t i a l l y schedu l ed  fo r M arch  30  –  was postponed  i nde f i n i te l y.  In  i ts
p l ace ,  the  Governm ent o f  Canada  de l i ve red  the  Econom i c and  Fi sca l  Snapsho t  (EFS) on  Ju l y 8 ,  2020 .  T he  EFS p rovi des an  ove rvi ew o f  the  cu rren t
sta te  o f  the  Canad i an  econom y and  ou t l i nes p red i ct i ons fo r the  rem a i nder o f  2020  and  the  beg i nn i ng  o f  2021 .  Wh i l e  Pri m e  M i n i ste r Just i n  T rudeau
i nd i ca ted  the re  wou l d  be  no  new tax m easures announced ,  the  EFS and  subsequen t  announcem ents suggest  tha t  Canad i ans can  expect :

1.  An  extensi on  and  substan t i a l  expansi on  o f  the  CEWS prog ram  (cu rren t l y con f i rm ed  un t i l  Decem ber 2020);

2.  Increased  scru t i ny o f  non-resi den ts by the  Canada  Revenue  Agency (CRA);  and

3.  Parl i am en ta ry scru t i ny o f  a  “wea l th  tax,” the  de ta i l s o f  wh i ch  were  costed  by the  Parl i am en ta ry Budge t  Off i ce  (PBO) fo l l owi ng  the  EFS
announcem ent.

Summary of tax measures considered in the EFS

T he  EFS does no t  exp l i ci t l y i n t roduce  o r p ropose  any new tax m easures to  assi st  wi th  the  i ncreased  federa l  expend i tu res,  bu t  d i d  b ri e f l y sum m ari ze
COVID-19-speci f i c tax re l i e f  m easures tha t  were  pu t  i n  p l ace  th i s yea r,  i ncl ud i ng  the  de fe rra l  o f  pe rsona l  and  busi ness i ncom e taxes,  as we l l  as
exci se /custom s taxes.

T he  EFS a l so  no ted  the  expansi on  o f  tax support  fo r busi ness i nvestm en t i n  ze ro -em i ssi on  veh i cl es.  T h i s p rog ram , wh i ch  p rovi des a  fu l l  tax wri te -o ff  fo r
e l i g i b l e  veh i cl es tha t  were  pu rchased  on  o r a f te r M arch  2 ,  2020 ,  wi l l  beg i n  to  be  phased  ou t  a t  the  beg i nn i ng  o f  2023  and  end  com p l e te l y on  Dec.  31 ,
2027 .

Anticipated federal tax collections

T he  Econom i c and  Fi sca l  Snapsho t  a l so  re l eased  p ro j ect i ons o f  an t i ci pa ted  revenue  co l l ect i ons fo r the  2019 /20  and  2020 /21  f i sca l  yea rs.

Revenue from income tax

Unsurp ri si ng l y,  the  EFS p red i cted  a  d rop  i n  federa l  budge ta ry revenue  f rom  co l l ected  i ncom e tax,  est i m a t i ng  a  decl i ne  o f  $34 .3  b i l l i on  as com pared  to
the  p revi ous f i sca l  yea r.  Pe rsona l  i ncom e tax co l l ect i on  i s expected  to  d rop  by $24 .6  b i l l i on  (f rom  $170 .9  b i l l i on  i n  2019 /20  to  $146 .3  b i l l i on  i n
2020 /21 ) due  to  the  nega t i ve  i m pacts o f  COVID-19  on  the  Canad i an  l abour fo rce ,  coup l ed  wi th  reduced  i nvestm en t i ncom e.

Corpora te  i ncom e tax i s expected  to  decrease  by $10 .9  b i l l i on  (f rom  $49 .2  b i l l i on  i n  2019 /20  to  $38 .3  b i l l i on  i n  2020 /21 ) due  to  COVID-19  shu t te ri ng
m any busi nesses and  l oweri ng  the  ove ra l l  p ro f i tab i l i ty o f  co rpo ra t i ons opera t i ng  i n  Canada .

T he  EFS p red i cts tha t  non-resi den t  i ncom e tax i s expected  to  i ncrease  by $1 .5  b i l l i on  (f rom  $9 .2  b i l l i on  i n  2019 /20  to  $10 .7  b i l l i on  i n  2020 /21 ),
reported l y a t t ri bu tab l e  to  the  expecta t i on  tha t  non-resi den t  taxpayers wi l l  repa tri a te  p revi ousl y-ea rned  i ncom e to  Canada  du ri ng  the  pandem i c.  T h i s
exp l ana t i on  a l one  does no t  appear to  fu l l y exp l a i n  the  substan t i a l  i ncrease  i n  co l l ect i ons o f  non-resi den t  tax and  suggests tha t  the  CRA wi l l  a l so  be
focusi ng  aud i ts on  non-resi den t  taxpayers.

Revenue from excise taxes and customs dut ies

T he  EFS p red i cted  a  fu rthe r d rop  i n  federa l  budge ta ry revenue  due  to  reduct i ons i n  co l l ected  exci se  taxes and  du t i es.  Revenue  f rom  the  federa l  Goods
and  Servi ces Tax (GST ) i s an t i ci pa ted  to  decrease  by $7 .9  b i l l i on  (f rom  $38 .8  b i l l i on  i n  2019 /20  to  $30 .9  b i l l i on  i n  2020 /21 ),  a t t ri bu tab l e  to  the  e ffects
o fCOVID-19  re l a ted  shu tdowns on  the  re ta i l  secto r.  Custom s i m port  du t i es a re  a l so  expected  to  con tract  by $600  m i l l i on  (f rom  $4 .9  b i l l i on  i n  2019 /20  to
$4 .3  b i l l i on  i n  2020 /21 ),  pa rt l y due  to  a  l ower vo l um e o f  i m ports f l owi ng  i n to  Canada ,  as we l l  as the  e ffects o f  the  wa i ve rs g ran ted  to  custom s du t i es on
m ed i ca l  goods.

Summary of budgetary revenue contract ions

Overa l l ,  to ta l  fede ra l  tax revenues a re  expected  to  d rop  by $43 .5  b i l l i on  (f rom  $285 .1  b i l l i on  i n  2019 /20  to  $241 .6  b i l l i on  i n  2020 /21 ).  Add i t i ona l l y,
to ta l  fede ra l  budge ta ry revenues a re  expected  to  con tract  by $72 .2  b i l l i on  (f rom  $341  b i l l i on  i n  2019 /20  to  $268 .8  b i l l i on  i n  2020 /21 ).  T he  p red i cted
con tract i on  i n  federa l  budge ta ry revenues i s an t i ci pa ted  to  m ore  than  doub l e  the  revenue  con tract i on  experi enced  by the  federa l  governm ent i n
2009 /10 .

Canada Emergency Wage Subsidy update

T he  Canada  Em ergency Wage  Subsi dy (CEWS) i s the  p ri m ary m echan i sm  by wh i ch  the  federa l  governm ent has a t tem pted  to  support  em p l oye rs and
em p l oyees th roughou t  the  pandem i c.  CEWS, wh i ch  began  on  M arch  15 ,  p rovi ded  a  wage  subsi dy o f  75  pe r cen t  fo r qua l i fyi ng  em p l oye rs,  up  to  $847
per week pe r em p l oyee  (sub j ect  to  p roposed  changes announced on  Ju l y 17 ,  2020).

https://www.blg.com/en/insights/2020/07/en/insights/2020/07/substantial-changes-announced-to-the-cews-progra


T he  EFS reported  tha t  as o f  June  25 ,  538 ,080  CEWS app l i ca t i ons were  approved ,  wi th  approxi m a te l y 7 .5  m i l l i on  em p l oyees supported .  T he  EFS
pred i cts a  substan t i a l  i ncrease  i n  the  cost  o f  the  CEWS prog ram  –  an  i ncrease  wh i ch  appears re l a ted  to  the  governm ent ’s recen t  announcem ents abou t
the  p rog ram ’s expansi on .  T he  governm ent has now con f i rm ed  tha t  the  CEWS wi l l  be  extended  i n to  Decem ber 2020 .

Wealth tax consideration by PBO

Concurren t l y wi th  the  re l ease  o f  the  EFS, a t  the  request  o f  the  federa l  New Dem ocra t i c Party,  the  PBO re l eased  a  cost i ng  no te  est i m a t i ng  revenues
wh i ch  cou l d  be  ga rne red  by a  wea l th  tax.  Whe the r such  a  tax wi l l  be  consi de red  o r passed  by Parl i am en t i s ye t  to  be  seen ;  however,  the  cost i ng  no te
cri te ri a  p rovi des som e i nsi gh t  i n to  the  de ta i l s o f  such  a  wea l th  tax and  who  wou l d  be  a ffected .

T he  wea l th  tax consi de red  by the  PBO wou l d  be  an  annua l  ne t  wea l th  tax o f  1  pe r cen t  o f  ne t  worth  above  $20  m i l l i on ,  to  be  i m posed  on  so -ca l l ed
“h i gh  ne t  worth ” econom i c fam i l i es.  T he  $20-m i l l i on  th resho l d  wou l d  be  ca l cu l a ted  wi th  re fe rence  to  a l l  asse ts and  l i ab i l i t i es,  excl ud i ng  l o t te ry
wi nn i ngs.  No tab l y,  i t  appears tha t  the  federa l  governm ent a l ready has a  da tabase  o f  such  h i gh  ne t  worth  fam i l i es (o f  wh i ch  the re  a re  approxi m a te l y
13 ,800),  wh i ch  was used  to  ca l cu l a te  the  ne t  f i sca l  i m pact  o f  such  a  tax.  T he  PBO est i m a ted  tha t  the  p ro j ected  wea l th  tax (taki ng  i n to  accoun t
econom i c uncerta i n t i es caused  by COVID-19  and  depressed  asse t  va l ues caused  by the  pandem i c) wou l d  yi e l d  approxi m a te l y $5 .5  b i l l i on .  Such
revenues m ay p rove  tem pt i ng  i n  the  fu tu re  to  a  federa l  governm ent wh i ch  i s cu rren t l y p l ann i ng  fo r a  substan t i a l  de f i ci t .

Key takeaways

T he  expansi on  o f  the  CEWS prog ram  appears to  be  the  federa l  governm ent ’s key p ri o ri ty wi th  respect  to  tax changes fo r 2020 .  A t  th i s t i m e ,  i t  does no t
appear tha t  the  federa l  governm ent i s exp l i ci t l y announci ng  any new taxes to  fund  new spend i ng .  However,  the  resu l t i ng  de f i ci t  f rom  substan t i a l l y
i ncreased  spend i ng  m ay ye t  l ead  to  the  need  fo r i ncreased  tax revenues.  M oreover,  the  substan t i a l  i ncrease  i n  the  p ro j ected  revenues f rom  non-resi den t
tax suggests he i gh tened  scru t i ny o f  cross-bo rde r and  non-resi den t  t ransact i ons.  Increased  CRA aud i t  act i vi ty i s l i ke l y to  resu l t  f rom  the  governm ent ’s
need  to  fund  add i t i ona l  tax and  soci a l  p rog ram  expend i tu res.

For assi stance  wi th  tax p l ann i ng ,  advi ce  on  reco rd -keep i ng  to  avo i d  add i t i ona l  aud i t  scru t i ny,  and  tax aud i ts and  d i spu tes,  p l ease  con tact  BLG’s Tax
Team .
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