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Abstract
Th e Canadian society is constantly undergoing changes that could have future implications for taxation 
and taxpayer compliance. From a policy perspective, considerable insight would be gained by examining 
emerging changes and the tax policy implications that these changes may present for individual taxpayers. 
From a tax administration perspective, knowing the characteristics of future taxpayers will provide 
program managers with added insights of relevance to their compliance strategies and risk assessment 
models. Th is study examines the past and future trends of Canadian individual taxpayer population from 
the perspectives of demographics, labour force, technology, socio-economic and fi nancial development. 
It combines in-house research with existing research done elsewhere to shed light on the emerging trends 
relevant to taxation and compliance by Canadian individual taxpayers. 

The authors would like to thank Tania Buff one for her assistance and contribution to the research. Our gratitude extends 
also to Lidia Dobrotescu, Greg Maloney and Daryl Young who reviewed and commented on the various drafts of the paper. 
The views expressed in the paper, being solely of our own, do not represent those of the Canada Revenue Agency. Errors and 
omissions, therefore, remain our responsibility.
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Executive Summary
Over the years to come, Canada will witness changes on many levels. Some of the most notable 
transformations will occur in Canada’s demographics. Canada’s population growth is slowing and the 
population is ageing. Th e repercussions of these changes will be felt on the economic front, as well as in 
the labour market. Immigration will continue to play a very important role, alleviating labour shortages 
and introducing ethnic diversity into the Canadian economy and culture. Technologically, rapid advances 
in research and development, and the growing literacy of Internet users will fundamentally change the 
lives of Canadians. 

Th is report examines future trends of the Canadian individual taxpayer population, and links these 
emerging trends with their tax implications, from the Canada Revenue Agency’s point of view.

Demographic Trends

Demographics and tax compliance
Th e study of population demographics provides a set of powerful tools that can be used to explain the 
impact of particular social, cultural and economic events. While predicting the behaviour of an individual 
is diffi  cult, many behaviours are relatively stable across generations, and over time. Each group within 
the population has distinct characteristics that are thought to impact their tax position and compliance 
patterns. Th us tax compliance strategies must give full consideration to the features of each generation.

Population distribution and density
In contrast to most countries, very little of Canada is densely populated: close to 80% of the population 
is distributed over only 5% of the land mass, leaving 20% of the population distributed over 95% of the 
country. Canada is one of the most urbanized nations according to the OECD, and Canada’s population 
will increasingly be concentrated in a smaller number of urban cities, intensifying this eff ect. Th ree of the 
most urbanized cities in Canada are Toronto, Vancouver and Montreal. Th ese urban centres will continue 
to attract migrants from other provinces and from other countries. 

Decreasing population growth
In 2004, the Canadian population stands at 31.75 million. Statistics Canada projects that the population 
will peak at 37 million in 2040; thereafter the population will start to decline. Th e decreasing population 
growth rate is mainly attributable to a continued low fertility rate (in decline since the 1970s). In the 
pivotal year 2025-2026, deaths in Canada are predicted to exceed births, and immigration could account 
for all population growth.
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Life expectancy
Since 1921, life expectancy at birth in Canada has increased by more than 15 years for males and 20 years 
for females. As the life expectancy continues to rise, the overall population will continue to age; and as 
the fertility rate drops, the proportion of young people will drop. Th e projected ageing of the population 
stems from these key factors.

Impact of the Baby Boomer generation
Th e defi ning characteristic of Canada’s current population are the Baby Boomers - there are more than 
10 million Boomers in a population of more than 31 million. Growth in the age group 65 and over is 
expected to continue at a high rate between 2011 and 2031 as Baby Boomers reach retirement age. By 
2026, one Canadian in fi ve will have reached age 65, as opposed as one in twenty in 1921. In general, an 
ageing population will place a greater tax burden on the smaller cohorts that follow.

Maintaining Canada’s population growth through immigration
Among OECD countries, Canada has one of the highest infl ows of immigrants relative to its population. 
In addition, the population of foreign-born immigrants is growing much faster than the Canadian born 
population. As of 2001, 18.4% of the total population were born outside of the country. Th e composition 
of immigrants has changed drastically over the years. Recently, Chinese immigrants have been one of 
Canada’s fastest growing visible minority populations followed by immigrants from India and other East 
Asian countries.

In terms of tax administration, immigrants are becoming an increasingly large portion of the Canadian 
tax base, demanding tailored services to help educate them on their tax obligations and entitlements. 

Labour Force Trends

A declining participation rate
Growth in the working-age population will be sustained for the next decade, as the Echo Boom 
generation steadily reaches working age. However, after 2011, the source population will diminish 
markedly, especially when we consider the much smaller numbers of the Millennium Busters that will 
enter the labour market.

Th e labour force participation rate is expected to decline over the next 20 years as the Baby Boomers 
move into the 55-and-over age cohorts. Th is decline will become even more severe as the Boomers begin 
to hit retirement age (65 years and over), starting at around 2011.

Retiring Baby Boomers will leave a huge dent on the labour market, because there aren’t as many younger 
workers to replace them. Canada’s population will soon begin to look like an inverted pyramid, with a 
large ageing population supported by generally fewer workers in society.
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With labour force growth quickly falling to zero, labour shortage may be inevitable. Even with the 
continued rate of immigration, Canada’s working age population will grow slowly at best.

Potential Sources of Supply
Th e government could face signifi cant tax revenue reductions if the pool of qualifi ed labour supply 
shrinks dramatically. Even though postponing retirement will help alleviate some of the labour shortage 
pressures in the future, the key for maintaining the labour force will continue to be attracting skilled 
immigrants to Canada. Th erefore it should be no surprise that a major component of Canada’s tax 
compliance strategy with respect to immigrants is education about their Canadian tax obligations. Th e 
continued integration of women in the workforce as well as the implementation of educational programs 
supporting “workforce” skills are examples of other ways Canada can increase its future pool of qualifi ed 
labourers.

Th e tax implications of an older and shrinking labour force are complex. On one hand, the growing 
number of retiring seniors will demand that the current level of customer tax services be maintained or 
increased. As they get older, their use of Canada’s social benefi ts will likely increase. On the other hand, 
tax administrations will have to fi nd ways to maximize tax compliance within the remaining labour force 
in a fair and cost-eff ective manner in order to generate the revenue to support the social benefi ts of the 
senior portion of the population.

Economic and Financial Trends

Economic growth
Canada’s real economic growth is expected to average 2.6% per year between 2005 and 2015, lower than 
the averages we’ve enjoyed in the past. Th is fi gure refl ects the ageing of the population and its impact 
on labour force growth, as well as a general slowing in the pace of technological change as the high-tech 
revolution matures. 

Income patterns
Personal disposable income has been on the rise in the last decades. In addition, the number of dual-
earner families has increased dramatically in the same period and has now become the norm. From a 
taxation point of view, more income per family generally translates to more tax revenue. As older workers 
leave the workforce, there will be a shift towards retirement income, and a corresponding decrease in 
personal disposable income. 

Technology Trends
Looking at the rapid advances in technology over the past decades, it is clear that the majority of 
individuals in Canada are comfortable about the use of technology in their daily lives. Th is trend is 
expected to continue and grow as younger generations of Canadians are exposed to diff erent technologies 
at a younger age. 
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Responding to the increasing demand for electronic services, the Canada Revenue Agency has provided 
more information on-line on its website, and has expanded its electronic fi ling options to a wider range of 
individuals. Electronic fi ling services facilitate compliance by providing timely tax information, reducing 
the paper burden on individuals and the time the return spends “in transit” between the Canadian 
Revenue Agency and the taxpayer.

Although technology facilitates the delivery of tax services, it also may facilitate non-compliance with tax 
laws. For example, Canadians are bombarded with questionable information from international websites 
promoting various ways to avoid payment of Canadian Income tax. Electronic transactions leave a more 
diffi  cult trail to follow than their paper predecessors. In addition to creating domestic information and 
enforcement strategies, Canada must continue to work with other countries in order to preserve its tax 
base in an increasingly globalized world.

Th e changing profi les of Canadians will likely create strong challenges in the years to come for the 
Canada Revenue Agency. A potentially shrinking pool of taxpayers will continue to demand innovative 
and tailored services from the Agency, and the Agency will strive to meet these demands in fair manner 
to maximize voluntary compliance with Canada’s tax laws to support the social benefi ts enjoyed by all 
Canadians.
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Introduction
Times change, ushering in new eras and a new way of life! As we adapt to the environment changing 
times have brought about, we embrace innovations and change the way we do business.

Over the years to come, Canada will witness changes on many fronts. Of the most notable is demographic 
change. Canada’s population growth is slowing and population is ageing. Th e repercussions of this are 
felt on the economic front, as well as on the labour market. To counterbalance this inevitable situation, 
immigration continues to play a very important role, alleviating labour shortages and introducing ethnic 
diversity into the Canadian economy and culture.

In addition to demographic changes, Canada is undergoing other socio-economic changes aff ecting 
its social fabric, its values and norms (eg. increased role of women in the workforce and emergence of 
alternative living arrangements). Technologically, rapid advances in research and development and the 
growing literacy of Internet users are fundamentally changing the life of Canadians. 

Th ese changes will inevitably change the profi le, composition and compliance of Canadian individual 
taxpayers, bringing new challenges to the Canada Revenue Agency (CRA) and aff ecting the way the tax 
administration deals with its clients. Th e purpose of this report is to examine the major trends more 
closely and present a changing profi le of the Canadian taxpayers of tomorrow. Awareness of these major 
trends and knowledge about our changing client base will assist the CRA in tailoring new programs and 
strategies to help Canadians better understand their tax obligations and thereby better meet the needs of 
their clients.

Four major trends will be discussed in this report: demographic trends, economic and fi nancial trends, 
labour force development, and technological trends. Th ese trends will be examined in this paper on a 
retrospective as well as on a prospective basis for the most part. Major trends of the past 30 years will fi rst 
be highlighted and discussed. We will then see how those trends will continue to evolve in the future, and 
how they will shape the profi le of the Canadian taxpayers of tomorrow.

Major Trends of the Past 30 Years
Although this paper intends to examine socio-economic trends in Canada that may have an impact on tax 
compliance in the future, looking back in time will help us understand the present and the future better. 
Th e following provides a retrospective view of some key historical changes that have emerged in the past 
30 years in the Canadian socio-economic environment.

• Canada’s population growth has been slowing. Since the 1960s and early 1970s, population growth 
rate has been declining and the fertility level has been below replacement level. Th e eff ect of slow 
growth in population had a ripple eff ect on the growth of the labour force two decades later. As the 
baby-boomer generation caused a peak in the labour market in the beginning of the 1980s, the period 
of rapid labour force growth came to an end quite abruptly at that point. Since then, an increasing 
number of immigrants have been entering the labour force. Immigrants have joined the Canadian-
born as productive income earners.
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• Until 1972, the economy had been growing at an accelerated pace. In 1972 when the infl ation 
rate began to rise, interest rates climbed in the wake to peak at over 21% in 1981. Stalled by 
unemployment rates as high as over 11%, the Canadian economy experienced the notorious 
stagfl ation of the 1970s and early 1980s. By the end of the decade, Canadians came out deeper in 
debt. Th e turbulent 1990s saw an economic downturn and additional government cuts to social 
programs. Unemployment rates hovered well above 10%, but infl ation remained well below 3%. 
Although the 1990s began with a recession and a reluctant recovery, it ended with a strong export-led 
economic recovery.

• Since the 1970s, women have entered the labour market on a part-time or full-time basis in great 
numbers, representing one of the most important phenomena in the labour market. Women 
accounted for 45% of the Canadian labour force in 1996, compared with only 23% in 1951. Th e 
participation of women led to sharp increases in double-income families in Canada.

• Over the last several decades, Canada advanced signifi cantly in the education of its people. Canadians 
with at least high school education now constitute 71% of the population compared to 2% in 
1951. Full-time university enrolment rates also increased dramatically. In 1998, the proportion of 
Canadians aged 25-29 who had graduated from university rose to 26% from 17% a decade earlier.

• Th e rapid increase in Information Communication Technology (ICT) has spiraled the unprecedented 
growth and use of the Internet in the last decades. 

Th ese past decades showed signifi cant socio-economic changes to Canadian society. It is very likely that 
the future will hold changes that are just as signifi cant. It is in the interest of the tax administration to 
project how such trends will continue to evolve in the future, in order to predict possible tax compliance 
impacts and devise eff ective compliance strategies that will safeguard the integrity of the tax system.

Demographic Trends
Th e study of population demographics provides a set of powerful tools that can be used to explain the 
impact of particular social, cultural and economic events. Th e reality that some human behaviour is 
correlated with age means that changes in the age composition of a population may have a much greater 
impact on public (and private) life than changes in its total size. To understand the characteristics 
of future individual taxpayers, it is important to examine the underlying demographic trends in this 
population. While predicting the behaviour of an individual is diffi  cult, many behaviours are relatively 
stable over cohorts, across generations, and over time.

The Demographic Ladder1

A demographic perspective can yield important insights into the profi le of individual taxpayers. Table 1 
describes briefl y the diff erent cohorts on the demographic ladder.

1 David Foot, University of Toronto Economist; Making Career Sense of Labour Market Information; 
Conference Board of Canada
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Table 1: The Demographic Ladder

Name & Year Span General Descriptions

Golden Oldies
( < 1928)

The Golden Oldies are over 76 years old. Their income comes from Old Age Security, Registered 
Pension Plans, Registered Retirement Savings Plans and/or the Canada/Quebec Pension Plans. 
Combine with “the blessed ones”, their size equals 22%.

The Blessed Ones
(1928 - 1945)

A small cohort: no competition in the job market. Often characterized as “born lucky”. They are a 
valuable niche market because they have money to spend. This cohort amassed great personal 
wealth in Canada. Marketing specialists refer to them as “well-off ” older people. The “Blessed Ones” are 
between 59 and 76 years old. Most of them are retired.

Baby Boomers
(1946 – 1966)

They are the defi ning demographic cohort of Canada, accounting now for 31% of the population. 
By the sheer force of their numbers, the Baby Boom cohort has a strong infl uence on the Canadian 
society, and they will continue to have the biggest impact on the age structure of the population.

The Baby Boomers are between 38 and 58 years old. They are a large contributor to the Canadian tax 
base. We can expect a large retirement “boom” as of 2011, as this is the year the Baby Boomers will 
start to turn 65. Although the fi rst Baby Boomers recently retired, the majority are still in the work 
force.

First phase:
1946 - 1956
Woodstock Generation

They have an economic advantage: they made it to the job market before Generation X, but their 
sheer numbers resulted in a lot of competition. 

Second phase:
1957 – 1966
Generation X

Gen-X is disadvantaged due to reduced opportunities to establish careers, being in the tail end of the 
massive Baby Boom. They have suff ered from the dual realities of being a large cohort resulting in 
tremendous peer group competition and combined with experiencing two recessions in their career 
formation ages.

Baby Bust
1967 – 1979

Being a small cohort, (18% of the population) they don’t have a lot of competition within their 
age group for the job market. Since they don’t have very much impact on the marketplace, the 
marketplace tends to ignore them a bit because they are not a big group of consumers. The Baby 
Busters are more idealistic than Generation X, and their economic prospects are better than Gen-X.

The Baby Bust generation is all in their young labour force years. They are between 25 and 37 years 
old, and haven’t yet reached the earning peak of their careers.

Echo Boom
(1980 – 1995)

A relatively large cohort (21 % of the population): they are the children of the baby boomers. Aged 
between 9 and 24 years old, they face more labour market challenges due to peer competition.

The Echo Boomers are more demographically dispersed than their parents. The leading third of 
the Echoes are either in, or are about to enter, the labour force. As such, they are the ones driving 
household formation, and all the consumer expenditure that entails: durables, cars, tableware, 
food, and so on. They think, behave, and interact diff erently than older generations. A “prolonged 
childhood” is the fi rst marked diff erence in the psychology of the Echo Boomers. The “adult Echo” in 
their 20s are much more likely than earlier generations to be living with their parents.

The fi rst Echo Boomers are slowly entering the work force, replacing the older generations that are 
retiring. The tail end of this generation is in grade school.

Millennium Busters
(1995 – 2010f )

They are the children of the Baby Bust cohort. The Millennium Busters represent a small cohort (8% 
of the population), refl ecting both the small size of their parents’ generation as well as their parents’ 
low fertility rate. Their numbers may grow due to immigration. They will benefi t from reduced peer 
competition.

This generation isn’t “closed” yet; this generation is forecasted to go up to 2010. Because of their 
young age, this generation is of limited interest for tax purposes.
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Figure 1 demonstrates the distribution of the diff erent generation mentioned above.

Source: Conference Board of Canada, 2003

For the last 15 years, we have experienced a period of relative demographic calm as all of the major 
demographic cohorts have been maturing within a single stage of their life cycle. Th at demographic 
calm is about to be shattered as three signifi cant cohorts are about to enter into new life cycle stages. 
Th e Golden Oldies are experiencing an increasing number of physical and mental challenges. A steadily 
rising torrent of Boomers will be retiring in the coming decades. And fi nally, the leading edge of the Echo 
Boomers is now entering the workforce.

Each group has distinct social, attitudinal and life-cycle characteristics that could impact on their tax 
position and compliance patterns. Th is in turn suggests that the compliance strategies of the CRA must 
give full consideration to the needs of each cohort. For example, the CRA may focus on customer service 
improvements for “Golden Oldies” or the “Blessed Ones”, and allocate suffi  cient resources towards 
education for the cohorts who have yet to enter the labour force. 

Population Distribution and Density in Canada
Population distribution is relevant to tax compliance because it aff ects the tax base, or the number of 
Canadians who fulfi ll their tax obligations under the law. Note that change in the size of the population 
is not as important as change in the composition of the population, as discussed in the previous section. 
Th e geographical distribution of the population, on the other hand, is relevant to the eff ective delivery of 
tax services as well as to verifi cation and enforcement. Th e tax authority must have suffi  cient resources to 
carry out these activities in a fair and consistent manner across the country.

Urbanization
In contrast to most countries, very little of Canada is densely populated: 79% of the population is 
distributed over only 5% of the land mass, leaving more than 20% of the population distributed over 
95% of the country. Figure 2 illustrates Canada’s population density by province and territory.

Figure 1

Distribution of the Diff erent 
Generations 

(Demographic Ladder)

0% 5% 10% 15% 20% 25% 30% 35%

Before the Boomers

Baby Boomers

Baby Bust

Echo Boom

Millenium Busters
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Source: Statistics Canada

Canada is one of the most urbanized nations, according to the Organisation for Economic Cooperation 
and Development (OECD). Given the continuing trend in urbanization and the decreasing population in 
remote rural areas, by 2010 it is projected that the population residing in urban areas (10,000 people or 
more) will reach the 80% mark. Canada’s population will be concentrated in a smaller number of urban 
cities, intensifying urban concentration; approximately 52% of Canadians will be residing in Canada’s 
nine largest cities, six of which will have 1 million or more people. Th e three most urbanized cities are 
Toronto, Vancouver and Montreal, but it’s not just these mega-cities that are drawing people. With the 
exception of Vancouver, all of the fastest growing cities in Canada are either in Alberta or Ontario.

Th ese urban centres will attract migrants, from elsewhere in Canada and from outside Canada. 
Historically, Canada has one of the highest rates of migration among the world’s developed countries. 
Emigration is forecast to demonstrate a slight upward trend, from 71,000 in 2002 to 77,000 by 20252. 
With urbanization, inter-provincial migration will continue to populate the mega-centres, becoming 
increasingly critical to economic growth in these provinces. 

Canada’s population is unevenly distributed as well. Figure 3 shows the diff erence in density among the 
Provinces and Territories. Prince Edward Island is by far the most densely populated province, followed by 
Nova Scotia, Ontario and New Brunswick. Th e three territories are Canada’s least densely populated areas.

Source: Statistics Canada

Figure 2
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Regional Growth Disparity
Among provinces and territories, population growth will be most noticeable in Ontario, Alberta, and 
British Columbia. Alberta’s booming economy is attracting inter-provincial migration, while Ontario’s 
growth is being powered by newcomers to Canada, as more than one-half of the immigrants who came 
to Canada in recent years settled in Ontario (mostly Toronto). As for British Columbia, it is the only 
province in which the population has grown at a rate faster than the national average in every census 
since the province joined Confederation in 1871. Among the three territories, only Nunavut, the newest 
territory that came into existence in April 1999, is showing an increase in its population, due mainly to 
high birth rates among the Inuit population, and to the development of its capital, Iqaluit. Like the rest 
of Canada, Nunavut’s growth rate has decelerated recently. Positive growth is projected for all provinces 
and territories in the short-term with the exception of Newfoundland. In the long term, the exceptions 
include New Brunswick and Saskatchewan in addition to Newfoundland, as Table 2 shows.

Table 2: Provincial and Territorial Distribution, 2000 and 2026

Population in Thousands 2000 2026

Canada 30,750 36,191

Newfoundland and Labrador 539 493

Prince Edward Island 139 150

Nova Scotia 941 975

New Brunswick 757 732

Quebec 7,372 7,476

Ontario 11,669 14,926

Manitoba 1,148 1,192

Saskatchewan 1,024 1,010

Alberta 2,997 3,589

British Columbia 4,064 5,526

Yukon 31 33

Northwest Territories 42 49

Nunavut 28 39

Source: Statistics Canada, Canadian Statistics
  Statistics Canada: Population Projections for Canada, Provinces and Territories 2000 – 2026
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Population Growth and Projections

Canada Compared to the World
Th e global “population explosion” that started in the 20th century added billions to the world population 
in a matter of few decades. However, the growth has been highly concentrated in developing countries, 
which contributes about 80 million people per year to the world’s population versus only 1 million for 
developed countries. According to United Nations’ World Population Prospects 2002, Europe is expected 
to experience negative demographic growth in the future. Africa will grow fastest, more than doubling its 
population, but Asia will experience the largest absolute gain. By 2050, India is expected to surpass China 
as the most populous country in the world with a population of 1.5 billion. (Figure 4)

Figure 4

Continental Population,
 2003 and 2050
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Decreasing Population Growth
Canada has not escaped the downward trend in population growth experienced by developed countries. 
In absolute terms, however, Canada stepped into the 21st Century six times as large as it was at the dawn 
of the 1900s when 5.4 million people were counted. In 2004, the Canadian population is estimated at 
31.7 million3 and projected to increase to 36 million by 2026. Th e population will then grow slowly to 
reach a peak of a little over 37 million in 2040. Statistics Canada projects a negative population growth 
shortly before 2050, expecting the population to fall b below 37 million by 2051 (see Figure 5). 

Figure 5
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3 Statistics Canada, January 2004
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Natural Increase and Net Migration
Th e population growth is determined by two factors: natural increase4 and net migration5. Th e decreasing 
annual rate of population growth is mainly attributable to the slowing natural increase, predominately 
due to an increase in deaths as the population ages. As shown in Figure 6, the pivotal year is 2025-2026: 
before that year, births will exceed deaths; after that year, the reverse is true. By 2025, immigration 
will account for all population growth, as this is the year that the natural rate of population increase is 
projected to be negative. For Canada as a whole, immigration has already been a very important source 
of growth in population for many years. However, even if the immigration forecast in population 
materializes, Canada’s population will grow slowly at best.

Figure 6
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In addition to an increase in the number of deaths, the decreasing population growth rate is also 
attributable to the low fertility rate we have been experiencing in the past decades. Since the Baby Boom 
period, total fertility has declined to below the replacement level (2.1 children per woman). In the years 
following World War II (with the Baby Boomers generation peaking in 1959), the fertility rate was 
4 children per woman. Th e commercial introduction of the birth-control pill in 1961 and the rising 
participation of women in the labour market, among other factors, led to a declining fertility rate over 
the 1960s. Although the massive Boomer generation spawned an “Echo” generation that mitigated slower 
growth, as a generation, the Baby Boomers did not even replace themselves. In 2000, the fertility rate of 
Canadians stood at 1.5, and is projected to be levelling off  at 1.48 into the next decades. 

In addition to the decline in fertility rates over the past decades, women have put off  childbearing to a 
higher age than ever. Th e mean age of fertility has been increasing steadfastly, and is projected to continue 
increasing into the future, as shown in Figure 7.

4 Natural increased is the diff erence between births and deaths.
5 Net immigration is the diff erence between immigration and emigration.
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Figure 7

Mean Age of Fertility,
 1986-2026
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While it’s easy to estimate the number of females of childbearing age, to estimate the fertility rate is 
another matter: it varies with economic circumstances, technological changes (such as birth control), 
and shifts in values (such as preferences for women to work outside the home). First births to women in 
their thirties are becoming more common than in the past. Social and economic trends seem to indicate 
that more women will choose to pursue higher education and enter the labour force before they consider 
starting a family. Th is suggests that the mean age of fertility will continue to increase in the near future.

Life Expectancy Continues to Grow
With fertility more or less stabilized at below-replacement levels, mortality becomes an increasingly 
signifi cant component infl uencing population change and the age structure. Since 1921, life expectancy at 
birth in Canada has increased by more than 15 years for males and 20 years for females to reach 76.5 and 
82.1 in 2001 for men and women respectively.6 As shown in Figure 8, life expectancy at birth is expected 
to continue to grow, albeit more slowly, reaching 80 years for men and 84 years for women in 2026.

Figure 8
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6 Canada has one of the highest levels of life expectancy at birth among the countries in the world with the fourth rank, 
behind Sweden, Switzerland and Japan.
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Canada’s Ageing Population
As the life expectancy continues to rise, the overall population will continue to age; and as the fertility rate 
drops, the proportion of young people will drop. Th e projected ageing of the population stems from those 
two key factors.

Th e defi ning characteristic of Canada’s population is the Baby Boomers - they are more than 10 million in 
a population of more than 31 million. Canadians will increasingly see the eff ects of an ageing population, 
as continued population ageing is inevitable. In a decade or so, Canada will have far more elderly than 
younger people, a pattern never experienced at any time before. Figure 9 shows the percentage of Canada’s 
population by age cohort over the years. Beginning in 2011, when the fi rst Baby Boomers start turning 
65, the proportion of the population in the age group 65 and over will expand rapidly, both in number 
and as a proportion of the total population. Growth is expected to continue at a high rate between 2011 
and 2031 as Baby Boom reach retirement age. By 2026, one Canadian in fi ve will have reached the age 
65, as oppose as one in twenty in 1921. 

Figure 9
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Th e increase in the median age is one of many indicators that the nation’s population is ageing. Th e 
nation’s median age has been rising steadily since the end of the Baby Boom in 1966, when it was only 
25.4 years. Based on Figure 10, the projected increase in the median age will go from 37.6 years in 2001 
to 46.2 years by 2051. Even with an assumed average annual infl ow of 225,0007 immigrants yearly, 
the median age is still projected to increase. While immigration brings additional support to the labour 
market, it has limited impact on population ageing.

7 Statistics Canada
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Figure 10

The Median Age in Canada, 
1901-2011
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From a tax administration perspective, it could be insightful to compare the median age of Canada with 
that of its provinces and territories in order to tailor tax programs more eff ectively. For instance in 2001, 
the Atlantic Provinces and Quebec had populations older than the Canadian average. Th is may mean 
tax authorities should devote more tax services resources in these areas compared to audit resources. Th e 
diff erence in the provincial median age is refl ected in the share of the elderly population, as shown in 
Table 3.

Table 3: Projected Elderly Population Shares by Province, 2000, 2021 and 2040

Elderly (65+) share of total population (%)

2000 2021 2040

Canada 12.5% 190.0% 24.8%

Newfoundland and Labrador 11.6% 22.5% 31.1%

Prince Edward Island 13.1% 19.9% 26.9%

Nova Scotia 13.2% 21.3% 28.8%

New Brunswick 12.9% 22.2% 30.7%

Quebec 12.8% 21.0% 26.7%

Ontario 12.6% 17.7% 23.5%

Manitoba 13.5% 18.8% 24.4%

Saskatchewan 14.4% 19.5% 26.1%

Alberta 10.1% 17.1% 24.2%

British Columbia 13.0% 18.8% 24.6%

Territories 3.6% 9.9% 16.1%

Sources: Finance Canada: Public Finance Implications of Population Ageing: An Update
  Health Canada: Canada’s Ageing Population
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For the next few years, the median age will continue to increase in every province, hence for Canada 
as a whole. As a result, the dependency ratio8 will reverse its current declining trend by 2011 when the 
ratio will increase steadfastly. Th e increase in dependency ratio is primarily due to the increase in the 
proportion of the elderly, as the Baby Boomers cohorts begin to reach their 65th year. Th ere is no doubt 
that population ageing will place a greater tax burden on the smaller cohorts that follow, who will be the 
dominating labour force by that time.

Maintaining Canada’s Population Growth Through Immigration

Canada’s Cultural Mosaic
Immigration to Canada over the past 100 years has shaped Canada, with each new wave of immigrants 
adding to the nation’s ethnic and cultural diversity. Among OECD countries, Canada has one of the 
highest infl ows of immigrants relative to its population the population of foreign-born immigrants is 
growing much faster than the Canadian born population. As of 2001, 18.4% of the total population 
were born outside of the country, next only to Australia’s 22% and ahead of the 11% in the United Sates. 
Recent changes in immigration patterns have increased the size of Canada’s foreign-born population and 
have also changed its composition. More than 200 ethnic groups have been identifi ed, refl ecting a rich 
cultural mosaic.

Given the present context of Canada’s low fertility rate and potential negative natural increase by 
2025, immigration will play a signifi cant role in the future growth of the Canadian population to 
counterbalance the adverse eff ects it may have on the social and economic development of the country. In 
terms of tax administration, immigrants are becoming an increasingly large portion of the Canadian tax 
base, demanding tailored services to help educate them on their tax obligations and entitlements.

Figure 11 shows the number of immigrants to Canada, with Statistics Canada forecasting 225,000 new 
immigrants every year until 2011, which will make immigration the dominant source of population 
growth. Net immigration will account for about 68% of the population increase in 2010, up from 61% 
in 2000, underscoring the challenges of integrating new Canadians into our workforce, our society and 
our taxation system.

Figure 11
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8 The total dependency ratio indicates how many children (0–14) and elderly (65+) there are for every 100 people of working 
age (15–64)
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Citizenship and Immigration Canada has set a goal to attain an annual immigration level equal to 1% of 
the Canadian population, although the recorded level of 229, 058 new immigrants in 2002 is still short of 
that goal.

Country of Origin: Asia Predominates 
Th e composition of immigrants has changed drastically over the years. In the 1950s, 80% of Canada’s 
immigrants were from Europe, whereas Asian immigrants represented only 5% or less of the total. In 
recent years, the numbers have reversed -- Asia has become the largest source of immigrants. As shown in 
Figure 12, Chinese immigrants are one of Canada’s fastest growing visible minority populations followed 
by immigrants from India and other East Asian countries. It is believed that one in fi ve Canadians (20%) 
will be a visible minority in 2016, up from 13% in 2001.

Figure 12
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In the future, Canada should be able to rely upon continued high immigration fl ows from East Asia 
and the Indian sub-continent, as India, Pakistan and the Philippines will record a substantial rise in the 
share of their population between the ages of 15 and 19. By contrast, the number of immigrants from 
developed countries is likely to decline. 

Despite this infl ow, Canada cannot count on an unlimited supply of new immigrants to counteract 
the eff ects of its ageing population, as trends indicate that the “world” population in other developed 
countries is ageing as well9. In addition, the infl ux of new immigrants poses some unique challenges for 
the CRA, such as overcoming language barriers to provide consistent levels of service for all Canadians.

The Distribution of Immigrants in Canada
Th e geographic distribution of immigrants in Canada is very uneven. Recent immigrants tend to be 
clustered in larger urban areas. Most immigrants will settle in three largest cities (Toronto, Vancouver and 
Montreal), which is refl ected in the provincial and territorial distribution of immigrants in 
Figure 13. In 2001, almost three-quarters (74%) of the new immigrants aged 25 to 64 were living in 
those 3 cities. With 44% of its residents foreign-born, Toronto is one of the most diverse cities in the 
world. By comparison, Sydney and Los Angeles weigh in at 31%, New York at 24% and Miami at 40%.



23

Figure 13

Geographic Distribution of 
Immigrants by 

Province and Territories
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Th e infl ux of new immigrants settling in Toronto, Vancouver and Montreal are having a major impact on 
city infrastructure and services. 

Many other regions of Canada would like to encourage more immigrants to settle in their areas to 
contribute to economic development and to access international trade markets. Citizenship and 
Immigration Canada and its provincial/territorial partners are exploring ways to encourage settlement in 
smaller cities and rural areas to take the pressure off  the three largest urban areas and spread the benefi ts of 
immigration more evenly throughout the country.

Th e urban magnets, regional growth disparity and immigrant-related issues will continue to have an 
impact on the administration of essential services including tax services and compliance programs. 
Managing tax programs in a cost-eff ective manner will be more challenging in a population so diverse and 
unevenly distributed. 

9 Conference Board of Canada, Defi ning the Canadian Advantage, Performance and Potential 2003-2004
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Labour Force Trends
While demographic characteristics help us understand why certain segments of the population behave as 
they do, they also tell us something about changes to the tax base across time and across geography. As 
for the labour force trends, they characterize the segment of the population who are now contributing tax 
moneys to fund current and future benefi ts enjoyed by all Canadians. Th is section describes some general 
trends in the labour force, and discusses some key groups within this population that may have an impact 
on labour force trends in the future.

Source Population and Labour Participation Rate
Growth in the working-age population will be sustained until 2011 as the Echo Boom generation steadily 
reaches working age. Th e Echo Boom is considerably larger than the Baby Bust and will increase the pool 
of potential workers in the short term. Th e source population will grow at a good pace of 1.1% per year 
between 2006 and 2011. However, after 2011, its rate of growth will diminish markedly to only 0.6% per 
year over the 2021-25 period, as the much smaller numbers of the Millennium Busters replace the Echo 
Boom entrants. Th is can be seen in Figure 14. 

Figure 14
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Th e labour force participation rate is expected to decline over the next 20 years as the Baby Boomers 
move into the 55-and-over age cohorts. Th e problem will become even more severe as the Boomers begin 
to hit retirement age (65 years and over), starting at around 2011 up to 2025. (Figure 15). 



25

Figure 15

Labour Force Participation 
Rate, 1988-2025
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An Increase in the Number of Self-employed Persons
As companies and governments contract out services that used to be provided in-house by workers in 
standard jobs10, self-employment has outpaced standard employment in recent years. Approximately 
4 in 10 self-employed workers are 45 years or older. Workers in this age bracket are likely taking early 
retirement and transferring their years of experience to a new business endeavour11. In terms of tax 
compliance implications, a self-employed individual poses a higher risk, as accounting records must be 
carefully maintained throughout the year. For self-employed individuals, full and accurate reporting at tax 
time requires a greater level of tax knowledge and attention to detail than for salaried employees.

Decreasing Growth in the Canadian Workforce 
Similar to the factors aff ecting Canada’s population growth, a fundamental shift in the age gap is taking 
place in the labour force. Retiring Baby Boomers will leave a huge dent on the labour market, because 
there aren’t as many younger workers to replace them. Canada’s population will soon begin to look like an 
inverted pyramid, with a large ageing population supported by generally fewer workers in society.

A forecast of labour force growth based on the source population projection and the forecast for 
participation rates is presented in Figure 16. 

10 Making Career Sense of Labour Market Information, Shaping Labour Market Trends, 2001
11 Making Career Sense of Labour Market Information, Shaping Labour Market Trends, 2001
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Figure 16
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Labour force growth will decrease signifi cantly over the next twenty years. Within the decade, however, 
two structural factors will help to alleviate the downward pressure on the labour force: the growth of 
working age Echo Boomers and the rise in female participation rate. Th ese factors, combined with a 
yearly steady fl ow of immigrants, will ensure that labour force growth remains relatively strong at close to 
1.2% per year on average between 2006 and 2011.

By 2010-11, the gradual tightening of labour markets driven largely by structural factors and 
demographics will result in an unemployment rate of 5.5% -- a level not achieved in decades. On the 
other hand, Canada’s ageing population and low birth rate will reduce the growth of Canadian-born 
workers in the labour market. Th e number of people born in Canada who will be entering the labour 
market will just replace those who are retiring. Immigrants could account for virtually all the growth in 
labour force, according to Statistics Canada. 

Beyond 2011, the early Baby Boomers will start to retire. Th e Canadian labour force will be hurt on two 
fronts: First, growth in the source population will decline when the Millennium Busters reach 15-24 
years of age. Second, the participation rate will drop steeply as the Baby Boomers start the exodus in great 
numbers. Th e impact on labour force growth will be noticeable, with only 0.5% average annual growth 
forecast for the 2011-2015 period and virtually no labour force growth expected from 2016 to 2025. 

Even with the continued rate of immigration, Canada’s working age population will grow slowly at best. It 
is projected that the proportion of the working age population could peak at 69% to 70% around 2011, 
and then decline to between 63% and 64% by 202612.

With labour force growth quickly falling to zero, labour shortage may be inevitable. Th e government 
could face signifi cant tax revenue reductions if the pool of qualifi ed labour supply shrinks dramatically. 
Although market adjustments will lead to increases in real wages that will encourage the young to enter 
the labour force sooner and the old to delay their retirement, other remedies being contemplated by the 
government include extending the normal age of retirement past 65, raising immigration target beyond 
the current level, and boosting investment in education and training.

12 Statistics Canada, Population Projections for Canada, Provinces and Territories 2000–2026, March 2001
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Th e tax implications of an older and shrinking labour force are complex. On one hand, the growing 
number of retiring seniors will demand that the current level of customer tax services be maintained or 
increased. On the other hand, tax administrations will have to fi nd ways to maximize tax compliance 
within the remaining labour force in a fair and cost-eff ective manner in order to generate the revenue 
to support the social benefi ts of the senior portion of the population without raising taxes to intolerable 
levels for the rest of Canadians.

An Ageing Canadian Workforce
Th e Canadian workforce is older than in most industrialized countries, with a median age of 41.3 in the 
core working group aged 20 to 64, up from 38.1 a decade earlier, the biggest increase since 1921. By 
2011, this median age is projected to reach 43.7. Human Resource Development Canada has estimated 
that, by 2011, approximately 41% of the working population will be between the ages of 45 and 64, 
compared to 29% in 199113.

Furthermore, as discussed in the demographic trends section, a lower fertility rate will reduce the size 
of the workforce, shrinking the pool of taxpayers compared to retirees, and leaving a smaller group of 
workers to pay taxes. 

Over the next 10 years, the number of people aged 55–64 who remain in the workforce will more than 
double. Th is group will increasingly make up a larger proportion of the labour force, especially as fewer 
youths enter the labour market. However, older workers in 2010 will be quite diff erent from current 
older workers. For example, they will have higher levels of education and training, more diverse work 
experience, and more transferable skills. Th ese factors should help older workers of tomorrow to be more 
fl exible in their employment choices.

Th e largest impact on the labour force in Canada over the next decades will be the exit of ageing Baby 
Boomers from the labour market. Some experts say the country will face a shortage of skilled workers as 
a result. In tax terms, it is thought that the government may have diffi  culty collecting the tax revenues 
they need to serve an ageing population, since the government collects the bulk of their revenue from the 
working age population. It is commonly held that as the Canadian population ages, government revenues 
will decrease while expenditures and debt will increase.

Future Trends in Key Groups in the Canadian Labour Force

Departing Seniors Consuming More Public Revenues
As Canada’s population ages, health care spending will continue to rise as a share of total government 
revenues, leading to questions of sustainability. Th e ageing of the Canadian population will put fi scal 
pressure on the health system, particularly when the bulk of the Baby Boomers reach age 65, starting in 
2011. Th e additional money that the government will spend on health care will have to come from either 
cutting programs, or increasing taxes14.

13 Human Resources Development Canada, Shifting Composition of the Workforce, 2002
14 Governments may experience some fi nancial relief from the smaller size of the young population requiring education and 
health services.  In the future, the shift from many young dependents to many old dependents with therefore help counteract 
the increased economic burden of an aging population, but this is likely to be more than off set by the pressure of the Baby 
Boomer cohort on the health care system. 
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By 2020, health care will consume about 44% of provincial revenues (up from 35% in 2002), bringing 
into question the fi nancial sustainability of the health care system.

Canada’s ageing demographic could pose a challenge to tax administration. Not only will the individual 
tax base be shrinking over the coming years15, but tax programs will have to tailor their programs to 
identify and resolve non-compliance issues more eff ectively (through increased use of risk assessment 
techniques, for example) to ensure adequate tax revenue is available to fund social benefi ts over the years.

Immigrants Demand Tailored Tax Services
A survey done in 2002 by Canada Customs and Revenue Agency16 shows that 16.5% of new immigrants, 
when arriving in Canada, didn’t know they had to fi le an income tax return every year, while 16.1% didn’t 
know how to fi le. For those immigrants, “non-compliance” on their part was involuntary. Had they have 
been more aware, it is believed that a large proportion of them would have complied. 

Language barriers make accessing services and fi nding employment diffi  cult for new immigrants. Learning 
a new language takes time and postpones the successful integration of these immigrants into communities 
and the workforce. Th e fact that many immigrants don’t speak English or French when they arrive in 
Canada presents a challenge for the tax administration17. (Figure 17 represents the Major Languages 
Groups in Canada). To some extent, compliance by this segment of the population is dependent on the 
administration’s ability to deliver services and education in languages other than English or French.

Consequently, it should be no surprise that a major component of Canada’s tax compliance strategy with 
respect to immigrants is education about their Canadian tax obligations. Not only must this compliance 
strategy take in account language barriers to eff ective communication of Canadian tax obligations, it 
should attempt to understand the taxation environment in key source countries.

Figure 17

Major Canadian Language 
Groups, 2001 Anglophones 
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Chinese:  2.9%
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German:  1.5%
Punjabi:  0.9%
Spanish:  0.8%
Portuguese: 0.7%
Polish:  0.7%
Arabic:  0.7%
All Others: 7.4%

Source: Statistics Canada

15   The individual tax base currently makes up 48.3% of Canadian tax collected. (Fiscal year 2002/03, Fiscal Monitor, Finance 
Canada.
16  Canada Customs and Revenue Agency, New Immigrants Outreach Program, Pilot Project Survey Results, 2002.
17  For example, Chinese is now the third mother tongue used in Canada. In 2001, it accounted for 2.9% of the total population of 
Canada, up from 2.6% fi ve years earlier.
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Women in the Workforce
One of the most important additions to the labour pool over the past 30 years has been women 
joining the workforce on a more or less permanent basis, as shown in Figure 18. Th is has been of great 
importance in the postwar development of the labour force, and therefore of great importance to the 
Canadian economy. 

Figure 18
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Over the next few years, the labour force will be boosted by a continued increase in the participation rates 
of women over the age of 50. Even if historically, the participation rates of this age group have been low, 
they are expected to rise as female Baby Boomers grow older and replace the working women of the pre-
1960s generation. Th e data suggest that the female Baby Boomers are more active in the labour market 
than previous cohorts, as shown in Table 4. However, their participation rates will fall dramatically after 
2010 as the Baby Boomers move into retirement.

Table 4: Increasing Share of Women in the Older Workforce, 1976 and 2001

1976 2001

45-54 years 48.2% 76.3%

55-64 years 31.9% 41.8%

Source: Human Resources Development Canada: Shifting Composition of the Workforce

Aboriginals
Another unique aspect of Canadian diversity is its Aboriginal people. In First Nations, for example, there 
are more than 600 diff erent communities that fall under approximately 50 culturally and linguistically 
distinct groups dispersed across Canada.

Aboriginal peoples’ share in Canada’s total population is on the rise. From 1901 to 2001, the aboriginal 
ancestry population has increased tenfold, while the total population of Canada rose by a factor of only 
six.18 Aboriginal population growth is uneven across Canada: the highest concentrations of aboriginal 
population are in the North and on the Prairies. Table 5 shows the growth will continue in the future, and 
mostly on reserves.

18   The Aboriginal populatin represents approximately 4 percent of the Canadian population.
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Table 5: Aboriginals Population Growth, 1998-2008

1998 2008

Total On Reserve Off  Reserve Total On Reserve Off  Reserve

658,824 387,878 270,946 798,211 508,876 289,334

Source: Indian and Northern Aff airs Canada: Registered Indian Population Projections for Canada and Regions

Th e aboriginal population, especially in the Far North, is an incredibly young, fertile population: it is 
those children who will need to fi ll jobs in the future. Such demographics will create pressing challenges 
in the coming years. Even though the aboriginal population is becoming more educated, the gap with 
the non-aboriginal population is still large, with only about 50% of Aboriginals completing secondary 
education. Th e situation on reserves is even worse19, which is a particular concern since the young 
aboriginal population is the fastest growing in the country. 

From a taxation point of view, the integration of aboriginals into the general labour force presents an 
administration challenge for tax authorities. Th ere is a specifi c section in the Indian Act that exempts 
from taxation the personal property of an Indian/Aboriginal situated on a reserve, and the courts have 
determined that employment income is personal property. Th erefore, when at least 90% of the duties 
of an employment are performed on a reserve, all of the income of an Indian/Aboriginal from that 
employment will usually be exempt from income tax (if less then 90%, the exemption is prorated). Also, 
when the employer is resident on a reserve and the Indian/Aboriginal lives on a reserve, all of the income 
of an Indian/Aboriginal from an employment will usually be exempt from income tax.

One of the main challenges for the Canada Revenue Agency (CRA) is to determine whether the 
employment income earned by an aboriginal is situated on a reserve or not20. In addition, some goods 
and services are routed through Aboriginal reserves for the sole purpose of taking advantage of the tax 
exemption status of the reserve21. Given the sometimes tense environment between aboriginals and 
government, it is diffi  cult for the CRA to verify which transactions are indeed tax exempt and even more 
diffi  cult to enforce tax law at times.

Potential Sources of Supply for the Declining Canadian Labour Force
Keeping Seniors in the Workforce Longer
Statistics shows that two-thirds of Canadians retire before the full CPP age of 6522. Evidence from the 
Labour Force Survey shows that since the late 1970s, the average age of retirement in Canada declined 
from about 65 to 61 years of age. Th is trend needs to be stopped or reversed to alleviate the labour supply 
shortage. Legislation may be passed to encourage older workers to retire later in their careers. In some 
cases, older persons may fi nd that they have not saved enough to retire comfortably, and may supplement 
their income by re-entering the workforce as an employee or a self-employed person.

19  The average annual income for Aboriginal people is half that of non-Aboriginal people, 50 percent of Aboriginal children live 
in poverty, the unemployment rate is three times higher, in some places reaching as high as 90 percent.
20  For example, CRA views self-employment income from logging or trucking as income that would likely have been earned off  
reserve, and therefore taxable.
21  Indian reserves have been implicated in the facilitation of underground economic activities such as cigarette and alcohol 
smuggling between the U.S. and Canada, among other illegal activities.
 22 Early retirement is more common in public sector. (58.5 years in the public sector, 61.3 years in the private sector, and 65.0 years 
as self-employed).
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Attracting More Skilled Immigrants
Even though postponing retirement will help alleviate some of the labour shortage pressures in the future, 
the key for maintaining the labour force will continue to be attracting skilled immigrants to Canada. 
An increasing number of immigrants will be needed to fi ll some of the future job gaps. Newly arrived 
immigrants are, on average, better educated than they were a decade ago. In all, 61% had qualifi cations 
above the secondary level. Th is compares to 48% for immigrants of the 1980s and 1970s. New 
immigrants clearly played a role in the growth of highly skilled occupations over the decade, particularly 
computer-related occupations and accountants. Recent immigrants were also over represented in 
engineering and natural sciences occupations.

Increase the Participation of Aboriginals in the Workforce
Th e Aboriginal population is a potential source of supply to address labour shortages in Canada, since 
Aboriginal people have a high fertility rate. Th is potential cannot be realized without the adaptation of 
both aboriginal people and the mainstream employers. Aboriginals need to increase their participation in 
the labour market, become successful in starting their own businesses, and strengthen their employability 
skills in the mainstream workforce. Employers need to become more aware of the opportunities off ered by 
the aboriginal labour force.23 

Continuing to Educate Canadians
Th e 20th century has seen dramatic changes to the educational system in Canada. At the beginning 
of the century, Canada was still a largely agricultural nation that did not put much of a premium on 
education24. Th e 20th century witnessed some of the greatest advances in education, especially in the area 
of postsecondary education. Th e number of Canadians with college or university schooling had grown 
tremendously since the Second World War so that, at the close of the century, Canadians with university 
degrees outnumbered those with less than a Grade 9 education. In 1951, just 2% of the population had 
education beyond high school. In 2001, more than 50% did. Th e population aged 25 and over who had 
not completed high school also dropped signifi cantly from 37% in 1991 to 29% in 2001. Canada entered 
the 21st century with a population better educated than ever, as shown in Figure 19.

Figure 19
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23 The federal government has made some signifi cant advances to encourage aboriginal peoples to participate in the general 
workforce. The Procurement Strategy for Aboriginal Business (PSAB) was implemented in April 1996. It was designed to stimulate 
aboriginal business development and to increase the number of aboriginal fi rms competing for, and winning, federal contracts.
  24 Statistics Canada, 100 years of…, Canadian Social Trends, Winter 2002.
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Today, the “bar has been raised” to gain entry into the workforce, with 94% of all jobs in Canada now 
requiring at least a high school diploma. Within the next few years, it is projected that seven in ten new 
jobs will require some form of post-secondary education or training.

According to the OECD, Canada is the world leader in education. If university and college are combined, 
no other OECD country has a higher proportion of graduates than Canada. Th is is due to the high post-
secondary enrolments in Canada and the fact that over 40% of immigrants who arrived in Canada during 
the 1990s are university graduates. In fact, the demand for skills in the new economy is refl ected in the 
tremendous growth in post-secondary graduates between 1991 and 2001.

Th e government is making some improvements in this area recently. For example, it has increased its 
investment in education through such vehicles as the Registered Education Saving Plans (RESP), grants 
and Millennium Scholarships.

In terms of fi elds of study, changes during the last decade refl ect increasing numbers of students choosing 
technology and business fi elds. To a large extent, these changes were a response to the technological 
and business demands of the 1990s. Overall, the largest growth among men occurred in fi elds related 
to technology, such as engineering and computer science, at the university level, and data processing at 
colleges. Men also showed a strong interest in business and commerce. Th e primary focus among women 
at both university and college levels were on subjects related to business, commerce and fi nance.

Double Cohort. It is worth mentioning the Ontario’s “Double Cohort” - two classes graduated from 
high schools in 2003 because of the reduced curriculum from 5 to 4 years. Th is resulted in a record 
number of university enrolments in September 2003 and predictably a record number of graduates 
and applications to professional schools or jobs four years down the road. Th e double cohort is just the 
beginning of what’s expected to be a decade-long enrolment boom. University offi  cials predict a student 
wave will roll through campuses over that time, adding an estimated 90,000 students to their classrooms. 
Furthermore, schools across the country are just starting to feel the pressure of the Echo Boom, a spike in 
the number of Baby Boomers’ off spring looking for seats on campuses. Th e number of students fi ghting 
for a spot in university is expected to keep increasing over the next decade. 

Th is increasing trend to acquire higher levels of education could have an impact on the tax 
administration, although opinions diff er on what the impact may be. Better-educated people tend to 
understand the tax law better. Th ey tend to hold better jobs, earn higher pay and enjoy higher living 
standards. Th ey may become more compliant as a result of their social status (in part due to their level 
of education) or they may represent a greater risk of tax fraud25. People with less education, on the other 
hand, may be less aware of all their obligations under the tax system, leading them, often unwillingly, to 
non-compliant behaviour26.

When a person retires, they often take years of on-the-job experience with them that the organization is 
hard-pressed to recover. As a result, new employees fi lling the shoes of their retiring counterparts have an 
additional hurdle to overcome in order to perform eff ectively. 

25 While higher socio-economic status in some studies was found to lead to a greater commitment to obey the laws of society 
(for example, Geis and Meier, 1977), Yankelovitch et al (1984) among others have found the level of formal education is negatively 
related to self-reported previous compliance in surveys. More empirical work must be done in this research area, however. 
26  The U.S. General Accounting Offi  ce (GAO) found that non-fi lers tend to have low educational attainment, for example.
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Th e school-to-work transition is already diffi  cult for our young people. Our education system is directed 
primarily towards academic success. Th e “school fi rst–work later” model leads to missed opportunities 
in developing valuable employability skills, attitudes, and behaviours in our youth while they are still in 
school. Canada could make great strides in developing its human capital if it had signifi cant increases in 
co-operative programs and if businesses were more willing to hire young apprentices and youth during 
their education years. Easing the school-to-work transition is a high priority for the government, because 
it increases the chances that students will become successful workers. Th e federal government could be 
faced with more costs than revenues if the pool of qualifi ed labour shrinks dramatically. Employment 
policy should continue to focus on ensuring that young people have the skills they need to fi nd gainful 
employment. Employers may discover that they will have to be much more diligent in terms of on-the-job 
training to ensure that their employees possess the required skills to perform eff ectively.

Despite the government’s current investment in education through scholarships, RESPs and grants, 
students have more out-of-pocket expenses to fi nance their university education, which in turn increases 
their debt load.

Having accumulated so much debt during their undergraduate years, many of Canada’s top students may 
go to the United States where they may fi nd high-paying jobs and lower taxes, as well as fully funded 
spaces in graduate schools. As student spaces at Canadian schools become more and more competitive 
because of demographic shifts (i.e. the double cohort eff ect), the “brain drain” will likely increase and 
may aff ect undergraduates as well27. Th erefore, although the current trend towards better education may 
continue, it will come at a higher price for Canada’s labour force.

Adult Education and Employee Training
 Canada does relatively poorly in employee training, and this is contributing to our skills shortage. 
According to the 2002 World Competitiveness Yearbook, Canada placed 12th out of 49 countries in its 
ranking of employee training as a high priority, based on a survey of Canadian executives. Furthermore, 
only about 30% of Canadian adults of labour force age participate in learning and training, a much lower 
percentage than in many other countries. Th is lack of investment in lifelong learning makes it increasingly 
diffi  cult to develop and maintain the skills people need to contribute to their potential. Th e rapid pace 
of change in the world of work— technology and functions—demands that Canadians constantly learn 
and upgrade their skills. Continuous learning is essential to organizational adaptability, innovation, and 
change.

Over the recent years, employers and employees have been more committed than ever to on-the-job 
training, continuous and life-long learning. Immigrants who had already acquired a university degree 
prior to immigration are among those planning to further their postsecondary training at a Canadian 
university. In fact, two-thirds of newcomers with a university education indicated an intention to pursue 
further university-level training after their arrival in Canada28.

27   Human Resources Development Canada, A Study on Preparing Canada’s Youth for the Job Market of the Future, SPR 
Associates Inc., March 2002.
28  Statistics Canada, Longitudinal Survey of Immigrants to Canada, The Daily, September 4, 2003.
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Economic and Financial Trends
Economic and Financial trends are dependent on the factors infl uencing the labour force. Th e following 
section describes the “big picture” view of key economic and fi nancial trends in Canada in light of the 
previous sections’ analyses.

Economic Growth
Canada’s real economic growth is expected to average 2.6% per year between 2005 and 2015, lower than 
the averages we’ve enjoyed in the past. It refl ects the ageing of the population and its impact on labour 
force growth, and a general slowing in the pace of technological change as the high-tech revolution 
matures. 

Th ere is considerable variation in projected growth rates across the provinces, as shown in Figure 20. 
For the Atlantic provinces and Quebec, the below-national-average GDP growth rates refl ect relatively 
slower population growth and relatively larger ageing impacts. Ontario, Alberta, British Columbia and 
the Territories are projected to grow faster than the national average, except for Alberta in the second half 
of the projection period. Manitoba and Saskatchewan are also projected to grow more slowly than the 
national average.

Figure 20
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In the previous sections, we discussed the labour shortages Canada is likely to experience in the future. 
As labour input declines, economic growth is likely to fall, leading to slower growth of income and 
consumption driving revenue growth rates below those experienced in the past. In fact, as a large fraction 
of the population moves out of their peak earning and spending years (mid-forties and mid-fi fties), tax 
revenue growth can be expected to show somewhat slower growth, as explained previously. Population 
ageing may have repercussions on the whole spectrum of government revenues.

Furthermore, the change in the dependency ratio29 means that there will be fewer people of working age 
to fi nancially support a growing number of seniors. Th e ageing of the population suggests a sharp increase 
in federal spending on elderly benefi ts over the next forty years.

29 Please see footnote 8 on page 21.
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While an ageing population will undoubtedly lead to an increase in the cost of many of Canada’s social 
programs, research tends to show that there will not be an unmanageable increase in the economic burden 
placed on society. As the demographic structure of the population changes over the next forty years, 
governments may experience some fi nancial relief from the anticipated decrease in demand for education 
and health services (because the younger generation is a relatively smaller population).

In the future, the shift from many young dependents to many old dependents will help counteract the 
increased economic burden of an ageing population, although this is likely to be more than off set by 
the pressure of the Baby Boomer cohort on the health care system. As the population becomes more 
concentrated in elderly age groups, government programs that are directed to these groups will experience 
the most rapid growth.

Over the long run, consumption patterns will also change considerably for Canadians as a direct result 
of the demographic shift that is under way. Over the next few years, the Baby Boomers will be moving 
through their peak spending years, purchasing durable goods for themselves and their children. However, 
between 2005 and 2015, this group will be saving more as they prepare for retirement. 

Th e challenge for the CRA is to maintain an eff ective fl ow of government revenue in order to sustain 
social benefi ts. Th is challenge will be heightened amid the declining labour force and slowed economic 
activity. To address this challenge may require an increased emphasis on risk assessment, non-compliance 
identifi cation, public education or some increased utilization of existing compliance instruments.

Canada’s Living Standards
Th ere is widespread concern about the living standards that will be available for the generation that 
follows the Baby Boom cohort. Th e ageing of the Baby Boom generation may put strain on our public 
fi nances, and that average living standards may suff er as a result. But there is signifi cant disagreement 
about the possible magnitude of these eff ects. Researchers predict that there will be a fall in the average 
living standards of all those alive when the Baby Boomers retire30. Compared to what has been at stake 
in other major policy debates, this predicted reduction in living standards is regarded as signifi cant, but 
certainly manageable. 

Income Patterns

Employment Income Relatively Stable
Employment income remains by far the largest component of total family income. Earnings accounted 
for about 80 cents of every dollar of family income in 2000. Government transfer payments, such as 
old-age pensions, employment insurance benefi ts, child tax benefi ts and Goods and Services Tax credits, 
contributed 10 cents of every dollar of income. Th ese components varied widely between families at 
the top of the income distribution and those at the bottom. For the 10% of families with the highest 
incomes, earnings represented 88 cents on the dollar, and government transfer payments only one cent. 
For the 10% of families with the lowest incomes, earnings represented only 31 cents on the dollar, and 
government transfer payments 62 cents.

30   William Scarth and Malick Souare, Baby Boom Aging, and Average Living Standard, Social and Economic Dimension of an 
Ageing Population (SEDAP), research paper #68, February 2002.
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Income Inequality
Th e median income of Canadian families was essentially unchanged in the last decade (after adjusting 
for infl ation). Incomes of families at the bottom half of the income distribution showed little or no 
improvement through the 1990s. On the other hand, the 10% of Canadian families with the highest 
incomes experienced substantial gains. Th e combined income of the 10% of Canadian families with 
the highest incomes accounted for 28% of total family income. Th e 10% of families with the lowest 
incomes made up less than 2% of all family income. Rising income inequality has been driven primarily 
by stronger wage growth for high-income earners, and by cuts in social transfers, which have reduced the 
income equalizing eff ects of social programs. Unfortunately, it is easy to foresee the continuing trend of 
income inequality: the rich are getting richer, and the poor are getting poorer.

Managing those two extremes is costly and challenging for the Canadian Revenue Agency. Low-income 
individuals are not as large as those amounts by higher-income families, however the size of the former 
group makes the total tax at risk fi gures large. On the other hand, high-income individuals are part of 
a smaller group, but they have the resources to utilize complex strategies to that make it diffi  cult for 
the CRA to verify and collect the proper amount of tax owed under the laws.31 In order to promote 
compliance, the CRA must strike a balance of resources at these two extremes to minimize total tax at 
risk.

Personal Disposable Income 
Personal disposable income has been on the rise in the last decades, as shown in Figure 21. In addition, 
the number of dual-earner families has increased dramatically in the same period and has now become the 
norm. From a taxation point of view, more income per family generally translates to more tax revenue.

Figure 21

Personal Disposable Income 
Per Capita, 1981 – 2002

$5,000

$10,000

$15,000

$20,000

$25,000

20011999199719951993199119891987198519831981

Source: Statistics Canada & the Bank of Canada

As the population ages, and an increasing number of Canadians leave the workforce, elderly couples will 
make a transition to retirement income, whether it be a public or a private plan. In general, these plans 
allow for less disposable income. At the same time, there will be an increasing demand for social benefi ts, 
such as health care for the ageing portion of the population.

31 Tax evasion strategies employed by the non-compliant wealthy individual include aggressive tax planning measures which 
exploit the “grey” areas of the legislation, as well as the use of complex business structures that exist for the sole purpose of 
reducing tax (often involving low-tax jurisdictions with banking secrecy provisions).
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Shift Towards Retirement Income
Canada’s retirement income programs include private pensions (employer-sponsored and individual 
plans) and public pensions (government-administered/sponsored plans). Th ere are three major types 
of retirement programs in Canada: Registered Pension Plans and Registered Retirement Savings Plans 
are private, and the Canada/Quebec Pension Plans are public. Another public plan, Old Age Security 
(including the Guaranteed Income Supplement and the Allowances) also provides income to seniors, but 
is unrelated to work history.

Employer pension plans (trusteed pension funds). About 5.5 million Canadian workers belong to 
employer pension plans, and of these, about 4 million are members of trusteed plans. Th e remaining 1.5 
million workers with employer pension plans are covered by the consolidated revenue funds of the federal 
and provincial governments or by insurance company contracts or Government of Canada annuities.

RRSPs. In line with the massive retirement of the baby boomers in the near future, a huge amount of 
Registered Retirement Savings Plan (RRSP) monies will eventually be withdrawn. Retirees will have to 
pay taxes on withdrawn RRSPs, increasing Revenues for the government through (income) taxes. More 
revenue will therefore come from retirement income, instead of the more substantive productive income. 
RRSPs are mainly used by middle - and higher - income Canadians -- the ones who are able to aff ord the 
contributions. According to Statistics Canada, while 80% of those with incomes of $50,000 or more save 
for retirement through RRSPs and/or workplace pension plans, only one-third of those earning between 
$20,000 and $30,000 are able to do so. Moreover, of those who did not save through either RRSPs or 
workplace plans, 81% had incomes of less than $20,000. 

Th e Canada Pension Plan. Th e CPP, which was established in 1966, provides basic benefi ts when a 
contributor to the Plan becomes disabled or retires. At the contributor’s death, the Plan provides benefi ts 
to his or her survivors. As a result of contributions to the Canada Pension Plan and an employer’s 
matching contributions, the Canada Pension Plan may provide a retirement pension, a disability benefi ts 
or survivor benefi ts. Th e pension is designed to replace about 25 percent of the earnings on which a 
person’s contributions were based. CPP pensions vary based on the individual’s work history and the level 
of their pensionable earnings. 

Old Age Security. Canada’s Old Age Security (OAS) Program, which includes the Basic OAS pension, 
the Guaranteed Income Supplement (GIS) and the Allowance, is intended to fi nancially support needy 
seniors (seniors can begin receiving payments as early as age 60). Old Age Security provides varying 
degrees of income to 98% of all seniors. However, seniors’ income from Old Age Security and Guaranteed 
Income Supplement has been decreasing, from 30% of their total income in 1990 to 27% in 1999. Th is 
can be explained by the growing importance of private pensions and the Canada/Quebec Pension Plans.

It is widely believed that Canada’s public pension system will face a funding crisis and inevitable collapse 
under the weight of the large and looming demands of the ageing Baby Boomer generation. While the 
costs of Canada’s public pension system will certainly increase as the population ages, Canada’s steady 
immigration and economic development will likely fuel a level of growth adequate for the system to 
sustain itself. Furthermore, future pensioners will likely have a better standard of living, as the percentage 
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of seniors with a post-secondary education is expected to increase substantially. Th is may result in a high 
level of retirement income being drawn from private, pre-funded pension plans (such as RRSPs) and 
proportionately less demand on income-tested public pension programs.

About one-third of people in their late 40s and 50s feel they haven’t made adequate fi nancial preparations 
to maintain their standard of living after they leave their job. Th ose Canadians may not have saved 
enough to replace a large part of their earnings, or to generate an income in retirement that is likely to be 
above Statistics Canada’s low-income cut-off . 

Th e CRA have to ensure that RRSP and other pension plan withdrawals are taxed in an appropriate 
manner. Th ey must also ensure that wealth transfers to the next generation are done according to existing 
laws in Canada. Th irdly, tax authorities must be aware of issues that may arise when a retiree does not 
have suffi  cient income to support an adequate lifestyle, such as a re-integration of some retirees into the 
labour force and other potential compliance issues.

Technology and Tax Compliance
Looking at the rapid advances in technology over the past decades, it is clear that the majority of 
individuals in Canada are comfortable about the use of technology in their daily lives. Th is trend is 
expected to continue and grow as younger generations of Canadians are exposed to diff erent technologies 
at a younger age. Technology is a facilitator. It provides opportunities for the CRA to make compliance 
with tax laws easier, but it also provides opportunities for non-compliance. Th e use of technology 
in Canadian society presents a number of challenges for the CRA, from improving public access to 
government information and services to developing tax compliance strategies for an increasingly “wired” 
tax base.

E-Connected Canadians
Canada is one of the most wired, computer literate nations in the world:
100% - of geographic coverage by satellite
98.6% - of households have a telephone
58% - of households have cell phones
74% - of households have cable
77% - of households have a computer
75% - of Canadians overall have Internet access
62% - of households have Internet access
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 Internet Usage
Th e Internet is the dominating example of the current “electronic world” – a virtual space created through 
the use of technology where participants can interact and do business with one another from diff erent 
global locations. Canada is fi rst among all G-7 countries in the percentage of its population that uses the 
Internet, as per Figure 22. 

Figure 22
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After surging during the late 1990s, the growth in Internet use among Canadian households has levelled 
off . Because the majority of these households have already adopted the Internet, the capacity to sustain 
the high growth rates observed in previous years of 19% in 2001 and 24% in 2000 has been much 
reduced. In 2002, 67% of the population said they used the Internet in the past 6 months.32

Figure 23
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Internet use was highest among households with members who surfed at home. Figure 23 shows that 
86% of Internet users used the Internet from home in 2002. Households with high income, members 
active in the labour force, those with children still living at home and people with higher levels of 
education have been in the forefront of Internet adoption. 

32   CCRA Annual Survey, 2002
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Not only will more Canadians be connected with each other in 2010, but they will also be connected 
with more people from around the world. Banking, purchasing, advertising, designing, job postings, 
travel arrangements, training and academic courses, health information, conferences and registrations are 
all at the consumer’s fi ngertips. Individuals with a computer can become their own stockbroker, getting 
hourly updates on the stock market. Canadians are also relying on the Internet to inform themselves 
about a variety of consumer needs, such as banking, investing, and purchasing goods and services.

Canada’s E-government
According to the Fifth Annual Accenture eGovernment Study,33 Canada ranks Canada fi rst among 
22 countries in e-government for the fourth year in a row. Accenture’s annual e-Government study 
ranks countries according to the maturity of on-line services, describes global trends and provides 
recommendations to governments for improving their on-line services and delivering innovative solutions. 

Canada continued to increase the gap between itself and the other countries studied. According to 
Accenture, “Once again, Canada’s focus on self-examination and its relentless pursuit of user feedback 
have allowed it to build what is clearly one of the world-leading customer-focused government on-line 
programs.”

Canadians are fl ocking to Government of Canada on-line services. According to a recent survey, 66% 
of Canadian Internet users visited a government Web site in 2003. More than 80% of Canadians whose 
most recent contact with the Government of Canada was by Internet were satisfi ed with the services they 
received (EKOS, Rethinking the Information Highway, 2003).

Electronic Tax Services
Responding to the increasing demand for electronic services, the Canada Revenue Agency has provided 
more information on-line on it’s website, and has expanded its electronic fi ling options to a wider range of 
individuals, as can be seen in the following diagram.

Figure 24
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33 The Accenture report, eGovernment Leadership: High Performance, Maximum Value.



41

As of April 2004, approximately 9 million people have fi led their 2003 income tax return. More than 1.4 
million people used NETFILE to electronically transmit their income tax return. Th is is an increase of 
23% over last year. 

Th e increase in NETFILE use refl ects an overall increase in electronic fi ling, with more than 4.9 million 
returns fi led electronically -- an increase of 14.9% over last year.34

Last year, 39% of all T1 individual returns were fi led electronically, a number that is expected to approach 
50% during 2003-2004.

Not all Canadians have access to the Internet, however, and this makes it more challenging for the CRA 
to invest in paper-based as well as electronic resources to meet service demands in a fair manner for all 
individuals.

Electronic Filing and Tax Compliance
Although electronic fi ling services facilitate compliance by providing timely tax information, reducing 
the paper burden on individuals and the time the return spends “in transit” between the CRA and 
the taxpayer, there are still some perceptions about fi ling a tax return electronically that may impact 
compliance.

For example, the CRA can review most paper returns by checking the documents attached to them, 
without having to contact individual taxpayers or their representatives. To verify electronic returns, the 
Agency needs to contact tax fi lers or their representatives to retrieve and verify supporting documents. As 
a result, reviews of EFILE returns may be perceived as an increase in verifi cation activity.35 Th e perception 
on the part of the taxpayer that paper returns are checked less often than electronic returns may result 
in a higher level of reporting compliance on the electronic returns, or a portion of the population may 
continue to fi le paper returns to avoid increased scrutiny.

The Internet and Tax Myths
Canadians are bombarded with questionable information from websites promoting various ways to avoid 
payment of Canadian Income tax. Despite on-line educational eff orts by enforcement agencies, the CRA 
as well as the Competition Bureau, many people fall victim to fraudulent tax schemes and myths every 
year.

Th e general strategy to combat myths and tax schemes has been to provide the right information on the 
CRA website, as well as the consequences of non-compliance (for example, publishing the names of those 
prosecuted under the Income Tax Act and Regulations).

In an increasingly wired world, Canadians need to be informed of their rights and obligations under 
the tax system. Technology may facilitate non-compliance in some ways because it provides more 
opportunities for those who choose to be non-compliant (compared with paper transactions that are 
constrained by geographical restrictions). For this group, the CRA uses a compliance strategy that relies 

34 Canada Customs and Revenue Agency, News Release “Electronic Filing of Income Tax Returns Jumps in 2004”, April 5, 2004.
35 The Business Link – Business Service Centre, Q&A, Electronic Filing, E-File, January 2004.
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on its sophisticated risk assessment systems to identify high-risk groups of individual for verifi cation 
activities. To identify non-compliance activities that involve other countries, Canada participates in 
various international fora such as the Organization for Economic Cooperation and Development 
(OECD), an entity concerned with the erosion of the tax base of industrialized countries. Countries in 
these international forums can share their information on an individual and get “big picture” view of 
his activities to verify tax compliance for each country. Recently, Canada signed an information-sharing 
agreement that will make it easier to track down non-compliant individuals and businesses.36 Given the 
increasing trend towards globalization, Canada must continue to work with other countries in order to 
preserve its tax base, as well as creating domestic information and enforcement strategies that will preserve 
the integrity of Canada’s self assessment system.

Conclusion
By examining demographic and economic trends and projecting their anticipated direction into the 
future, the CRA can be more proactive in developing eff ective compliance strategies and risk assessment 
models. 

Canada’s population growth is slowing, and the population is ageing. A large portion of the population 
will soon be moving out of the workforce, leaving a smaller group of workers to support the increasing 
demands on Canada’s social network, including the health care system. Immigration will continue to play 
a signifi cant role to alleviate the downward pressure of population growth and labour force growth. In 
turn, new Canadians will demand tailored tax services that meet their unique needs.

Evolving demographic trends will be felt on the labour market, slowing Canada’s economic growth in the 
future. Anticipating a generally negative impact on tax revenues, the CRA must position itself to mitigate 
a reduction in the tax base through improved risk assessment techniques, public education and increased 
use of existing compliance instruments.

Rapid technological advancements, globalization and international pressures will continue to contribute 
to the changing composition of Canada’s workforce, Canada’s level of prosperity, and Canadian society 
as a whole. Technology is a two-edged sword for tax authorities. On one hand, technology facilitates 
the access and delivery of tax services to Canadians across the country. People who fi le their tax returns 
on-line, for example, get their refunds weeks before a person who has fi led on paper. On the other 
hand, technology also facilitates non-compliant activity by providing opportunities to those willing 
to circumvent the intent of tax laws. Th e Internet provides access to countries with bank secrecy laws, 
preventing the collection of evidence in a suspected case of tax evasion, for example. It also is a host to a 
multitude of electronic transactions that leave no obvious trail for auditors to follow.

Th e changing profi le of Canadian individual taxpayers will create signifi cant challenges for Canadian tax 
authorities in the coming decades. Dealing with a smaller and more diverse work force in the future will 
necessitate tailored compliance strategies constructed with in-depth knowledge of the characteristics each 
sub-group in the population. In addition, tax authorities must anticipate the eff ects of economic, labour 
and other policy changes that are designed to address the declining growth of Canada’s population.

36   Canada signed the Convention on Mutual Administrative Assistance in Tax Matters (The Convention) April 28, 2004 in 
Paris. The Convention provides a stable framework for governments to combat tax evasion on a global scale by sharing tax 
information multilaterally. This international agreement will mainly apply to multinational businesses and covers Canadian 
taxes that fall under the Income Tax Act, Excise Tax Act, and the Excise Act, 2001.
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