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WEALTH TAX: A PREDICTABLE FAILURE

By Maria Lily Shaw

With vaccination rates high and COVID-19 case
counts low, talk of an upcoming election has
been building. Rumours have been fuelled by
the Prime Minister’s public appearances across
the country, promised funding for a variety of
causes,’ and now-evident discontent with lead-
ing a minority government?—which together
paint a picture of a government in campaign
mode. And so, while the federal government
has remained silent on the matter to date, a
fall election announcement is likely imminent.

One of the biggest challenges facing Canada'’s
politicians is the crippling amount of debt our gov-
ernment has accumulated in recent years—or

more specifically, how they intend to deal with it.
Confronted by the fiscal costs of the COVID-19
pandemic, there has been a resurgence of interest
in wealth taxes as a way to redress the state of

our public finances. Just two weeks ago, the
Parliamentary Budget Officer (PBO) issued a report
estimating the potential revenues that would result
from implementing a one-time tax on “extreme
wealth.”3

The proposed measure includes a tax rate of 3%
on net wealth over $10 million and 5% on net
wealth over $20 million to be paid over a period of
five years.* Considering this threshold, such a tax
would affect as many as 87,000 Canadian families,
and raise up to $82.5 billion in revenue over five
years®—in the best-case scenario. But the likeli-
hood of collecting that amount of money from the
wealthy is very low, because it assumes the affect-
ed families will not engage in tax avoiding behav-
iour. As such, the most realistic estimate reported
by the PBO was a net revenue of $60.7 billion over

five years, collected from more than 68,000
Canadian families.®

WHERE WOULD THE MONEY GO?

If implemented, the government intends to use
these funds to “offset the costs of the pandemic
and climate-change measures, or to pay for part of
the government’s work on Indigenous reconcilia-
tion.”” However, even in the best-case scenario,
the proposed wealth tax does not come close to
paying for the $240 billion® in COVID-19-related
spending that was dished out in just eight months
in 2020, let alone the $100 billion stimulus pack-
age contained in the latest budget.” In fact, even if
we add up all of the new revenue-increasing meas-
ures presented in the budget, and then add the
PBO’s estimate of the maximum revenue that
could be collected from the one-time wealth tax
(see Figure 1), the government’s spending would
still burn through a full fiscal year's worth of such
revenue in just under sixteen days.'% Put bluntly,
the revenue-increasing measures are expected to



Figure 1

Average yearly earnings generated by the federal government’s new revenue-increasing measures

as compared to daily government spending in 2022
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Sources: Author’s calculations. Government of Canada, Budget 2021 - A Recovery Plan for Jobs, Growth, and Resilience, April 19, 2021, pp. 304-306, 328; Office of the
Parliamentary Budget Officer, “Revenue Estimates Of M-68: Onetime Tax on Extreme Wealth,” July 15, 2021, p. 4.

generate an average income of $18.7 billion a year
whereas the government intends to spend over
one billion dollars a day in 2022.

Those who support the idea of a one-time wealth
tax also believe such a measure could partly ad-
dress concerns regarding “rising extreme wealth
inequality and generational fairness.”'" But much
of what they propose to spend that money on-
such as the cost of past COVID-19 measures and
climate change policies—would do little to im-
prove living standards of people at the bottom of
the distribution, or to make it easier for people to
climb up the income ladder. It's akin to losing
weight by lopping off body parts—it achieves a
numeric objective but is counterproductive for the
underlying goal.

LET'S CONTROL SPENDING RATHER THAN WEALTH
A good rule of thumb is that more often than not,
we get less of something when we tax it. Introducing
a wealth tax, no matter its form, sends a signal to a
country’s inhabitants that wealth accumulation is dis-
couraged. Yet, more wealth is beneficial to the

population as it ultimately gets reinvested in the
economy—in new businesses, in modernized factor-
ies, or in research and development.'?

While it might be tempting to imagine that large
accumulations of personal wealth just sit in a vault
somewhere, that image is entirely inaccurate. In
fact, there are opportunity costs associated with
sitting on money in the form of cash, so the sav-
ings of the rich are quite active. More often than
not, their wealth is tied up in illiquid assets, such
as real estate or businesses with substantial oper-
ational costs.’® As such, Canadian-owned compan-
ies may be pressured to sell to foreign investors by
a wealth tax that the PBO readily admits raises
issues of liquidity for those who cannot pay the
penalty without selling assets to cover the cost.
The Canadian economy should not have to shoul-
der the burden of losing out on the wealthiest
families’ investments, which serve as fuel for long-
term projects, risk-taking entrepreneurship, job
creation, and the development of untappedd po-
tential. That is not to mention the charitable foun-
dations funded by the fruits of their labour.
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Long before the pandemic, the federal govern-
ment has had its foot on the gas pedal, increasing
its per capita spending to unprecedented heights.
Instead of slowing down in the aftermath of
COVID-19, the government has promised multiple
new permanent spending programs in the years to
come, such as a national childcare program and in-
creased transfers to the elderly. These spending
habits have contributed to substantially extending
the timeline for when Canada may return to any
semblance of balance. In fact, according to the
PBO’s Fiscal Sustainability Report, if Ottawa main-
tains its current fiscal plans, red ink will run for al-
most 70 more years, with public debt not being
eliminated until 2090."

Instead of grasping at straws to find
new ways of increasing revenue, the
government should invest that energy

and creativity in finding ways to control
spending.

Overspending has become the norm, but that
does not mean it is too late to turn a corner.
Instead of grasping at straws to find new ways of
increasing revenue, the government should invest
that energy and creativity in finding ways to con-
trol spending.
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