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Foreword

Over the course of the 20th Century, Canadian consumers became accustomed to
borrowing money to finance consumption; both to acquire durable goods and to
bankroll variable spending. During this time, synchronized normalization found
its way into the collective psyche – making borrowing natural and relatively
simple – to a point where Canada now registers record high levels of consumer
debt as we navigate the first decade of the 21st Century. Part of a more global
phenomenon, debt-laden North Americans, are now asking whether we have
become unduly dependent on financing and question also whether individual
and collective capacities to service debt may be susceptible.
Concurrently, many Canadians have come to appreciate the circular nature of
personal financing and its role in economic progress, gross domestic product
(GDP) growth, and national wellbeing. The question of course becomes – when
is enough, enough. With governments challenged to cut back, businesses
confronted with the prospect of laying off employees, stock markets exhibiting
significant volatility, and certain economic agents in retreat, it is instinctively
reasonable to concede that we may be reaching saturation levels of consumption
and indebtedness. Some Canadians are realizing that they may no longer borrow
and spend the way they did during the last two decades while younger
Canadian adults are being enrolled in the most radical crash course in home
economics ever dispensed.
To be sure, the recent global economy was unsteadily perched on the edge and
consumers have had the opportunity to witness, and to experience, the instability
that can surface from a fragile economy. Debt service has steadily risen during
the 20th Century through the first decade of the 21st Century to a level where it
now represents a significant proportion of an average wage-earners regular
income. And while beyond the scope of this paper, we might remind ourselves
that the imposition of debt extends beyond the individual actions of households
to the providers of public services at the municipal, provincial/territorial, and
federal levels which likewise collect taxes for the purpose of, in part, servicing
universal debt incurred.
Recognizing the virtues of lending, the importance of commerce, and the
necessity of fiscal prudence, the Certified General Accountants Association of
Canada (CGA-Canada) has, since 2007, been monitoring collective attitude
towards spending and indebtedness. Of principal interest, CGA-Canada has
sought to analyze the perceived economic wellbeing and financial prowess of
9

Canadians and to reconcile the solicited views of Canadians with publicly available
statistical information and measures of household wealth and indebtedness.
Encouraging, is the symmetry exposed between consumer perceptions and the
actual economic reality revealed by the corresponding economic indicators.
Complemented by timely consumer surveys administered in the spring of 2007,
late fall of 2008, and late winter of 2010, CGA-Canada has sought to identify the
perspectives of Canadians on the changing levels of their indebtedness and on
attitudes towards spending and saving. Regrettably, we are compelled to report
that the financial state of the Canadian household has continued to deteriorate.
That said it is our intent however that works such as these will heighten awareness
amongst Canadians and effect behavioural and policy changes that optimize
productivity and wellbeing. With growing government deficits, globalization of
business competition and excessive anticipated pressure on retirement security,
Canadians will be well served to navigate and to marshal their individual
resources. Moreover, it is contended that the actions of society will reasonably
be enjoined to the actions and vibrancy of the nation.
In a constricted economy and as personal bankruptcies and credit card
delinquencies crest, debtors will be wise to exercise conservatism. Moreover,
a return to prudent spending, debt retirement, saving, and investing can serve the
agendas of individuals and commerce alike with a view to better buttressing a
less vulnerable long-term Canadian economy. Though Canada may have averted
enduring recession and the glimpse of recession, the global economy is in a
precarious position and it may nevertheless take some time, and responsible
action, to counterbalance the effects of this most recent recession. If we are to
preserve our orthodox economic system, it is time to empower Canadians to
engineer an economy which relies less on immediate consumption, excessive
leveraging, and hardship – one that commands a cultural shift more befitting
of the resources and talents at our disposal.
Anthony Ariganello, CPA (Delaware), FCGA
President and Chief Executive Officer
The Certified General Accountants Association of Canada
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Introduction

The economic news of the past three years has attracted elevated attention –
even from otherwise inattentive observers. In various countries around the
world, good economic times turned (suddenly for many) into challenging
times. Fortunately for some like Canada, economic trajectory has transmuted
into interesting times.
In the Canadian context, “good times” consisted of a 17-year recession-free
economy featuring modest yet steady income growth, high demand for labour,
expanding business activity, favourably high commodity prices and a strong
demand for Canadian exports. “Challenging times” (branded by some as a
“Great Recession”) were marked by a severe, synchronized global recession
featuring rocketing unemployment, a crash in commodity prices and a real risk
of seizure of the global financial system. “Interesting times,” which have now
emerged, have witnessed the formation of a global economic order where the
policy response is internationally coordinated, the timeframe for action is limited,
the need for stronger and more effective regulation is recognized, and the shift
of economic powers from developed to developing nations is budding.

The growth in household
debt had been strong
during “good times,”
showed a remarkable
resilience during
“challenging times,”
and seems to be set to
continue its upward
trend as we navigate
“interesting times”

Deleveraging and a shift from consumption to saving are other elements that
are widely expected to be the main characteristics of the “interesting times.”
Although this correction is possibly overdue and can be contended to form part
of the normal business cycle, it may also prompt global economic growth to
become more volatile and sluggish. Although the Canadian financial system is
sound and macroeconomic strategy is well balanced, being a ‘small’ economy,
Canada’s wellbeing may depend greatly on a wide range of global economic
forces during these “interesting times.”
Ironic as it may be, the dynamic of the Canadian households’ use of financing
is one of the few things that did not, at least to the end of 2009, noticeably
adjust to a changing economic reality. The growth in household debt had been
strong during “good times,” showed a remarkable resilience during “challenging
times,” and seems to be set to continue its upward trend as we navigate
“interesting times.”
The culture of consumption (or the well developed habits of unrestricted
spending) is probably one of the important variables explaining the unaltered
trend in household borrowing. Public policy though, could also be an important
contributing factor. Similar to the overall shift in the economic environment,
the policy approach to household debt has seen a number of turns. The years prior
11

to the financial crisis were primarily characterized by ‘inaction’ accompanied
by a close monitoring of the financial health of the household sector by the Bank
of Canada. As the financial turmoil and economic downturn was unfolding,
consumer spending had become one of the forces of last resort counted on to
pull the sinking economy out of the recession, and possible deflation and
depression. In late 2008 and early 2009, the federal government’s extraordinary
stimulus measures were heavily focused on assuring continued access of
households (and businesses) to credit. In late 2009, fears of excessive leveraging
of Canadian households were flagged by the Bank of Canada, and by others
including the Certified General Accountants Association of Canada (CGA-Canada)
and the federal government introduced measures tightening conditions for
mortgage borrowing.

The rapidly
deteriorating situation
of the household
sector’s balance sheet
should be viewed as
alarming

The issue of household indebtedness may be examined through a number of
lenses. A monetary policy-maker may be more inclined to emphasize that the
banking sector may suffer significant loss of assets from the rising vulnerability
of the household sector. Lending institutions might more likely be concerned
with their decreasing profitability due to losses in loan portfolios. Meanwhile,
households may be much more concerned with the increasing build up and
difficulty in servicing regular debt payments. However, the type of financial
stress relating to the latter may not be effectively reflected in the financial
ratios derived from aggregate statistics on household indebtedness.
Another caveat of analysing indebtedness of Canadians is the level of aggregation.
The national financial health of the household sector is commonly assessed at
the aggregate level. This approach may conceal that the debt burden is borne
by each household individually, making reliance on aggregates, means and
averages sometimes misleading.
In early 2007, CGA-Canada set out to analyze the level of debt of Canadians and
the risks associated with the rising level of the debt burden. That was done by
integrating the results of a public opinion survey commissioned by CGA-Canada
with an analysis of available statistical information. In the spring of 2009,
CGA-Canada revisited this topic, seeking to understand the extent to which the
2008 economic and financial crisis worsened financial positions of Canadians
having already experienced some financial strains.1 The overarching conclusion
of our 2007 and 2009 analyses was that the rapidly deteriorating situation of
the household sector’s balance sheet should be viewed as alarming and that
the prospects of improving households’ financial situations in the near future
were low.

1
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The detailed description of the research findings and survey results can be found in the 2007 report
titled “Where Does the Money Go: The Increasing Reliance on Household Debt in Canada” and the
2009 report titled “Where Has the Money Gone: The State of Canadian Household Debt in a Stumbling
Economy” (www.cga.org/canada).

In the late winter of 2010, CGA-Canada again embarked on the topic of
household indebtedness seeking to understand the extent to which the economic
downturn might have worsened financial positions of Canadians having already
experienced some financial strains. The research methodology used in early
2010 is similar to that employed in 2007 and 2009, and aims to compare the
perceptions of Canadians regarding the changes in their finances with the
understanding of the situation derived through the analysis of the publicly
available statistics.
The public opinion survey component of the mentioned research projects
sought to identify the perspectives of Canadians on the changing levels of
their indebtedness and on attitudes towards spending and saving. Based on
respondents’ perceptions rather than on absolute dollar amounts, the survey
asked Canadians to reflect on the changes in household finances transpiring over
the most recent 3 years. The public opinion survey questionnaire has retained
original structure and content for sake of comparability while methodology
has likewise been held constant so as to preserve consistency through iterative
survey cycles.
Building on the previous works commissioned in 2007 and 2008 respectively,
this paper highlights the more recent Canadian experience. Regrettably, we are
compelled to report that the financial state of the Canadian household has
continued to deteriorate.

Regrettably, we are
compelled to report
that the financial
state of the Canadian
household has continued
to deteriorate

The 2008-2009 economic downturn was branded as a “Great Recession”;
however, at the time of writing it appears that the “Great Recession” was
(fortunately) short-lived. In Canada, the recession was deemed officially over in
the third quarter of 2009, with real GDP forecasted to return to a pre-recession
pace of expansion in as early as 2010.2 Some observers, though, believe that
Canada’s economic recovery, as well as the overall global economic revival
continues to be conditional on: (i) the ability of the US economy to save more
and to rebuild household sector wealth, shifting the emphasis from consumer
demand to export growth; and (ii) China’s ability, in turn, to rely more on
domestic growth.3 Those are not easy goals to achieve given the current point
of departure and immediacy of the situation.
The central question guiding CGA-Canada’s 2007 report on household debt
was “Have Canadians borrowed too much?” Given the remaining ambiguity
regarding the sustainability and the pace of Canadian and global economic
recovery coupled with continuous rapid expansion of household debt, this
question may be as timely as ever.

2
3

Bank of Canada (2010). Monetary Policy Report, April 2010, Table 4, p. 22.
Jankins, P. (2009). Beyond Recovery: Sustaining Economic Growth, Remarks by Senior Deputy
Governor of the Bank of Canada to the Economic Club of Canada, Toronto, Ontario, March 29, 2010.
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As such, CGA-Canada saw fit to examine how Canadians view their financial
conditions and respond to the shifting economic reality in the aftermath of the
“Great Recession.” In the following text, we begin by presenting the key findings
of the public opinion survey commissioned by CGA-Canada in 2010.4 Building
on the survey findings, our analysis reviews the magnitude of the economic
changes taking place in 2008 and 2009 and the main indicators of household
indebtedness. This is followed by a discussion of implications of the current
economic shocks on indebted households. We conclude by highlighting the more
salient aspects of our findings, along with some practical recommendations.
Appendix A describes the survey methodology and furnishes detailed findings
of the survey administered in the winter of 2010 whereas Appendix B replicates
the administered public opinion survey questionnaire.

4
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Unless otherwise specified, the survey findings presented below are based on the survey conducted
in 2010. A comparison to the 2007 survey is provided only in cases where a noticeable (upward or
downward) trend existed between respondents’ perceptions revealed in 2010 and in 2007. Comparison
to 2008 is included when no particular upward or downward trend was observed between the results of
the three survey cycles.

Executive Summary

1

In 2007, and then again in 2009, the Certified General Accountants Association
of Canada (CGA-Canada) set out to analyze the level of debt of Canadians, the
risks associated with rising indebtedness, and the extent to which the recent
financial and economic crises worsened the financial positions of Canadians.
That was done by integrating the results of a public opinion survey commissioned
by CGA-Canada with an analysis of available statistical information.
In the late winter and spring of 2010, CGA-Canada revisited the topic of
household indebtedness. While there are positive signs of emerging economic
recovery, the presence of uncertainty regarding the sustainability and the pace
of recovery compels us to assess changes in the household balance sheet during
the recessionary period. The primary aim of the research has been to identify
perspectives of Canadians on the changing level of their indebtedness and
wealth, and to examine these findings in the context of publicly available facts
and figures. The paragraphs that follow present key research findings by
establishing a link between the worrisome trends revealed by Canadians with
those evident from publicly available statistics.

Concern #1 – Household Debt Continues to Rise
Survey results
In 2007, those reporting decreased debt outnumbered respondents reporting
increasing debt. The situation reversed itself in 2010, with 38% of respondents
saying their debt has increased, compared with only 33% of those whose debt
load decreased. The majority of individuals with increasing household debt
were either very concerned (40%) or somewhat concerned (46%) with the
recognition that their debt has increased. The proportion of those very concerned
noticeably increased from its 36% level in 2007. Some 20% of 2010 survey
participants with debt said they have too much debt and have trouble managing
it. This sentiment stood at 17% in 2007.
Evidence in facts and figures
• The level of debt adjusted for inflation and population growth shows a
continuous upward trend over the past two decades, as well as in 2008-2009.
In fact, if household debt was to be evenly spread across all Canadians,
each individual would hold some $41,740 in outstanding debt in 2009, an
amount 2.5 times greater than in 1989.
• Starting in 2003, the dynamic of household debt has changed significantly,
shifting towards a high growth rate. For more than six years, the rate of
15
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credit expansion has been higher than the long-term average of 4.5%.
Unlike the 1990s though, the accelerated extension of household debt was
no longer supported by a similar magnitude of economic growth in the mid
and late 2000s.
The recent recession has had only a subtle effect on the rate at which
households continued to take on debt. More importantly, while growth
rates of mortgages (i.e. a secured credit) slowed over 2008-2009, the pace of
expansion of consumer credit (i.e. debt typically not supported by appreciable
assets) accelerated during most of that period.
Households substitute consumption from income with consumption from
credit. In 2008 and 2009, Canadians relied to a much greater extent on
borrowed funds when purchasing cars and renovating their homes than in
previous years. At the end of 2009 for example, some 75¢ was borrowed for
each dollar spent on the purchase of new or used motor vehicles, whereas
as recently as mid 2008, households borrowed only 39¢ on each dollar
directed to such purchase.
The share represented by revolving credit (i.e. personal lines of credit and
credit cards) within total consumer credit issued by chartered banks grew
from 21.1% in 1989 to 77.7% in 2009. Borrowing through personal lines of
credit increased 25 fold within this period of time.
Equity support of the household sector’s ability to incur debt for consumption
purposes has eroded. By the end of 2009, owner’s equity dropped to 67.8%
from a peak of 70.8% at the beginning of 2007.
Canada ranks first in terms of the consumer debt-to-financial assets ratio
among 20 OECD countries examined. Such a ‘leading’ position has been a
long-term trend.

Concern #2 – Household Balance Sheet Continues to Deteriorate
Survey results
In 2007, very few respondents believed that the value of their assets had
decreased over the most recent three years. In 2010, some 37% of those holding
mutual funds, stocks and bonds outside of RRSPs, and 31% of respondents
holding private pension assets gauged the value of their assets as decreasing.
More than one quarter (27%) of respondents felt that increased non-mortgage
debt payments contributed to the rise in their expenditures. More than half
(56%) of respondents saw their income unchanged or decreasing, while the
majority (85%) of those whose income did increase said it did so only modestly.
Evidence in facts and figures
• The debt-to-income ratio reached a new record high of 144.4% at the end of
2009. Debt-to-assets reached 19.4% at the end of 2009, while its average for
1990-2007 stood at 15.2%. Although the debt-to-assets ratio did not deteriorate
further in 2009, this stability was mainly attributable to the increase in market
value of financial assets in the second and third quarters of 2009.
16

• The degree to which residential mortgages were backed by residential assets
continued to deteriorate over the past two years. This erosion pushed the
mortgage-to-residential assets indicator to 65.4% at the end of 2009, a level
much higher than the 55.0% average observed between 1990 and 2007.
• The amount of outstanding consumer credit for each dollar of household
financial assets flattened at 11.1% over 2009 after a noticeable jump observed
in 2008. Consumer durables could support the accumulation of consumer
credit to a twice lesser degree than was the case in the early 1990s.
• The decline in interest rates and lower effective interest paid (expressed as a
ratio of interest paid to outstanding debt) did not help households to reduce
the share of their income dedicated to debt servicing. Instead, mortgage
and consumer credit debt service ratios stayed unchanged in 2009, but were
somewhat higher compared with the levels observed in the mid-2000s.
• The true cost of supporting mortgage debt may be significantly understated
because debt-service ratio does not take into account such compulsory
obligations as mortgage principle, property tax, mortgage insurance premiums
and condominium fees. For instance, in Alberta, property taxes and
condominium fees added some 27% to an average debt-service ratio for
mortgages in 2008.
• The amount of outstanding consumer credit per each dollar of consumption
of goods has increased significantly over the past years, suggesting that
households are either using increasingly larger amounts of credit to buy the
same quantity of durable goods, or that households may have increasingly
adopted a practice of using consumer credit for purchasing non-durable goods.

Concern # 3 – There Is Yet an Uncertainty Regarding the Magnitude
of Recent Economic Shocks on Household Finances
Survey results
One half (50%) of all respondents believe that their financial wellbeing would
be noticeably affected by a 10% salary decrease. Some 27% of those surveyed
felt vulnerable to hikes in interest rates while an increasing proportion (43%)
of respondents do not feel confident in their prospective financial condition at
retirement; however, an increasing number of non-retirees (32%) commit no
resources to any type of regular savings, not even for retirement.
Evidence in facts and figures
• Canada lost 319,000 jobs from June 2008 to December 2009, eroding some
six years of job creation. Hidden unemployment formed by discouraged
workers and involuntary part-timers increased noticeably in 2009.
• Whether or not total household income declined during the 2008-2009
recession is not yet possible to verify as the statistics for aggregate household
income from different sources typically lag the reference period by two or
so years.
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• Some 79% of household assets may be affected by the changing dynamic
of real estate or financial markets. The composition of household assets
over time has become riskier, less diversified and somewhat less liquid.
Stocks and mutual funds accounted for 19.2% of all household assets in
2009, more than double when compared with the level seen in 1990.
Holdings of lower risk cash and deposits, in turn, decreased to 12.3% of
household assets, down from 18.0% in 1990.
• The average household portfolio may be expected to have an average return
of 6%; significantly lower than the 11% annual return experienced in the
five years leading up to the recession.
• Households’ exposure to rising interest rates increased. The proportion of
household debt with variable rates increased from 14% in 1997 to 25% in
2007. This proportion is even higher for mortgages: in 2009, some 27% of
mortgages had variable-rate terms while another 6% employed a combination
of variable and fixed rates.
• If the mortgage interest rate goes up by two percentage points, mid-income
and mid-to-high income families may be required to tighten their budgets by
cutting an estimated 9%-11% from ‘other expenses’ if they are to maintain the
current levels of spending on food and transportation. The ‘other expenses’
includes household furniture and equipment, clothing, health and personal
care, education, recreation, personal insurance, pension contributions, etc.
• Consumer insolvencies measured per 1,000 adult Canadians nearly doubled
over the past two decades, increasing from 20.5 in 1990 to 39.0 in 2007.
This rising trend persisted aggressively through the recent recession when
consumer insolvencies skyrocketed to 56.6 insolvent individuals per 1,000
adult Canadians.
• The average size of consumer bankruptcy measured as the dollar value
of declared liabilities per bankruptcy (adjusted for inflation) reached a
30-year high of $104,000 per bankruptcy in 2009. Net liabilities of consumer
bankruptcies were higher (sometimes noticeably) in 2009 when compared
with any other year over the past two decades.
• The fiscal stimulus measures implemented by G-20 interventions amplified
the impact of Canada’s domestic measures on GDP by an estimated 3.4 times
in 2009 and 3.8 times in 2010. Such boosting impact of the G-20 initiatives is
expected to wane significantly after 2010 and to become nearly zero in 2013.

Concern #4 – Pan-Canadian Perspective Does Not Reflect Significant
Regional Differences
Survey results
As little as 35% of Quebecers, but as many as 47% of British Columbians, told
us their debt had increased compared with the Canadian average of 38%.
Some 41% of all survey respondents felt they are wealthier today as compared
with three years ago. The lowest level of enthusiasm was observed in British
Columbia, where only 37% of respondents reported an increase in wealth.
18

Alberta, in turn, was the leading province with some 46% of surveyed saying
they are wealthier today.
Evidence in facts and figures
• Noticeable differences in debt-service ratio existed among provinces in 2008.
British Columbia stood out as a province with one of the highest household
debt-service burdens (9.9% of disposable income). Ontario, Quebec, Alberta
and Nova Scotia also had noticeably higher levels of debt-service burden
compared with other provinces, whereas residents of Newfoundland and
Labrador experienced the lowest (6.1%) debt servicing costs in 2008.
• The job losses experienced by the Canadian economy were unevenly
distributed across different provinces. While the numbers of individuals
employed in Atlantic provinces slightly increased in 2009, residents of
British Columbia and Alberta reported a 3%-4% decrease in employed at
the end of 2009 when compared with December of 2008. Similarly, the
unemployment rate increased by two thirds in British Columbia and nearly
doubled in Alberta, whereas it deteriorated only marginally in Saskatchewan.
• While Saskatchewanians enjoyed 14.4% growth in their disposable incomes
in 2008, incomes of households in Newfoundland and Labrador fell 0.8%
short of the level registered in 2007.
• Manitoba and Saskatchewan experienced a very moderate increase in
consumer bankruptcies over 2007-2009; however, the likelihood of Albertans
to declare bankruptcy was increasing twice faster than that of an average
Canadian. Similarly, the extent of the financial losses caused by consumer
insolvencies differed across provinces.
• In 2008, Albertans were saving 13.7% of their disposable income – a pace
several fold exceeding that of households living in any other provinces.
British Columbians, in turn, were actively dis-saving, as their average outlays exceeded their disposable income by 3.4%.
The facts and figures presented above, when considered in tandem with the
attitudes and perspectives of Canadians, reasonably support the following
five conclusions. First, the rapidly deteriorating situation of the household
sector’s balance sheet should be viewed as an alarming matter. Second,
prospects of improving households’ financial situation in the near future
remain unclear. Third, the risk tolerances of financial institutions should not
be exercised as a substitute for individual financial prowess or judgment.
Forth, a balanced approach to spending, saving and paying down debt may be
a desirable feature of households’ financial behaviour in the near future. And
fifth, regional perspectives are paramount to our understanding of the state of
household finances.
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Household Attitudes to
Debt, Spending and Savings:
2007 vs. 2010

2

The survey was conducted in winter of 2010 and replicated, to a large extent,
similar surveys commissioned by CGA-Canada in 2007 and 2008. Based on
respondents’ perceptions rather than absolute balance sheet dollar amounts,
Canadians were invited to reflect on the changes in their households having
transpired over the most recent three years. The survey addressed four broad
themes: (i) the level of household debt; (ii) the state of income, assets and
wealth; (iii) the nature of household spending; and (iv) prospects of saving and
retirement. Throughout this section, we present the key findings of the survey and
highlight the main changes in perceptions of Canadians. Appendix A provides
a richer authentication of the survey results.

More Canadians gauge their debt as rising
Although the overall proportion of indebted Canadians did not materially
change between 2007 and 2010, more Canadians now report that their debt is
increasing. While in 2007, those with decreasing debt outnumbered respondents
reporting increasing debt, a reversed situation was observed in 2010, when
38% of Canadians acknowledged their debt as going up compared with only
33% of those whose debt load decreased. The proportion of those who reported
their debt as increasing a lot went up as well.
Certain socio-economic groups were particularly susceptible to increasing
debt. Those with annual household income under $35,000, households with
children, and younger respondents were much more likely to acknowledge
that their debt had noticeably increased.

The level of concern over increasing household debt is rising.
Consumption rather than asset accumulation remains the primary cause
of the debt run up
The number of Canadians with increasing debt reporting concerns with this
pattern is on the rise (86% in 2010 vs. 81% in 2007) with the most evident
increase noted among those very concerned about their ballooning indebtedness.
The proportion of individuals who believe they have too much debt and have
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trouble managing it went up as well, particularly among those whose debt
increased. However, the overwhelming majority of households (80%) are still
confident that they can either manage their debt well or take on more debt.
Rising debt continues to be primarily caused by consumption motive rather
than by asset accumulation. Some 56% of respondents said that day-to-day
living expenses are the main cause for the increasing debt; 4 percentage points
higher than the 52% reported in 2007. In turn, outlays that could potentially
attract a return, such as purchasing of a residence, enrolling in an educational
program or spending on healthcare, were among the least likely causes for
increasing debt.
Although most respondents reported being confident in their ability to manage
debt, the majority of respondents (63%) felt that debt limits their ability to reach
financial goals in at least one of the critical areas of retirement, education,
leisure and travel, or financial security in unexpected circumstances.

Fewer Canadians report positive changes in their income and wealth.
As well, few Canadians realize that negative economic shocks may affect
their financial wellbeing
Not many Canadians surveyed in 2007 were optimistic in respect of the prospect
of growth in their incomes, whereas they were even less likely to report positive
changes during the 2010 survey. In 2010, more than half (56%) of the survey
respondents saw their income unchanged or decreasing over the past 3 years,
while the majority (85%) of those whose income did increase said it did so
only modestly.
The dynamic of the value of assets seemed to mirror the market conditions. At
least 3 in 10 respondents reported a decline in the value of their holdings in
mutual funds, stocks, bonds and private pension assets; however, some 57% of
those with real estate assets gauged the value of these assets as increasing.
This contrasted with the 2007 survey when very few respondents thought that
the value of any type of assets decreased over the past 3 years.
Similar to income and assets dynamics, respondents’ perception of wealth has
also changed. In 2010, some 41% of all survey respondents felt they are
wealthier today as compared to 3 years ago. This was noticeably lower than
the 57% of respondents reporting an increase in wealth in 2007.
A larger proportion of 2010 survey respondents considered themselves
vulnerable to changes in the stock and housing markets compared to those
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surveyed in 2007. However, the level of perceived vulnerability to these
shocks decreased compared to insights revealed in 2008. And more than one
quarter (26%) of those surveyed did not think that a moderate decrease in
housing or stock market values, an increase in interest rates, cuts in salary, or
reduced access to credit would noticeably affect their financial wellbeing.

One quarter of Canadians would not be able to handle unforeseen
expenditures but yet Canadians save even less than before
Even with the temporary relief afforded by a credit card or line of credit, one
quarter of Canadians would not be able to handle an unforeseen expenditure
of $5,000 and 1 in 10 would face difficulty in dealing with a $500 unforeseen
expense. Indebted respondents and those who do not save on a regular basis
were much more likely to tell us that they are not able to handle an expense of
either $500 or $5,000.
The increasing challenge of handling unforeseen expenses does not seem to be
a sufficient reason for increasing household savings. One third (32%) of nonretired Canadians commit no resources to any type of regular savings, not even
for retirement. This was a noticeable increase compared to the 25% reported
in 2007. Savings for vacation and entertainment get higher priority among
younger households compared to savings for education or home down payment.
The worsening economic conditions did not seem to affect respondents’ savings
habits either. The majority (78%) of surveyed said they would not change their
saving patterns in order to build or to rebuild a financial cushion to a size they
believed right for them, whereas 14% told us they decreased the usual rate of
savings as their confidence in the financial markets and growth opportunities
decreased. Compared with intentions expressed in the 2008 survey, a twice
higher proportion of respondents decreased their savings.
The introduction of new tax incentives for savings (in the form of Tax-Free
Savings Accounts – TFSAs) produced a limited effect as well. Slightly more
than a year after the launch of this saving instrument, nearly one third (31%)
of Canadians report they are not familiar with the TFSA. Of those respondents
possessing at least general knowledge and understanding of TFSAs, more than
half (55%) did not contribute to these investment vehicles. This contrasted sharply
with respondents’ intensions expressed during the 2008 survey, when 62% of
those with general knowledge about TFSAs thought they would contribute to
these accounts.
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Four in 10 Canadians do not feel confident that their financial condition
at retirement will be adequate
Some 43% of respondents do not feel confident that their financial condition at
retirement will be adequate. Respondents’ confidence declined even further
compared with 2007. Younger (and not older) respondents were more likely to
feel insecure about their retirement. The level of confidence expectedly tended to
be higher among those with increasing income and wealth, or decreasing debt.
Less than half (44%) of non-retired respondents had a clear idea of the amount
of personal savings and resources they need to accumulate in order to assure
an adequate financial condition at retirement. Compared with the 2007 survey,
this constituted a noticeable shift towards not knowing how much to save.
Four in 10 non-retired respondents expecting to derive retirement income
from RRSPs did not have a clear idea of how much they need to accumulate
to render their retirements financially comfortable. And interestingly, some
8% of non-retired respondents who thought that RRSPs would be their main
source of pension income did not have an RRSP.
The results of the survey reveal a number of worrisome trends which can be
categorized as follows: (i) the prospects of improved savings habits continue to
be low; (ii) expenditures of households maintain a focus on current consumption;
(iii) the appreciation of vulnerability to economic shocks takes place primarily
during (but not prior to or after) the shock; (iv) the least wealthy households
being particularly vulnerable to distending debt are unsupported by increasing
income or wealth. These trends are not new, however their importance has
changed with the current conditions of financial and economic uncertainty. In
the following pages we will turn our focus to providing insights into the
empirical facts and figures collected on household debt and the implications
of economic shocks on increasingly indebted households.
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Indebtedness of Canadian
Households – the Current
State of Affairs
The analysis presented in this section aims to examine the situation of
household debt as it stood at the end of 2009 – the latest period for which the
desired benchmark information is available at the time of writing. As well, the
analysis seeks to compare the evolution of household debt during the period
of financial instability and recession (i.e. 2008 and 2009) with a longer-term
perspective of the two preceding decades. Consideration of the 2008 and 2009
years permits us to capture the features of the financial turmoil emanating
from the economic downturn from the moment it started to noticeably affect
the Canadian economy5 all the way through the end of the recession. The
analysis of the longer-term perspective allows observation of the dynamic of
household credit during the early 1990s recession and during the 2000-2007
periods, which represent four years (i.e. 2004-2007) of stable economic and
financial growth, but also reflect a financial market meltdown of the early 2000s
caused by a bursting of the technology bubble.
In the following paragraphs, consideration is focused on the level and
composition of household debt and examination of measures of household
indebtedness. First though, a brief overview of the changes in economic
landscape is provided.

3

The tremendous change
in the economic outlook
brings an additional
dimension to the
analysis of household
indebtedness

3.1. “Good times” vs. “Challenging times” – an overview
of the main economic indicators
The outlook for the Canadian and global economy has been extremely dynamic
over the past several years, shifting from strong economic growth to fears of
the worse-than-Great-Depression downturn, and back to a signs-of-economicrecovery state. This tremendous change in the economic outlook brings an
additional dimension to the analysis of household indebtedness. Judgement
has to be made not only on how the level of indebtedness has changed over
time, but also on how this level fares against the altered economic conditions
and uncertainty of further developments.
Recognising the importance of this shift, it seems reasonable to precede the
discussion on the level of indebtedness of Canadian households with a brief
overview of selected economic indicators as they stood before and during the
5

More specifically, the Bank of Canada’s decision to lower its target for the overnight rate announced in
December 2007 was prompted by tightening credit conditions and increased competitive pressures on
Canadian exports caused by weakening of the US economy outlook. Prior to that, Bank of Canada had
been raising its target rate for three consecutive years in response to Canada’s robust economic expansion and increased pressure on production capacity.
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economic recession. From the large variety of indicators typically used to gauge
the health of the economy, attention is focused on those that are relevant to the
household sector’s ability to build wealth, earn income and consume. Three time
periods are considered: 2004-2007 representing the four most recent years of
strong economic growth; 2008 constituting the turning point from the long-term
economic growth period to a recessionary condition; and 2009 reflecting the
year when recessionary pressure was extinguished – the most recent period for
which statistics are available for all indicators.

Some of the
wealth-related indicators
improved significantly
over 2009; the dynamic
of other indicators was
less positive

As evidenced by Table 1, some of the wealth-related indicators improved
significantly over 2009. More specifically, the Canadian and the US stock
markets experienced two-digit annual rates of growth in 2009 which assisted
greatly in reversing the dramatic drops these markets experienced in 2008. In
fact, the pace of the 2009 rebound exceeded more than twice the average annual
growth rates experienced on these financial markets over the 2004-2007 periods.
These positive developments, though, were not shared by the Canadian real estate
market, which registered an only moderate growth in 2008 and declined in 2009.

Table 1 – Selected Economic Indicators (average annual growth rate
unless otherwise specified)
2004-2007

2008

2009

13.9%
7.2%
7.0%

-35.0%
-38.5%
0.4%

30.7%
23.5%
-0.9%

Income-related indicators
Unemployment rate (period average)
Total actual hours worked
Corporation profit before taxes*

6.6%
2.0%
3.6%

6.1%
0.6%
1.6%

8.3%
-4.1%
-31.8%

Consumer behaviour-related indicators
Consumer confidence indicator (period average)
Personal consumption*
Retail trade*

102.8
2.6%
4.7%

98.7
2.4%
2.6%

97.6
0.3%
-1.2%

Real GDP

2.8%

0.4%

-2.6%

Wealth-related indicators
S&P/TSX
US S&P 500
New housing price index

* Adjusted for inflation
Source: CANSIM Tables 080-0016, 176-0047, 282-0001, 282-0028, 326-0020, 380-0002, 377-0003, 380-0002,
380-0003, 380-0005, OECD.Stat web portal. CGA-Canada computation.

The dynamic of other indicators was less positive with income-related indicators
portraying a deteriorating circumstance. While the unemployment rate was
fairly low during the years of strong economic growth and even continued to
decline in 2008, it showed a more than two percentage point increase in 2009.
The number of total actual hours worked also went down, reflecting the drastic
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lay-offs undertaken by many businesses. Although not a direct source of
household income, corporate profits are linked to the household sector through
two main conduits: they influence employment and investment income received
by individuals, and they message also the upcoming changes in demand for
labour. As seen from Table 1, corporate profits dropped significantly in 2009.
This was one of the largest annual declines in the past several decades.
Consumer-behaviour indicators reflect households’ willingness to spend and are
indicative of people’s perceptions of the current and future economic conditions.
All three indicators – personal consumption, consumer confidence index and
retail trade – were noticeably lower in 2009 when compared with 2008 and to
the four year period prior.
While real gross domestic product (GDP) does not reflect directly the households’
ability to build wealth, earn income and consume, this indicator is the most
common measure of the nation’s wellbeing. Similar to other indicators discussed
above, real GDP deteriorated markedly in 2009, essentially making each
Canadian $1,520 poorer compared with 2008, as Canada’s per capita real
GDP declined from $39,648 in 2008 to $38,128 in 2009.6

Household debt
measured in absolute
terms reached a
new record high
of $1.41 trillion in
December 2009

It should be noted that most of the income-related and consumer behaviourrelated indicators (as well as real GDP) improved towards the end of 2009
compared with the first half of that year, and showed positive trend at the
beginning of 2010. However, the full scope of improvement (if sustainable)
will be best seen in the statistical data for 2010 and following years.

3.2. Level and composition of household debt
Survey results
The proportion of respondents reporting rising debt went up from
35% in 2007 to 38% in 2010

It is probably no surprise to most that household debt7 measured in absolute
terms reached a new record high of $1.41 trillion in December 2009. The often
implied lavishness of spending habits of Canadian households as well as more
systematic factors such as a constantly growing population and positive levels
6
7

Based on CANSIM Tables 380-0002 and 051-0001. Real GDP is measured in 2002 dollars. CGA-Canada
computation.
Household debt is defined as the outstanding balance of household credit held by financial institution
participants of the Canadian financial system (i.e. chartered banks, trust and mortgage loan companies,
credit unions and caisses populaires, life insurance companies, pension funds, special purpose
corporations and non-depository credit intermediaries and other financial institutions). Outstanding
balance of household credit, in turn, consists of outstanding balances of consumer credit and residential
mortgage credit.
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of inflation creates natural preconditions for debt to grow in absolute terms.
However, even when the level of debt is adjusted for inflation and population
growth, household debt still shows a continuous upward trend over the past
two decades. In fact, if household debt was to be evenly spread across all
Canadians, each individual would hold some $41,740 in outstanding debt in
2009, an amount 2.5 times higher than the comparable 1989 situation (top graph
of Figure 1).
Figure 1 – Canadian Household Debt, 1989-2009
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Although the overall upward trend in the level of household debt has been
observed in most years over the past two decades, the rate of growth has varied.
The 1990s and early 2000s were characterised by often and noticeable changes
in the growth rate of household credit. For instance, the year-to-year growth
of household debt (adjusted for inflation and population growth) was nearly
zero in mid 1995, reached close to 5% at the end of 1997, and became negative
in mid 2001. Starting in 2003 though, the dynamic of household debt has
changed significantly, shifting towards a noticeably higher growth rate that
has not dropped below the long-term average of 4.5%; even during the
2008-2009 recession.
Interestingly, the movement in GDP – an indicator that reflects the overall pace
of the economic expansion and wellbeing of Canadians – was very similar to
that of household debt, particularly throughout the 1990s. At that time, the
expansion of household debt was fairly reflective and aligned with the changes
in the economy as a whole. However, starting from 2003, the accelerated
extension of household debt was no longer supported by a similar magnitude
of the economic growth (bottom graph of Figure 1).

Starting from 2003, the
accelerated extension
of household debt was
no longer supported by
a similar magnitude of
the economic growth

3.2.1. Residential mortgage credit vs. consumer credit
Household debt consists of residential mortgage credit and consumer credit. For
years, conventional wisdom suggested that an increase in mortgage borrowing
may be of a lesser concern than that of consumer credit, as mortgages are
secured against residential assets whereas rising consumer credit is not backed
by any appreciable assets. Some abbreviated this classification into “good debt”
and “bad debt.”8 The recent developments on the US and other residential real
estate markets have put this convention to the test. For example, real property
prices have fallen 80% or more in large parts of Detroit over the last three
years and the average price of a home sold in the city in 2009 was $7,500.9
Although in more functional markets mortgages still maintain their ‘secured’
status as opposed to unsecured consumer credit, the US experience may suggest
that the conventional division of “bad” and “good” debt may be too simplistic
for today’s financing landscape.
The rapid expansion of consumer credit over the 1990s introduces concern
that the composition of household debt was shifting too much in favour of
unsecured consumer credit. However, since the beginning of the century, only
subtle movements in the composition of overall household debt were observed:
the proportion represented by consumer credit increased from the decade’s
lowest of 30.0% at the beginning of 2000 to 31.7% at the end of 2009.

8
9

See, for instance, CBC.ca (2006). Buy Now, Pay Later: Canadians and Debt, Indepth: personal finance,
September 12, 2006.
McGreal,C. (2010). Detroit Homes Sell for $1 Amid Mortgage and Car Industry Crisis, Guardian.co.uk,
available at http://www.guardian.co.uk/business/2010/mar/02/detroit-homes-mortgage-foreclosures-80
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Unlike the previous
economic slowdown, the
2008-2009 recession had
very limited influence
on the expansion of
household credit
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When different periods are identified within the past two decades, noticeable
differences are observed in the dynamic of household debt. As may be expected,
years of strong economic growth (2004-2007) were accompanied by mortgages
and consumer credit expanding at a much higher pace than the long-term
average, whereas the recession in the 1990s brought consumer credit to a
negative growth rate and noticeably slowed down the increase in mortgage
credit. Unlike the previous economic slowdown, the 2008-2009 recession had
very limited influence on the expansion of household credit. Both mortgage
and consumer credit continued to grow at annual average rates rather close to
those observed during the years of economic growth and noticeably higher
than the long-term average (top chart of Figure 2).
A closer look at the credit dynamic over the recession years reveals additional
facets. While the growth in both mortgages and consumer credit experienced
a noticeable slowdown in June-September of 2008, the expansion rates of
consumer credit quickly bounced back in the months that followed, increasing
through 2009 as well. The pace of growth in mortgage credit, in turn, continued
to somewhat slow over the balance of 2008 and throughout 2009 (bottom graph
of Figure 2). This dynamic is interesting as it shows that growth in mortgages
was more sensitive to the overall changes in economic outlook compared with
consumer credit. However, the slowdown in both mortgages and consumer
credit was in no way similar to that experienced in the early 2000s, and the
“Great Recession” had only a subtle effect on the rate at which households
continued to take on debt.

Figure 2 – Growth of Components of Household Debt
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3.2.2. A closer look at consumer credit10
Survey results
56% of respondents said that meeting day-to-day living expenses is
the main reason for increasing debt.

Personal lines of credit
increased 25 fold over
the 20 years between
1989 and 2009

Consumer credit includes personal loan plans, credit card loans, personal lines of
credit and other personal loans. Over the past two decades, Canadian households
have noticeably changed their preferences for certain types of consumer credit.
In the late 1980s, consumers primarily borrowed in the form of personal loan
plans and other personal loans which together accounted for more than three
quarters of all outstanding consumer credit held by chartered banks in 1989.
By the end of 2009, however, personal lines of credit had become an apparent
favourite, absorbing some 60% of consumer credit issued by chartered banks.
At a distance, this was followed by credit card loans. Interestingly, this change
in preferences was primarily driven by a tremendous ballooning of borrowing
through personal lines of credit, which increased 25 fold over the 20 years
between 1989 and 2009. An increased reliance on credit cards also played a
role in the redistribution of weight among different components of consumer
credit; however, to a much lesser extent than was the case with lines of credit
(Figure 3). The persistent increase in these forms of credit did not slow during
the recent recession.
The reason for concern over the increasing use of lines of credit and credit
cards lies in the fact that both of these types of credit constitute a form of
so-called revolving credit, where only a minimum payment (or payment of
interest only) is required each period. With a backdrop of sluggish economic
conditions and higher financial stress, households may increasingly decide
to postpone repaying principal, and resultantly increase the danger of the
borrowing turning into a debt spiral. Moreover, making the required minimum
payment on revolving credits allows the individual to maintain a healthy credit
rating and thus expanding opportunity for augmented borrowing.
With credit cards being a noticeable exception, consumer credit is typically used
to purchase consumer durables such as cars, furniture and home appliances.
However, in 2009, consumers were not as predisposed to traditional shopping
as in previous years. For instance, personal expenditures on new and used
motor vehicles declined by 3.0%, while spending on furniture and floor
10 It should be noted that statistics collected by the Bank of Canada on components of consumer credit
provides information on credit issued by chartered banks only. This limits the analysis as it leaves out
consumer credit issued by financial institutions other than chartered banks. However, in December 2009,
chartered banks held 75% of the outstanding balance of consumer credit of Canadians and, in the
absence of a better empirical alternative, it is reasonable to assume that the dynamic of different types
of consumer credit issued by chartered banks is fairly representative of total consumer credit.
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covering went down by 6.5% in 2009 when compared with 2008 (adjusted for
inflation).11 At the same time, the growth in household spending on home
appliances and electronics and overall personal consumption remained virtually
unchanged. And yet, personal lines of credit and personal loan plans experienced
accelerated expansion.
Figure 3 – Components of Consumer Credit – Chartered Banks
Composition of consumer credit
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11 Based on CANSIM Tables 380-0009 and 326-0020. CGA-Canada computation.
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Using higher levels of credit to buy lesser amounts of goods is fairly consistent
among different types of consumer credit. Statistics Canada provides information
on chartered banks’ consumer loans grouped by the purpose of borrowing. For
instance, it identifies loans to Canadian individuals for such specific non-business
purposes as purchasing private passenger vehicles, purchasing mobile homes,
renovating residential property and some other purposes.

Consumer credit
grew three times faster
(on average) than
household spending on
durable and semi-durable
goods between 2002
and 2009

As the top graph of Figure 4 reveals, in 2008 and 2009, Canadians relied to a
much greater extent on borrowed funds when purchasing cars and renovating
their homes than in previous years. For private passenger vehicles, the shift
was particularly noticeable. At the end of 2009, some 75¢ was borrowed for
each dollar spent on purchasing new and used motor vehicles, whereas as
recently as in the mid of 2008, households financed only 39¢ for each dollar
of a similar purchase. Similar claims can be made about the use of loans for
purchasing furniture, home appliances and other semi-durable furnishing (not
depicted in Figure 4). In fact, a noticeable upward trend in the amount of
outstanding consumer credit per each dollar of consumption was observed
over the past decade. For instance, consumer credit grew three times faster (on
average) than household spending on durable and semi-durable goods12 between
2002 and 2009. Such increased reliance on borrowed funds may be indicative
of increasing households’ financial constraints that force households to substitute
consumption from income with consumption from credit.
The expansion of consumer credit and particularly personal lines of credit is not
supported by the trends observed in owner’s equity in property either. Owner’s
equity in property shows the not leveraged part of the property and usually is
indicative of the household sector’s ability to incur debt for consumption
purposes. The level of households’ equity in residential structures and land
changed only slightly in the past two decades, moving from 69.2% of the value
of these assets at the beginning of 1990 to its peak of 70.8% at the beginning
of 2007. However, by the end of 2009, owner’s equity dropped to 67.8%,
eroding further households’ ability to use equity in property as collateral for
consumer lines of credit.

12 Statistics Canada divides the variety of goods consumed by individuals into three category: (i) nondurable goods that can be used only once, such as food, beverages, and household supplies; (ii) semidurable goods that can be used on multiple occasions and have an expected lifetime of one year or so,
such as clothing and footwear; and (iii) durable goods that can be used repeatedly for more than one
year, such as motor vehicles and major appliances.
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Figure 4 – Consumer Credit and Consumption
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3.3. Measuring household indebtedness
Currently, experts tend to apply one or a combination of the following three
measures to gauge the level of household indebtedness: (i) debt-to-income
ratio, (ii) debt-to-assets ratio, and (iii) debt-service ratio. For the purposes of
our analysis we first consider household debt as it relates to income and assets,
and then look at the debt-service ratio.

3.3.1. Debt relative to income and assets
Survey results
Respondents whose income increased and who felt wealthier today
were more likely to say that their debt decreased rather than increased.

The debt-to-income
ratio reached a new
record high of 144.4%
at the end of 2009

As may be expected in a recessionary environment, the two main indicators of
household indebtedness – debt-to-income and debt-to-assets ratios – deteriorated
significantly in the past two years and particularly during 2008, but their
dynamic was somewhat different.
As seen from the top graph of Figure 5, the debt-to-income ratio reached a new
record high of 144.4% at the end of 2009, proving further the increased willingness
of individuals to consume today and pay later. Although this dynamic was a
mere continuation of a longer-term trend, it does indicate a further increase in
the short-term vulnerability of households that are now exposed to a greater
risk of falling behind on payments, particularly if their asset portfolio is skewed
towards illiquid asset or assets with elevated price volatility.
The measure of household debt relative to assets, in turn, saw a switch from gradual
or no growth during the 1990s and early 2000s to a sharp spike in 2008. More
specifically, debt-to-assets reached 19.1% at the end of 2008 while its averages
for 1990-2007 stood at 15.2% (top graph of Figure 5). Although further deterioration
of debt-to-assets was rather subtle in 2009, the already high level of this indicator
implies that a greater proportion of assets may be required to be liquidated in
order to pay off debt, thus increasing households’ long-term vulnerability.
As became obvious in 2008, increasing household debt alone could not have
been blamed for the worsening composition of the household sector’s balance
sheet. Similarly, the stabilization of debt-to-assets ratio in 2009 should not be
viewed overoptimistically. In fact, it was mainly attributed to the increase in
market value of financial assets in the second and third quarter of 2009.
Moreover, debt-to-assets ratio did not show any noticeable decline in any period
between 1990 and 2009. As such, Canadian households did not experience any
particular relative wealth increase in the past two decades.
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Figure 5 – Measures of Household Debt
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The dynamic of household assets affected the degree to which various debt
components are backed by corresponding assets. Although the increase in
mortgage credit had somewhat slowed since the beginning of 2008, the degree
to which residential mortgages were backed by residential assets continued to
deteriorate over the past two years. This erosion pushed the mortgage-to-residential
assets indicator to 65.4% at the end of 2009, a level much higher than the 55.0%
average observed between 1990 and 2007 (bottom graph of Figure 5).
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For consumer credit, the situation was somewhat different. The amount of
outstanding consumer credit for each dollar of household financial assets
flattened at 11.1% over 2009 after a noticeable jump observed in 2008.
However, the overall dynamic of consumer credit-to-financial ratio had been
continuously deteriorating since the late 1990s (bottom graph of Figure 5).

Canadians increasingly
deploy borrowed funds
for consumption rather
than for accumulation
of wealth

The erosion of the financial position of households is further confirmed by the
ratio of consumer credit to durable goods. Durable goods do not appreciate
over time and market fluctuations have very limited influence on the value of
stock of durable goods held by households. Nevertheless, at the end of 2009,
consumer durables could support the accumulation of consumer credit to a
twice lesser degree than was the case in the early 1990s. Specifically, while
the consumer debt-to-durable goods ratio was 48.8% in 1990, it amounted to
as much as 109.9% by the end of 2009.
The described relative decline in accumulation of durable assets may be driven
by a combination of two factors: first, the composition of household consumption
is shifting towards an increasing share of services, which now constitute more
than half of all personal consumption. Second, households accord increasing
preferences to consumption of non-durable goods. In any case, though, this
further confirms that Canadians increasingly deploy borrowed funds for
consumption rather than for accumulation of wealth.

3.3.2. Debt-service ratio
Survey results
28% of respondents with increasing debt said interest charges were
the main reason for rising debt

The debt-service ratio shows the current cost of servicing debt and assesses
individual’s capacity to honour debt obligations. This ratio is typically computed
as a proportion of household disposable income that must be spent to service
interest payments (or both interest and principal payments) on existing debt.
It is usually assumed that decreasing interest rates allow households to lower
their debt service burden by either directly benefiting from the rate decline in
case of variable-rate credit or by renegotiating fixed-rate contracts.
In Canada, interest rates on household credit, particularly mortgages, have been
on a downward slope over the past two decades. For instance, the interest on
consumer credit loans issued by chartered banks fell from 17.0% in 1990 to
9.5% at the end of 2009, whereas an even sharper decline was observed in the
rate for residential mortgage loans, which dropped from 13.2% to 5.0% over
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the same period of time. Not surprising then, that the effective interest rate paid
by households (expressed as a ratio of interest paid to outstanding debt) is
noticeably lower now than in the past. As seen from Figure 6, interest payments
made by households on mortgages and consumer credit at the end of 2009
represented a lower proportion of the outstanding debt than in any other year
over the past two decades.

The decline in borrowing
rates and the effective
interest paid did not
help households to
reduce the share of
their income dedicated
to debt servicing

Figure 6 – Household Debt-Service Ratio
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However, this trend was not fully transmuted in the debt-service ratio: while
the mortgage debt-service ratio somewhat declined between 1990 and 2009,
the service burden caused by consumer credit was hardly different in 2009
compared with some 20 years ago. More than that, for both mortgages and
consumer credit, debt-service ratios increased slightly since their recent lowest
in the mid-2000s (Figure 6). As such, the decline in borrowing rates and the
effective interest paid did not help households to reduce the share of their
income dedicated to debt servicing. And while Canadians have dramatically
increased their overall debt load relative to their income (as was seen through
debt-to-income ratio), the easing in the costs of servicing debt have fallen far
short from being of a similar magnitude.

Noticeable differences
in debt-service ratio
existed among
provinces in 2008
as well as some two
decades prior to that

Cultural and geographical diversity is one of Canada’s defining characteristics,
which may also influence people’s attitudes and habits regarding their finances.
As household income and economic growth are not evenly distributed across
different regions and are further influenced by the rural/urban divide, it may also
be reasonable to assume that households living in different provinces experience
different levels of indebtedness. Although accessible data on distribution of
household debt across provinces are not effortlessly available, the regional
variation in the burden of servicing debt is observable.
Noticeable differences in debt-service ratio existed among provinces in 2008 as
well as some two decades prior to that (i.e. 1990). For instance, in both years,
British Columbia stood out as the province with one of the highest household
debt-service burdens, which also showed a remarkable resilience to change.
Other provinces, in turn, have noticeably reduced their debt-service burden;
however, the degree of the shift varied. More specifically, Ontario, Quebec,
Alberta and Nova Scotia had noticeably higher levels of debt-service burden
compared with other provinces in 2008 (top chart of Figure 7).
Focusing on debt-service burden caused by interest payments only may not
reflect the full range of obligations and costs households have to bear due to
debt. Most importantly, it does not take into account the burden of repaying the
principle which (particularly in the case of mortgages) may constitute one of
the largest regular payments made by households. Property taxes (and mortgage
insurance and condominium fees, where applicable) are other examples of costs
that become compulsory obligations for households with mortgages. To account
for these additional burdens, a mortgage costs ratio was constructed. The
mortgage costs ratio shows household disposable income that is apportioned
to regular mortgage payments (interest and principle) and mortgage insurance
premiums. A further extension of this ratio to include property taxes and
condominium charges was also examined.
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Figure 7 – Debt-Service Burden by Province
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As seen from the bottom chart of Figure 7, the mortgage costs ratio varied
appreciably across Canadian provinces. While mortgage payments and mortgage
insurance were imposing an 8% burden on disposable income of households
in British Columbia, those residing in Quebec were according only 5.4% of
their income to the same purpose. Although regional differences also persisted
when the mortgage costs ratio was extended to account for property taxes and
condominium charges, two points are of interest. First, even in the case of
Alberta, where the difference between the simple and extended versions of the
mortgage costs ratio is the smallest, taking into account property taxes and
41

condominium charges requires households to increase their mortgage-related
payments by some 27%. Second, differences in property taxes and condominium
charges may mask significantly regional variations (or their absence) when it
comes to burden of servicing of household debt.

Canadian households
are not among the most
indebted compared
with some other OECD
countries and their
ability to manage
debt fares well when
assessed based on the
debt-to-income ratio

3.4. International comparison
In today’s highly integrated and globalized economy, it is difficult to imagine
an area of economic activity or a sector that does not attract international
comparison. Benchmarking Canada’s performance to that of G7, or a larger
group of OECD countries, has become a routine exercise included in many
analytical studies. As rising household debt has been a distressing issue for
many industrialized countries, the examination of indebtedness of Canadian
households presented in this report is also supplemented by an international
comparative analysis.
Overall, Canadian households are not among the most indebted compared with
some other OECD countries and their ability to manage debt fares well when
assessed based on the debt-to-income ratio. For instance, among 19 OECD
countries for which information is available, Canada’s debt-to-income ratio
ranked seventh and was twice lower than that of Denmark, which leads the
ranking in 2008. However, at least 12 other OECD countries have household
debt-to-income ratios lower than that of Canada; some as low as 46% compared
with Canada’s 139% (top chart of Figure 8). The longer-term consideration
(i.e. 1995-2008) shows that indebtedness of Canadian households had been
increasing at a slower pace than in countries characterized by higher levels of
household indebtedness.
Information on debt-to-assets ratio is available for only 10 OECD countries
and does not allow for objective comparison. However, when household
indebtedness is measured as a ratio of consumer debt to financial assets, it
becomes clear that Canadian households rely much more heavily on consumer
credit than their counterparts in other countries. In fact, Canada ranks first in
terms of consumer debt-to-financial assets when compared with 20 OECD
countries for which data is available (bottom chart of Figure 8). Unlike
Canada’s debt-to-income ratio, which was escalating at a somewhat slower
pace than in other countries, Canadian households expanded their consumer
credit at a rate similar to that in other countries. This explains well why
Canada’s ‘leading’ position has been a long-term trend.
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Figure 8 – International Comparison of Level
of Household Debt, 2008
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A cross-country comparison of household debt in Canada and in the US may
be a useful exercise for a number of reasons. Both countries have relatively high
levels of per capita income and living standards, are located in geographical
proximity to one another, and share close historical and commercial ties. Both
countries have experienced similar rates of inflation in the past decade and
exhibit great resemblance in demographic characteristics when it comes to aging
population, levels of labour force participation, and high reliance on immigration.
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During the most recent
recessionary period,
some noticeable
differences emerged in
the debt dynamic of
Canada and the US

Similar to the situation in Canada, US households have been rapidly increasing
their indebtedness in the past two decades with total household debt outgrowing
consumer spending and disposable income.13 However, during the most recent
recessionary period, some noticeable differences emerged in the debt dynamic
of Canada and the US. Specifically, in Canada, mortgages and particularly
consumer credit continued to expand in 2008 and 2009 at annual rates very
similar to those seen prior to the economic downturn. In contrast, the US saw
a brisk contraction in both components of household debt (Table 2). In turn, a
dramatic drop in interest rates that occurred in both Canada and the US at the
end of 2008 did not much alter the household debt-service burden in either
country, leaving it at approximately the same level in 2009 as it stood in 2006.
Table 2 –Growth in Household Debt, Canada vs. US
(year-to-year change)
2006

2007

2008

2009

9.1%
4.1%

10.4%
5.8%

7.5%
1.5%

9.5%
-4.3%

Mortgages
Canada
US

10.6%
11.3%

12.3%
6.7%

10.2%
-1.0%

6.9%
-2.1%

Debt service ratio
Canada
US

7.4%
13.8%

8.1%
13.9%

8.1%
13.6%

7.5%
13.0%

Consumer credit
Canada
US

Note: Growth rates are based on seasonally unadjusted, nominal amounts of outstanding debt expressed in
the currency of the country.
Source: CANSIM Table 176-0032 (Canada) and Federal Reserve statistics (the US). CGA-Canada computation.

The results of international comparison should be received with some caution.
Discrepancies exist in the ways that household sectors are defined in different
countries. For instance, in Canada, Japan and France, the household sector
includes also unincorporated enterprises, while in the US, the UK and Germany,
debt and assets of unincorporated businesses are considered separately from
the household sector. Similarly, differences in methodology may account for
a large part of the difference in Canada’s and the US’s debt-service ratios.14
Differences in tax treatments of mortgages can also be expected to account
for diversity in households’ approach, respecting the pace at which debt is
accumulated or extinguished. For instance, in the US interest payments on
mortgages are deductable for personal income purpose, which may create an
13 Statistics Canada (2007). Personal Debt, Perspectives on Labour and Income, Catalogue no. 75-001-XIE,
January 2007.
14 O’Neill, T. (2003). Canada vs. US Debt Service Payments: Standardizing the Measure. BMO Financial
Group, Commentary, June 20, 2003.
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increased incentive for borrowing. Households in the Netherlands, in turn,
tend to refrain from principal payments over the life of the loan to minimize
their tax payment. Alternatively, they deflect the freed funds to accumulate
other assets.15
As seen from the above discussion, 2008 and particularly 2009 have been
characterized by a noticeable deterioration of the economic indicators that reflect
households’ ability to earn income, create wealth and consume. Household debt,
in turn, grew faster than it did on average over the past two decades although
such extension was no longer supported by a similar magnitude of economic
growth. Revolving credit has become a prevailing part of consumer credit and
poses an increased risk of turning into a debt spiral. The tremendous increase
in the use of personal lines of credit was not supported by increasing equity in
properties and is further aggravated by rising preference to use credit for
consumption rather than for wealth accumulation.

CGA-Canada judges
that the current level
of indebtedness of
Canadian households
as a highly disturbing
matter

The measures of financial wellbeing of the household sector have deteriorated
noticeably over 2008-2009. This makes it clear that the level of financial stress
of households has increased. The elevated financial stress is also observed
through the burden of servicing debt, which did not decline despite significant
reduction in interest rates and relative levels of interest payments paid by
households. Regional variations and unaccounted obligations such as mortgage
insurance and property taxes may mask the actual degree of financial stress
experienced by households. As such, the facts and figures presented in this
section reveal a further deteriorating situation of the household sector’s balance
sheet, which did not show the signs of reversion despite the initial state of
the economic recovery. This leads us to conclude that the current level of
indebtedness of Canadian households as a highly disturbing matter, particularly
given the extent of the economic shocks discussed throughout this paper.

15 Reserve Bank of Australia (2003). Household Debt: What the Data Show, Bank Bulletin, March 2003.
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Economic Shocks
– Seemingly Over?

4

As may be fairly obvious, the nominal level of household debt tells us little
about the financial fragility of individuals. What is of real importance is the
debtor’s ability to honour debt payments under changing social, economic
and personal circumstances. Aggressive borrowing makes households more
vulnerable to such adverse economic developments as increasing instability of
the labour market, erosion of asset values, and rises in interest rates.
In our 2007 report, we discussed how increasing debt creates higher household
exposure to negative economic shocks and jeopardizes households’ abilities
to consume in the future. While the discussion at that time was largely a
theoretical exercise, those hypothetical shocks have become a reality during
the 2008-2009 financial crisis and economic recession. As such, our 2009 report
sought insights on the potential impacts of the three economic shocks – income
shock, assets price shock, and interest rate shock – by looking at the most
recent (at that time) recessions (i.e. 1981-82 and 1990-91) and the previous
noticeable falls on the stock market. The main conclusion of that analysis was
that stagnant or even declining income, slow and lengthy process of rebuilding
financial wealth, and increasing real debt-service burden are probably the main
features of the financial outlook of the household sector in the near future.

Increasing debt creates
higher household
exposure to negative
economic shocks and
jeopardizes households’
abilities to consume
in the future

When unfolding, the 2008-2009 recession was feared to be the worst, deepest
and most unprecedented recession since the Great Depression. The recession’s
synchronous nature among industrialized and developing countries was
identified as one of its most dangerous features. And yet, after three consecutive
quarters of a declining economy, Canada’s recession was over, with real GDP
experiencing positive growth in the second half of 2009. As the economic
shocks are seemingly over, this paper advances previous work by seeking to
identify the impact (if any) the shocks left on the Canadian households and
their finances.
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4.1. Income shock
Survey results
50% of all respondents believe that their financial wellbeing would
be noticeably affected by a 10% salary decrease

Canada lost 319,000
jobs from June 2008
to December 2009

Although household assets may serve as collateral for debt, the debt-service
payments are largely made from household income. As such, fall in income
exposes households to the risk of defaulting on debt payment, and may
ultimately lead to declaring insolvency. Canadians are modestly diversified in
terms of their primary sources of income. Employment income has historically
been and still remains the principle source of household income and some 71%
of tax-filers derive their income primarily from employment. Not surprising
then, that the majority of bankrupt debtors name loss of job as the main cause
of bankruptcy.16 In broad terms, two sources of income shock may be identified:
interruption of income due to unemployment and decline in real income due
to overall slowdown in the economy.

4.1.1. Income interruption
As may be expected in a recessionary period, the unemployment rate markedly
increased during the recent economic downturn, peaking at 9% in August 2009.
However, the magnitude of the weakening of the labour market was much
milder compared to that registered in previous recessions and already by the
end of 2009 the unemployment rate declined to levels below 8%. The most
recent Business Outlook Survey conducted by the Bank of Canada17 also
offers some encouraging insights. The results of the survey suggest that the
proportion of firms expecting the level of employment to increase over the
next 12 months exceeds noticeably those expecting levels of employment to
be lower. While these may be positive developments, a number of worrisome
trends have nevertheless emerged.
Overall, Canada lost 319,00018 jobs from June 2008 to December 2009;
however the nominal numbers do not tell the full story. Although population
aging is a well documented trend of Canadian demographics, our population
still continues to grow. As such, every year more and more individuals fall
within the so-called “working age” population group (defined as those aged
15 and over) and thus may be active participants in the labour market. For
instance, in 2009 alone, the number of working age Canadians increased by
some 39,000. Some people deliberately decide not to participate in the labour
16 Meh, C. and Terajima, Y. (2008). Unsecured Debt, Consumer Bankruptcy, and Entrepreneurship, Bank
of Canada, Working Paper 08-5, p. 5
17 Bank of Canada (2010). Business Outlook Survey, Vol. 7.1, 12 April 2010
18 Based on CANSIM Table 281-0025. CGA-Canada computation.
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market due to, for instance, schooling, caring for children or retirement (Statistics
Canada brands such individuals as ‘not in labour force’). However, the departure
from the labour force is not always permanent and many individuals alternate
their ‘in labour force’ and ‘not in labour force’ status several time throughout
their lives.
Given the current economic slowdown, it may be reasonable to assume that an
increased number of people may be willing to actively participate in the labour
market. Such change may, for instance, be driven by those close to retirement
who decide to postpone retiring, or by students who were supported by their
parents during the strong economic growth, but have to look for supplementary
income due to deterioration in the financial position of the parents. If these
assumptions indeed take place, a mere recovery in the number of jobs lost
during the recession will not be sufficient to return the unemployment rate to
the pre-recession levels.

A steep deterioration
of the labour market
over 2008-2009 brought
the relative number of
jobs to levels last seen
in 2002

As can be seen from Figure 9, the Canadian economy has been fairly successful
in creating jobs at a pace faster than the growth of working age population.
That was the case until June 2008, when a steep deterioration of the labour
market brought the relative number of jobs to levels last seen in 2002. The data
availability does not allow assessment of the speed of job recovery relative to
previous recessions; however, given the anticipated slow nature of economic
recovery, it is conceivable that it will take some time before the Canadian
economy recovers from the losses that erased six years of job creation.

Figure 9 – Number of Jobs Per 1,000 of Working Age Population
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The unemployment rate
increased by two thirds
in British Columbia and
nearly doubled in Alberta

Another worrisome trend relates to the regional disparities. The job losses
experienced by the Canadian economy were unevenly distributed across different
provinces. While the number of individuals employed in Atlantic provinces
slightly increased in 2009, British Columbia and Alberta accounted to 3%-4%
fewer jobs at the end of 2009 compared with December of 2008 (top chart of
Figure 10). Naturally, these losses were reflected in a drastic deterioration of
unemployment statistics in the western provinces. In fact, the unemployment
rate increased by two thirds in British Columbia and nearly doubled in Alberta,
reaching 6.6% in 2009 compared with 3.6% in 2008 – the country’s lowest at that
time. Labour markets in some other provinces, though, fared much better in 2009.
For instance, the economic downturn had only a marginal effect on unemployment
in Saskatchewan, which boasted the lowest unemployment rate in 2009.

Figure 10 – Job Losses and Discouraged Workers, 2008-2009
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SK

Neither the number of job losses nor the level of unemployment account
properly for so-called “hidden unemployment.” Being always present in the
economy, hidden unemployment is formed by discouraged workers – individuals
who desire to work but are not actively looking for employment as they are
discouraged by the lack of employment opportunities. Another group that
contributes to hidden unemployment is workers who are employed but are
unsatisfied with the modest number of hours worked. In other words, these
individuals involuntarily work part time. Over 2009, hidden unemployment
increased noticeably in Canada; however, the increase was primarily driven by
three provinces – Alberta, British Columbia and Ontario (bottom chart of
Figure 10).
The described regional disparities create a situation where individuals in
certain provinces are much more likely to experience income interruption
than their counterparts in other provinces; however, such elevated levels of
vulnerability are not reflected in the pan-Canadian picture. This is further
exacerbated by the unfavourable combination of two factors. First, the reliance
of lower income individuals on employment income is much higher than in
other income quintiles. Second, debt of the least affluent individuals grows at
a much faster pace than that for other income levels,19 making this group
particularly sensitive to income interruption.

Over 2009, hidden
unemployment
increased noticeably in
Canada; the increase
was primarily driven
by three provinces –
Alberta, British Columbia
and Ontario

4.1.2. Decline in income
Survey results
46% of respondents experiencing difficulties managing debt identified
lower than expected income as the main cause for that

In addition to wages and salaries, individuals’ income is also derived from
self-employment, commissions, investments, pensions and government transfers.
As was discussed in the 2009 CGA-Canada paper, the evolution of household
income over the past three decades shows that income from wages and salaries
is characterized by a noticeable sensitivity to economic cycles; it declined
considerably during the recessions in the 1980s and 1990s. At the same time,
other sources of income had hardly been compensating for the fall in wages
and salaries.
Whether or not a similar trend can be observed in the 2008-2009 recession is
not possible to verify at the time of writing as the statistics for aggregate
19 For instance, according to the recent Bank of Canada’s study, the fast debt growth in lower-income
quintile is one of the most noticeable developments of household debt in 1999-2005 (Source: Meh, C.
et al (2009). Household Debt, Assets, and Income in Canada: A Microdata Study, Bank of Canada,
Discussion Paper 2009-07).
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household income from different sources typically lag the reference period by
two years or so. To overcome this shortcoming, monthly estimates of earnings
of salaried and hourly paid employees and total household disposable income
are relied upon to analyze the decline in household income.
For hourly paid employees, income decline may be caused by declining number
of hours worked, by a lower hourly rate of earnings or by a combination of the
two factors. The average number of hours worked by hourly paid employees
per week indeed declined over 2008 and 2009, but, unlike the previous
recessions, the drop was only marginal: from 30.3 hours in December 2007 to
29.7 in December 2009. Moreover, such decline was rather a continuation of a
longer-term trend that started at the end of 2006 as opposed to the recessionary
reaction. Also, the magnitude of the drop was much more subtle than that
observed in the aftermath of the IT bubble burst in the early 2000s (top graph
of Figure 11).
In turn, average hourly earnings of hourly paid employees showed an increasing
trend moving from $20.1 per hour worked in 2007 to $20.5 in 2009 (adjusted
for inflation). These opposite directions of the described trends allowed hourly
paid employees to weather the recession fairly well and even be $57 better off
in December 2009 as compared with December 2007 (adjusted for inflation).
A similar, rather positive trend was observed for salaried employees whose
average real weekly earnings increased by $40.3 over 2008 and 2009 (Figure 11).
Although the trends described above may convey a positive impression, the
definitive conclusion on how household income endured the recent recession
may yet be premature. The data limitations mentioned at the beginning of this
subsection constitutes one of the reasons. Another is the need to take into
account the regional perspective. The data from 2008 (the most recent year
available) may provide a good example. While Saskatchewanians enjoyed a
14.4% growth in their disposable income in that year, income of households
in Newfoundland and Labrador fell 0.8% short of the level registered in 2007.
However, the aggregate data for Canada showed a healthy 5.9% increase in
household disposable income.20 Raising commodity prices, which are closely
linked with earning performance in the west, and a strong Canadian dollar
suppressing the export capability of manufacturing, which is heavily concentrated
in Ontario and Quebec, most probably further amplified the regional disparities
in income of Canadians.

20 Based on CANSIM Table 384-0012. CGA-Canada computation.
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Figure 11 – Earnings of Employees, 1991-2009
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4.2. Asset shock
Survey results
19% of respondents believe that their financial wellbeing would be
noticeably affected by a 10% decrease in the stock market

Typically, household assets, like assets of any other sector, are divided into two
broad categories – financial and non-financial. Financial assets of households
53

include stock, bonds, mutual funds and cash deposits, whereas non-financial
assets comprise residential structures, land, vehicles and collectables. Such a
characterization of assets though, may be deceptive when it comes to the
analyses of asset price shocks. The asset’s sensitivity to market fluctuations
differs significantly depending on the asset and the market. Turmoil on the
financial markets, for instance, would do little harm to the value of cash and
bank deposits, which are part of the financial assets. Similarly, value of vehicles
that are part of non-financial assets would have limited exposure to changes
on either financial or non-financial markets.

Household assets
have become riskier,
less diversified and
somewhat less liquid
over the past
two decades

It then seems reasonable to consider households’ exposure to asset price shocks
by grouping assets into three categories. First are assets sensitive to changes
in the financial markets. These include stocks, mutual and investment funds,
pension assets, foreign investments and investments in short-term commercial
paper. Second are assets sensitive to the real estate market, such as residential
and non-residential structures, land, and other real estate. And third are other
assets that are not sensitive to market dynamic. These include deposits in
financial institutions, bonds, consumer durables, machinery and equipment,
valuables and collectables, copyrights and patterns, etc.
In 2009, the majority of household assets were affected by changing market
dynamic, with some 38.6% of total household assets being potentially sensitive
to corrections in real estate markets and 40.3% of assets sensitive to shocks on
financial markets. Only about one fifth of household holdings were sheltered from
market fluctuations in that year (Table 3). Household exposure to instabilities
in financial and housing markets is spread across a wide segment of the
Canadian population. As many as 58.0% of Canadian families may be affected
by the downturn of the financial markets, while the balance sheet of 66.7% of
all Canadian families may be impacted by changes in housing prices.21
When looking at changes in the composition of household assets over time, it
is obvious they have become riskier, less diversified and somewhat less liquid.
Surprisingly, appreciating home prices, rising homeownership rates, and a boom
in renovation activity in recent years has not shifted much the composition of
household wealth in favour of real estate assets. Instead, households noticeably
reduced their holdings in assets that are not sensitive to market dynamic and
increased their exposure to the financial market. Stocks and mutual funds,
which are often held in tax sheltered retirement plans, accounted for 19.2% of
all household assets in 2009, more than double compared with the level seen
in 1990. Meanwhile, households reduced their holdings of lower risk cash and
deposits, which now account for 12.3% of household assets, down from 18.0%
in 1990 (Table 3).

21 Based on Statistics Canada's Survey on Financial Security (2005) and CANSIM Table 203-0003.
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Table 3 - Household Exposure to Asset Price Shock, 1990 and 2009
1990

2009

Assets sensitive to financial markets
Pensions and life insurance
Shares
Foreign investments
Short-term paper

29.0%
17.5%
8.8%
0.7%
1.9%

40.3%
20.1%
19.2%
0.8%
0.1%

Assets sensitive to real estate market
Residential and non-residential structures
Land

36.6%
22.8%
13.8%

38.6%
20.7%
17.9%

Other assets (not sensitive to market dynamic)
Canadian and foreign currency and deposits
Consumer durables, machinery and equipment
Bonds
Other

34.4%
18.0%
9.3%
3.8%
3.3%

21.1%
12.3%
5.7%
1.4%
1.7%

Source: CANSIM Table 378-0085, CGA-Canada computation.

Some analysts suggest that new holdings in liquid assets such as checking and
demand deposits are primarily attributed to individuals aged 50 and over. For
instance, 80% of nominal increase in these assets between 2001 and 2005 was
formed by this age group.22 If that is the case, the liquidity of household assets
is not only declining but is also increasingly being shifted away from relatively
more indebted households towards the group with little outstanding debt. As
may be expected, distribution of household debt and assets across different
age groups is uneven. Outstanding debt of individuals younger than 35 years
of age is the least supported by assets, middle-aged Canadians hold the largest
proportion of total outstanding debt, while the majority of assets are concentrated
in the hands of older households (Figure 12). Since liquid assets are primarily
being accumulated by the group with least amount of outstanding debt, the
buffer role of liquid household assets against increasing debt and against
illiquid savings through residential assets diminishes.

The liquidity of
household assets is not
only declining but is
also increasingly being
shifted away from
relatively more indebted
households towards
the group with little
outstanding debt

22 Tal, B. (2005). Negative Personal Savings Rate: Is It Just a Statistical Mirage? Consumer Watch
Canada, CIBC World Markets, September 13, 2005.
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Figure 12 – Distribution of Household Debt and Assets
by Age Groups
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Source: Faruqui, U. (2008). Indebtedness and the Household Financial Health: An Examination of the
Canadian Debt Service Distribution, Bank of Canada, Working Paper 2008-46, Table 3.

Markets lost significant value in almost every asset class as a result of the
2008 financial crisis. For instance, the S&P/TSX Composite index tumbled by
almost 29% in September-October 2008, while by December 2008, the index
lost 35% of its value compared with a year prior. Overall, 2009 was a positive
year for the Canadian stock market even though the markets around the world
continued to lose value through February. In fact, the S&P/TSX Composite index
went up by some 31% in that year – a pace seldom experienced throughout the
2000s (with the noticeable exception of the growth registered in 2000 on the
verge of the IT bubble collapse). Similarly, an only short-lived decline in
housing sales and prices did not erode much the value of household holdings
in real estate (Figure 13). As was seen in Section 3.3.1, this positive dynamic
allowed households to stabilize their financial position (as measured by debtto-assets ratio) compared with the devastating blow of 2008.
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Figure 13 – Dynamic of Canadian Stock and Housing Markets,
2000-2009
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However, the outlook for further improvements is still uncertain. Some
observers suggest that the average household portfolio may now be expected
to have an average return of 6%; significantly lower than the 11% annual
return experienced in the five years leading up to the recession.23 The further
dynamic of the housing market may also be ambiguous (see the discussion in
Section 5.1 for more details). As such, it may still be the case that rebuilding
of the wealth of households is a rather long-term undertaking.

4.3. Interest rate shock
Survey results
27% of respondents believe that their financial wellbeing would be
noticeably affected by a 2% increase in interest rate

Over the past several years, our understanding of interest rate shock has
changed a number of times. In 2007 and for a number of years prior, the
23 TD Bank Financial Group (2010). Household Balance Sheet Improves, but Debt Growth Constrains Net
Worth, Observation, March 15, 2010.

57

increased inflationary pressures had been keeping the fears of rising interest
rates current. The situation reversed dramatically in 2008 when lowering of
target interest rates was the Bank of Canada’s principle response to the severe
financial crisis and economic downturn unfolded in that year. The drop in the
Bank of Canada’s target for the overnight rate from 4.25% to 0.5% and real
prospects for low or negative inflation transformed the notion of the interest
rate shock from the fear of increasing rates to an uncertainty of the impact
associated with low rates and negative inflation.

Interest paid by
households on their
outstanding debt tend
to increase in periods
when the Bank of
Canada’s overnight
rate climbs

In the spring of 2010, the understanding of the interest rate shock is back to
normal – there is a high likelihood of interest rates to climb as there is a widely
spread anticipation that the Bank of Canada will increase its overnight rate in
response to the prospect of ascending inflation.
The changes in the overnight rate (which is the rate at which major financial
institutions borrow and lend one-day funds among themselves) are typically
expected to translate into similar changes in other interest rates including
prime lending rates of financial institutions. The transmission effect is most
direct for variable mortgage rates and other floating loan rates such as lines of
credit and personal loans. Fixed mortgages rates may also be affected, however
through a much more complex mechanism of changing rates on the bond
markets. In any case, the longer-term trend shown in Figure 14 confirms that
interest paid by households on their outstanding debt will tend to increase in
periods when the Bank of Canada’s overnight rate climbs.
On a number of occasions, the Bank of Canada has expressed concern that the
credit quality of loans to Canadian households may deteriorate as a result of
rising interest rates. For instance, in 2007, the Bank of Canada concluded that
“a higher proportion of households could become vulnerable to negative shocks
if interest rates were to rise significantly.”24 In December 2009, the Bank of
Canada expressed concern that “sustained growth of household debt in the
context of rising interest rates will increase the vulnerability of households.”25
According to the stress-testing simulation conducted by the Bank of Canada,
a large (though relatively gradual) increase in interest rates over the next two
years would result in the proportion of household with debt-service ratio
above the vulnerability threshold to increase by two thirds compared with the
levels observed in 2008-2009.26

24 Bank of Canada (2007). Financial System Review, December 2007, p. 27
25 Bank of Canada (2009). Financial System Review, December 2009, p. 23.
26 Bank of Canada (2009). Financial System Review, December 2009, pp. 24-25 and Table 5.
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Figure 14 – Effective Interest Rate of Households vs. Bank of Canada
Target for the Overnight Rate
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Whether a particular household will experience negative consequences due to
rising interest rates will largely depend on terms of debt and the balance
between debts and assets held by the household. Increasing rates, for instance,
may increase the return on the household’s financial asset holdings; however,
they may also increase the costs of servicing variable-rate debt. Those at the
early stage of their variable-rate debt repayment will generally have even higher
exposure to the hikes in interest rates as the interest component of payments
is higher at the beginning of the loan life. In the case of mortgages, this may
lead not only to higher monthly payments but also slower equity accumulation.
Although a fixed-rate debt may protect households from the risk of increasing
debt service costs, the overall proportion of households that could benefit from
such protection decreased markedly in past years. The overall downward trend
in interest rates observed in the early 2000s lowered the number of households
carrying fixed-rate debts and the proportion of household debt with variable
rates increased from 14% in 1997 to 25% in 2007.27 This proportion is even
higher for mortgages: in 2009, some 27% of mortgages had variable-rate
terms while another 6% were a combination of variable and fixed rates.28
27 Faruqui, U. (2008). Indebtedness and the Household Financial Health: An Examination of the Canadian
Debt Service Ratio Distribution, Bank of Canada, Working Paper 2008-46, p. 10.
28 Canadian Association of Accredited Mortgage Professionals (2009). Annual State of the Residential
Mortgage Market in Canada, p. 21.
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The uncertainty associated with the actual pace and the magnitude of interest
rate increases and a great variation of possible debt/asset mix reduces the
possibility of achieving reliable estimates of the impact of increasing interest
rates on actual households. However, a simplified illustration may be helpful
to demonstrate the extent of changes in spending habits some homeowners
may face due to increasing interest rates.

Some households
may have to cut their
spending by 9%-11%
to accommodate
the increase in the
interest rate

For the purpose of the example we assume that the interest rate of a five-year
mortgage goes up by two percentage points from 4.5% to 6.5%. If that is the
case, a family wishing to enter into a mortgage of $150,000 with a 25-year
amortization will be required to pay some $2,100 more in mortgage payments
annually. For a mortgage of $250,000, the increase in payments will amount
to approximately $3,500 a year. Over a five-year period, these differences will
aggregate to extra payments of $10,500 and $17,500 respectively for families
having $150,000 and $250,000 mortgages. If instead the mortgage loan
amounts to $400,000, the cumulative extra payments will sum up to nearly
$28,000 over five years (Table 4).

Table 4 – Impact of an Increase in Interest rate on Mortgage Payments
Mortgage

Monthly mortgage payments
Interest rate of 4.5%
Interest rate of 6.5%
Increase in mortgage payments due
to the increase in interest rate
Annually
Cumulatively over 5 years

$150,000

$250,000

$400,000

$834
$1,009

$1,391
$1,682

$2,225
$2,691

$2,099
$10,495

$3,498
$17,490

$5,597
$27,985

Source: CGA-Canada computation using Scotiabank online Mortgage Payment Calculator (available at
http://cgi.scotiabank.com/mortgage/payment.html)

To accommodate additional mortgage expenses, homeowners will have to
decrease some of their current spending. We could reasonably assume that a
mortgage of $150,000 is taken out by a middle income family (e.g. third income
quintile), whereas a $250,000 mortgage is taken out by a mid-to-high income
family (e.g. fourth income quintile). Data from Statistics Canada29 suggest that
an average mid income family spends (in total) some $60,000 a year, while an
average mid-to-high income family spends some $87,000 a year. Both families
allocate 63% of all their spending on four categories: shelter, food, transportation
and personal taxes. If the mortgage interest rate goes up from 4.5% to 6.5% as
discussed above, and if the families intend to maintain current levels of spending
29 Statistics Canada (2009). Spending Patterns in Canada, Catalogue no. 62-202-X, p. 11, Table 2.
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on food and transportation (we may assume that shelter and taxes are fixed
and cannot be changed), a middle income family will have to cut all other
spending by 9%, whereas the mid-to-high income family will have to tighten
the budget by 11% to accommodate the increase in the interest rate. The ‘other
spending’ in this case includes household furniture and equipment, clothing,
health and personal care, education, recreation, personal insurance, pension
contributions, etc.
Whether a two percentage point increase in mortgage rates is realistic is difficult
at this time to predict with any degree of certainty. However, some 65 basis
points hike in residential mortgage rates announced by the major Canadian banks
within a two-week period in April 201030 suggests that rapid and significant
interest rate hikes are possible.

4.4. Glimpse at consumer insolvency

Consumer insolvency
may be an important
indicator of growing
social and financial
problem caused by
increasing indebtedness

Survey results
The proportion of indebted respondents saying they have trouble
managing debt went up from 17% in 2007 to 20% in 2010

In Canada, consumer insolvencies consist of consumer bankruptcies and
consumer proposals. Consumer bankruptcy is a legal process that allows
financially distressed individuals to write off unsecured credit obligations
whereas debtor’s assets are sold in order to meet some of debt obligations.
An alternative to consumer bankruptcy – consumer proposals – allows
renegotiation of the financial obligations of the debtor while avoiding seizure
of underlying assets.
Consumer insolvency is normally considered as an option of last resort for
dealing with financial distress. As such, it may be an important indicator of
growing social and financial problem caused by increasing indebtedness.
Consumer insolvency is a cyclical indicator that follows closely the economic
business cycle and increases during recessions, but is expected to show a
declining trend when economic growth resumes. As such, booms and busts in
the levels of consumer insolvencies are natural features.

30 See, for instance, CBC.ca (2010). RBC Hikes Fixed Mortgage Rate, April 13, 2010 (available at
http://www.cbc.ca/money/story/2010/04/13/royal-bank-mortgage-rates.html), and Lam, E. (2010).
CIBC, TD, Laurentian Latest Hike Mortgage Rates, Financial Post, April 14, 2010 (available at
http://www.financialpost.com/story.html?id=2905631).
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Researchers also suggest that there is much more than just cyclical change in
economic conditions that affect the level of consumer insolvencies. For
instance, an increasing debt-to-income ratio is one of the widely recognized
drivers of consumer insolvencies. The number of bankruptcies is further
sensitive to fluctuations in permanent and temporary income, level of nondiscretionary expenses, disproportionately high credit card debt, people’s
overall propensity to file a bankruptcy when financial situations deteriorate,
and perhaps even as the result of the consumer’s strategic consideration.31

Consumer insolvencies
measured per 1,000
adult Canadians nearly
doubled over the past
two decades and
deteriorated further
during the recent
recession

One of the Canada-specific studies examining consumer insolvencies32 concluded
that among non-cyclical factors (i.e. those that are not directly triggered by the
economic booms and busts), the total debt-to-income ratio had the greatest
permanent effect on the number of consumer insolvencies. This may be one
of the reasons why in Canada, the cyclical aspect of consumer bankruptcies
has been very clearly supplemented by a general upward trend in consumer
insolvencies in the past several decades.
Consumer insolvencies measured per 1,000 adult Canadians nearly doubled
over the past two decades, increasing from 20.5 in 1990 to 39.0 in 2007. This
rising trend deteriorated further during the recent recession when consumer
insolvencies skyrocketed to 56.6 insolvent individuals per 1,000 of adult
Canadians. Year-to-year increases as high as 56.6% and 53.4% were registered
in March and June of 2009 respectively. Such rapidly increasing levels of
insolvency contrasted greatly with a much more moderate growth seen at the
beginning of 2008 and other years prior. Some positive changes, though, where
observed in the fourth quarter of 2009, namely the rate of increase in consumer
insolvencies slowed to one-digit numbers (top graph of Figure 15).
Some observers33 attribute this change to amendments in the Bankruptcy and
Insolvency Act, which came into effect in September 2009. The changes were
announced in advance of the Act entering into force and included provisions
that increased the cost for discharging a bankruptcy. This could induce insolvent
individuals to file ahead of the introduction of the changes.
The absolute size of bankruptcy also increased during the recession. The
average size of consumer bankruptcy measured as the dollar value of declared
liabilities per bankruptcy (adjusted for inflation) reached a 30-year high of
31 Based on the literature review presented in Archambault, R. and Laverdière, D. (2005). A Macroeconomic
Model for Analysing and Forecasting Levels of Business and Consumer Insolvency in Canada, Office of
the Superintendent of Bankruptcy, Industry Canada.
32 Archambault, R. and Laverdière, D. (2005). A Macroeconomic Model for Analysing and Forecasting
Levels of Business and Consumer Insolvency in Canada, Office of the Superintendent of Bankruptcy,
Industry Canada.
33 See, for instance, TD Bank Financial Group (2009). An Update on Consumer Insolvency, Observation,
November 20, 2009, and Bankruptcy Canada (2009). Bankruptcy Rate in Canada Falling? Good News,
or Is There More to the Story?, available at http://www.bankruptcy-canada.ca/trustees-talk/bankruptcycanada/20100111/will-the-bankruptcy-rate-in-canada-plummet-in-2010-a-sign-of-economic-recovery-orsomething-else-completely.html
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some $104,000 per bankruptcy in 2009; however, the increase in costs that
consumer bankruptcies bring to the economy was much more moderate. For
instance, the value of bankruptcy liabilities that could not be backed by assets
recovered by creditors was less than two thirds of the level of net bankruptcy
liabilities registered in the aftermath of the recession in the early 1980s.
Conversely, if a shorter timeline is considered (as depicted on the bottom graph
of Figure 15), net liabilities of consumer bankruptcies were higher (sometimes
noticeably) in 2009 compared with any other year of the past two decades. As
such, not only has the proportion of Canadians experiencing extreme financial
stress increased, but also the magnitude of the financial distress is much
greater now than in the past.
Figure 15 – Consumer Insolvency and Size of Bankruptcy
Consumer insolvency, year-to-year change
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As may be expected, the pan-Canadian picture masks important regional
differences. For instance, while households in Manitoba and Saskatchewan
experienced a very moderate increase in consumer bankruptcies over 2007-2009,
the likelihood of Albertans to declare a bankruptcy was increasing twice faster
than that of an average Canadian. Similarly, the extent of the financial losses
caused by consumer insolvencies differs across provinces, with the most western
regions leading the way. More specifically, a consumer bankruptcy declared in
Alberta would, on average, impose $53,100 in losses to the economy, whereas
the financial losses typically produced by a bankruptcy in Saskatchewan would
be associated with some $20,000 less in economic costs (Figure 16).

The average size
of financial losses
associated with
consumer bankruptcies
was not only one of
the highest in Alberta
but also one of the
most rapidly growing

Figure 16 – Growth in Consumer Bankruptcies,
Regional Perspective, 2007-2009
Annual average increase in consumer bankruptcy, 2007 to 2009
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SK

Canada

One more pointer to regional differences in households’ ability to absorb or
withstand economic shocks is the disparity in the growth rate of net liabilities
per bankruptcy. In 2009, the average size of financial losses associated with
consumer bankruptcies was not only one of the highest in Alberta but also one of
the most rapidly growing when compared with other provinces. Net liabilities per
bankruptcies increased in Alberta at an average annual rate of 23% between 2007
and 2009. In Quebec, in turn, the growth rate was the lowest and amounted for
a moderate 4.3% annually over the same period of time. Saskatchewan and
British Columbia were two other provinces that experienced fast growth in
financial losses associated with an average consumer bankruptcy.
Summing up the discussion, several points are worth repeating. First, the
analysis of financial fragility of the Canadian household sector and of its
exposure to categorical economic shocks can lead to deceptive conclusions.
The subtle increase in wages and salaries for example has helped working
Canadians weather the recession fairly well; however, the job loss sustained
during the recession was significant, exposing households also to an elevated
risk of income interruption. Second, the positive dynamic of stock and real
estate markets allowed households to improve their financial position to some
extent; however, the composition of household assets have become riskier, less
diversified and somewhat less liquid, with the liquidity build up being skewed
towards older households also known to have lower levels of debt than other
age groupings. Third, the high likelihood of interest rate increases can manifest
real economic shock; particularly so for individuals with variable-rate loans
and those intending to assume or to renew mortgages. Fourth, not only has the
proportion of Canadians experiencing financial stress increased along with
concomitant insolvency risk, but also the absolute magnitude of the financial
distress has become greater than in the past. And last but not least, regional
consideration is crucial when analysing household exposure to shocks as income
stability and the level of financial distress varies noticeably across different
regions – underscoring furthermore that reliance on national and aggregate
statistics can unintentionally mask or smooth regional vulnerabilities.

Regional consideration
is crucial when
analysing household
exposure to shocks as
income stability and the
level of financial distress
varies noticeably across
different regions
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Worrisome Trends

Worrisome trends constantly emerge or otherwise exist within the economy. In
times of economic expansion, they often gyrate around inflationary pressures,
the increasing risk of a ‘hard landing’, and the uneven distribution of the benefits
of economic growth among and within different societal groups. In more
challenging economic times, worrisome trends often orbit around the prospect
of further deterioration. Moreover, worrisome trends tend to be different for
different economic agents and the trends that are worrisome for some may
present positive outcome for others. The strong Canadian dollar that curbs
manufacturing export but allows households to improve their purchasing
power serves as a good example. An exhaustive evaluation of worrisome trends
faced by Canadian households is a complex task extending beyond the scope
of this paper. That said, we would advance the analysis of two worrisome trends
in particular – housing market and household savings habits – as these may
have a direct effect on households’ most representative assets and on individual
ability to prosper.

5

As much as 66.7%
of all Canadian
households may be
considered sensitive
to changes in the
real estate market

5.1. Housing market
Survey results
Only 9% of all respondents believe that their financial wellbeing
would be noticeably affected by a 10% decrease in housing prices

Appreciating home prices, rising homeownership rates and a boom in renovation
activity observed throughout most of the 2000s increased further households’
exposure to residential assets, which accounted for 20.3%34 of total household
assets in 2009. As much as 66.7%35 of all Canadian households incurred
expenses related to owned dwellings in 2008 and thus may be considered
sensitive (to a lesser or greater extent) to changes in the real estate market.

34 Based on CANSIM Table 378-0051. CGA-Canada computation.
35 CANSIM Table 203-0003.
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Mirroring the importance of housing assets to Canadian households, the
residential real estate market represents a significant component of overall
economic activity in Canada. Over the past five years, some 2.4 million houses
were bought and sold, with a staggering $696 billion changing hands.36

Many joined in
warning that the
relation of house prices
to household income
is at the high end of
what can be considered
sustainable

In the 1990s, Canada’s housing market experienced a prolonged slowdown
which was one of the longest among OECD countries in the past 30 years;37
however, it exhibited rapid growth during most of the 2000s causing concern
among many that a bubble (an unsustainable increase in house prices that will
eventually result in a sharp decline in residential assets prices) was materializing.
Although housing prices started to reverse (in some provinces) in late 2007
and through 2008, an apprehension of bubble manifestation continued. Many,
including some high profile individuals, joined in warning that the relation of
house prices to household income is at the high end of what can be considered
sustainable.38 Nevertheless, the official position of the federal government
remains that “Canada’s housing market is healthy, stable and supported by our
country’s solid economic fundamentals” and that “there is no clear evidence
of a housing bubble.”39
A number of recent studies may question this optimism though. In October
2009, the International Monetary Fund (IMF) concluded40 that at the peak of
the housing boom in 2007, house prices were significantly overvalued in the
western Canadian provinces. Although the decline in prices observed in 2008
decreased the overvaluation, the IMF analysis also found that house prices in
Alberta and British Columbia still remained overvalued as of end of the second
quarter of 2009. Another recent study41 looked at the housing markets in some
selected metropolitan areas and concluded that in the second quarter of 2008,
housing prices were significantly overvalued relative to the rents in Halifax,
Ottawa, Regina, Montreal and Winnipeg and would require a drop in prices of
at least 20% to bring markets back into equilibrium consistent with historic
price trends. Housing prices were also found to be overvalued in Calgary and
Vancouver by some 7% and 11% respectively. Analysis conducted by Merrill
Lynch in the fall of 2008 drew somewhat similar conclusions.42

36 Computed based on Canada Mortgage and Housing Corporation (2009). Canadian Housing Observer
2009, Table 1, p. B-5.
37 Tsounta, E. (2009). Is the Canadian Housing Market Overvalued? A Post-Crisis Assessment,
International Monetary Fund, Working Paper WP/09/235, p. 9.
38 Perkins, T. (2010). Feds Should Cool House Market; But former Bank of Canada Governor David Dodge
Also Expects House Prices to Fall, The Globe and Mail, February 15, 2010.
39 Department of Finance Canada (2010). Government of Canada Takes Action to Strengthen Housing
Financing, Press Release 2010-11, February 16, 2010.
40 Tsounta, E. (2009). Is the Canadian Housing Market Overvalued? A Post-Crisis Assessment,
International Monetary Fund, Working Paper WP/09/235, pp. 3 and 12.
41 Somerville, T. and Swann, K. (2008). Are Canadian Housing Markets Over-priced? University of British
Columbia, Centre for Urban Economics and Real Estate, Working Paper 2008-01, p. 11.
42 Based on literature review presented in Tsounta, E. (2009). Is the Canadian Housing Market
Overvalued? A Post-Crisis Assessment. International Monetary Fund, Working Paper WP/09/235, p. 9.
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One common shortcoming of the mentioned studies is that by now (the spring
of 2010) they are probably already outdated given the fast changing pace in
the economic outlook observed over the past two years. However, a simple test
may prove interesting.
Housing price fundamentals are said to include demand factors (affordability,
real disposable income growth, real interest rates, household formation rates)
and supply factors (housing stock, land scarcity and the availability of skilled
labour).43 The run up in housing prices that is not supported or explained by
fundamentals is likely to experience a severe correction sometime in the
future. Over 2009, the housing price fundamentals were mixed at best. The
demand side saw somewhat improved housing affordability, nearly unchanged
real disposable income, and lower real interest rates. The supply side, in turn,
experienced an increase in housing stock, unchanged land scarcity and
increased availability of skilled labour due to increased unemployment.
Although fundamentals were mixed, the average resale price of residential
structures exceeded that seen during the previous peak in 2007 (top graph of
Figure 17). Moreover, out of five Canadian provinces accounting for 89% of
the total population, housing prices declined only in one, namely Alberta, while
in others prices continued to ascend in both 2008 and 2009 (bottom graph of
Figure 17). This is still the case when prices are adjusted for inflation. It may
seem logical to conclude that if housing prices were overvalued in 2008 and
did not decline since then, they still continue to be overvalued. Moreover,
the latest (at the time of writing) Bank of Canada’s report suggests that the
momentum in residential investments may be even greater than initially
expected.44 This may further exacerbate overvaluation of certain housing markets.

It may seem logical
to conclude that if
housing prices were
overvalued in 2008 and
did not decline since
then, they still continue
to be overvalued

The depth of the analysis presented does not allow for an affirmative conclusion
regarding the future dynamic of housing prices. However, it may be useful to
remind ourselves that two-digit property value declines are possible. For instance,
over the past 35 years, three of Canada’s largest urban markets – Vancouver,
Calgary and Toronto – experienced value drops in the range of 25% to 28%.45
The long-term nature of housing transactions, or residential longevity, may
mask the negative consequences of housing price decline for those not actively
engaged in the residential real estate market at the time of price decline. A
number of reasons exist why downturn on the housing market will affect a much
broader range of homeowners than just those buying and selling their properties.

43 Flood, K. and Morin, S. (2008). House Prices and Consumer Spending, Bank of Canada, Bank of
Canada Review, Summer 2008.
44 Bank of Canada (2010). Monetary Policy Report, April 2010, p. 26
45 DBRS (2007). Residential Mortgages and Securitization in Canada: Overview of the Mortgage Market,
available at http://www.dbrs.com/research/211674.
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Figure 17 – MLS Average Residential Resale Price, 1990-2009
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First is the famous wealth effect. Academic literature has established a link
between consumption and wealth, suggesting that propensity to consume
increases with appreciation of the stock of wealth. Subsequently, it may
decrease if household equity in housing declines, particularly because in
Canada housing wealth effect is much stronger than the effect resulted from
changes in stock market wealth.46 Second is the collateral effect. Home-equity
borrowing has been an important contributor to growth in consumer spending
since 2001.47 Declines in housing prices may erode household balance sheet
positions, eroding the collateral base, and dampening households’ ability to
further borrow against home equity. Moreover, lower housing prices would
reduce owner’s equity in homes, which undermines the incentive to repay
mortgages and reduces the ability to refinance.
Last but not least, there seems to be an inverse relationship between the
appreciation of housing assets and growth in mortgage arrears rates. An
increasing property value allows home owners in financial difficulty to sell
their property or to release equity in order to avoid default on debt payments.
In turn, decreasing value of real estate assets further diminish this flexibility.
As seen from the top graph of Figure 18, this relationship proved to be fairly
consistent over the past two decades. Mortgage defaults and bankruptcies are also
known to move together. For a homeowner defaulting on mortgage payments,
filing for bankruptcy may allow for more time to save the home, or alternatively,
provide cost-free housing in case homeownership cannot be salvaged. Also, in
some cases, bankruptcy may reduce costs of maintaining mortgages as second
mortgages and mortgage fees are sometimes discharged.48 The bottom graph of
Figure 18 shows that ups and downs in the dynamic of consumer bankruptcies
are closely aligned with those of mortgage arrears in the past two decades.

There seems to be an
inverse relationship
between the
appreciation of housing
assets and growth in
mortgage arrears rates;
ups and downs in the
dynamic of consumer
bankruptcies are closely
aligned with those of
mortgage arrears

46 Pichette, L. (2003). Are Wealth Effects Important for Canada? Bank of Canada, Working Paper 2003-30.
47 Bank of Canada (2007). Financial System Review, December 2007, p. 8.
48 Li, W. and White, M. J. (2009). Mortgage Default, Foreclosure, and Bankruptcy, National Bureau of
Economic Research, NBER Working Paper No. 15472.
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Figure 18 – Change in Value of Residential Assets vs.
Mortgage Arrears vs. Consumer Bankruptcies
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5.2. Deteriorating savings patterns
Survey results
78% of respondents did not change their saving patterns due to financial
and economic instability; 14% decreased the usual rate of savings

At any point in time, households’ primary goal is to satisfy current needs by
allocating a portion of disposable income to spending. The part that is not
spent is saved to be used for consumption in the future. One of the important
functions of savings is that it allows individuals to apportion their consumption
over time. Insufficient savings, thus, may jeopardize household’s financial
situation throughout the life continuum and at retirement, leading to a decline
in optimum living standards.
Inversely, the part of household income that is not saved is spent. Apart from
satisfying day-to-day needs of individuals, household consumption plays an
extremely important role in the overall economic development. In Canada, in
fact, household consumption has been one of the main driving forces of the
economy for years. In 2009, more than half (58.7%) of Canada’s GDP was
generated by personal consumption, contrasting sharply with 21.7% brought in
by government spending and 17.8% generated by business gross fixed capital
formation.49 As such, there is always a certain degree of competing interest
between the desire of households to consume, their responsibility to save to
assure availability of funds to consume in the future, and economic growth
interests that benefit greatly from consumption.

Insufficient savings may
jeopardize household’s
financial situation
throughout the life
continuum and at
retirement; household
consumption, in turn,
plays an extremely
important role in the
overall economic
development

The sustainability of spending behaviour, though, depends critically on the
realization of expectations that formed the basis of the borrowing decision,
particularly those regarding the growth of income and wealth in the future.
CGA-Canada’s 2007 report highlighted the fact that Canadian behaviour to
save has been declining and identified this trend as worrisome; particularly
taking into account that the number of Canadians entering the phase of life
when they are expected to accumulate their retirement savings (aged 45-64)
was increasing. Although at that time the lack of active savings (i.e. part of
disposable income put aside) was noticeably compensated by passive savings
in the form of housing assets appreciation, that wealth was not distributed
evenly among households.

49 Based on CANSIM Table 380-0017. CGA-Canada computation.
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The 2009 report further underscored that the then present situation of economic
recession along with the demographic trend of an aging population has not
improved, while all other economic preconditions have deteriorated sharply,
leaving almost little other effective means of conserving other than through
active savings. Although we recognized the importance of consumer spending
for business development and for economic growth, we saw a well balanced
approach to spending, saving and paying down debt as a more desirable option
than trying to promote consumer spending as a enduring solution for the
economic downturn.

The experience of the
previous recessions
shows that households
tend to increase their
conventional savings
during periods of
economic downturn

A further worrisome element related to the fact that the economic slowdown
was well positioned to amplify even further some of the factors that are the
most often cited as propelling the decline in savings. The environment of low
interest rates makes savings less attractive and borrowing costs initially easier
to bear. The slower pace of growth in personal income may further diminish the
funds available after basic personal consumption needs are satisfied. Availability
of government transfers, although a positive element of Canadian welfare and
an important building block of economic stability may also transpire into
lower incentives to save.
The experience of the previous recessions shows that households tend to
increase their conventional savings during periods of economic downturn. This
was particularly the case in the 1980s recession when the household saving rate
went up by nearly six percentage points. Hikes, although of a lesser magnitude,
were also observed during the recession in the early 1990s and the economic
slowdown caused by the burst of the IT bubble in the early 2000s. Some slight
improvement in the personal saving rate could be seen in the recent recession
as well, with the rate going up from 3.7% in 2008 to 5.0% in 2009. However,
a number of caveats seem important to point out.
Not all provinces fare evenly when it comes to household saving rates. Although
the data for 2009 is not yet available, the experience of 2008 shows that while
some provinces closely followed the Canadian average (e.g. Saskatchewan
and Ontario), Albertans were saving at a pace several fold exceeding that of
households living in any other provinces. British Columbians, in turn, were
actively dis-saving, as on average their outlays exceeded their disposable
income by 3.4% (top chart of Figure 19).
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Figure 19 – Household Savings
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It may be wise
to be alert to the
uncertainty of further
economic recovery

Revisions of released statistics are a natural part of the process of collecting and
processing social and economic data. Revisions may be caused by incorporation
of updated seasonal factors, changes in statistical methods, concepts and
definitions, correction of errors in source data, incorporation of source data
with more complete or better reporting, etc. However, revisions may also alter
the conclusion of the analysis, particularly when the analysis is focused on the
current, short-term timeline. The bottom graph of Figure 19 serves as a good
example. It depicts data on the saving rate of persons and unincorporated
businesses downloaded from Statistics Canada’s CANSIM database in March
2007 and in April 2010. Two years ago, the data suggested that households
were saving as little as 1.2% of their disposable income in 2005, whereas today
the same data show that in fact Canadians were saving twice as much as that
in 2005. Although the discrepancy was positive (i.e. households were saving
more than initially thought), it still leaves room to question whether household
savings indeed went up during the 2008 recession and by how much.
It may be wise also to be alert to the uncertainty of further economic recovery
and of the possibility of economic slowdown. Particularly as fiscal stimulus
will fade out and interest rates will start to curb household borrowing and
consumption. In December 2009, the Bank of Canada – an organization that
monitors closely the performance of the economy and conducts thorough
analyses – suggested that “the risk of a renewed downturn in the global
economy remains a key source of vulnerability for the financial system.”50 In
more recent press releases, the Bank of Canada named policy stimulus, increased
business and household confidence, improved financial conditions and higher
terms of trade as the main underlying factors supporting Canada’s recovery.51
Although these are important factors, none of them falls in the category of
“strong economic fundamentals,” which must be present for sustainable
economic growth.
Another recent analysis conducted by the Bank of Canada52 showed that Canada
benefited greatly from the spill-over from the large extraordinary fiscal stimulus
measures implemented by G-20 countries during the 2008-2009 recession. In
fact, the global fiscal stimulus amplified the impact of the Canadian stimulus
package on GDP by an estimated 3.4 times in 2009 and 3.8 times in 2010.
According to this study, the main benefits for Canada came from higher growth
in the United States and improved terms of trade following the increase in oil
and commodities prices which was triggered by stimulus. However, it also
seems that the boosting impact of the G-20 initiatives will wane significantly

50 Bank of Canada (2009). Financial System Review, December 2009, p. 23.
51 Bank of Canada (2010). Bank of Canada Maintains Overnight Rate Target at 1⁄4 per cent and Reiterates
Conditional Commitment to Hold Current Policy Rate Until the End of the Second Quarter of 2010, Press
Release, March 2, 2010; and Bank of Canada (2010). Opening Statement by Mark Carney, Press
conference following the release of the Monetary Policy Report, April 22, 2010.
52 Resende, C. et al (2010). The Power of Many: Assessing the Economic Impact of the Global Fiscal
Stimulus, Bank of Canada, Discussion Paper 2010-1.
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after 2010 and flatten to almost zero in 2013. As such, the durability of Canada’s
recovery may also be affected by the simple fact that countries around the
globe will phase out stimulus measures.
Summing up the discussion, a number of salient aspects may prevail. Firstly,
despite a mild correction in Canada’s housing prices in mid 2008, housing
markets in a number of large metropolitan areas may still be very significantly
overvalued. Secondly, past experience shows that it is possible for property
values to meaningfully decline, diminishing household propensity to consume,
to borrow against home equity, and to assertively repay mortgage obligations.
Thirdly, the inverse relationship between the appreciation of housing assets and
growth in mortgage arrears rates may trigger a further increase in consumer
insolvencies if housing prices decline. Fourthly, with or without decline in
housing prices, the lack (or low levels) of active savings and still certain level of
ambiguity regarding the pace of economic recovery may jeopardize individuals’
ability to apportion their consumption over time.

The durability of
Canada’s recovery
may be affected by
the simple fact that
countries around the
globe will phase out
stimulus measures
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Conclusions

6

The analysis of the preceding sections has intended to provide valuable insight
into the recent changes of the level of debt held by Canadian households and
the implications of economic shocks on individuals who may have to endure
under a combination of burgeoning accumulation of debt and uncertainty of
economic outlook. By consolidating Canadian views and the statistical
information available on household debt in Canada, a number of contentions
have been exposed.

The rapidly deteriorating situation of the household sector’s
balance sheet should be viewed as an alarming matter
2008 and particularly 2009 have been characterized by a noticeable deterioration
of the economic indicators that reflect households’ ability to earn income,
create wealth and consume. The magnitude of economic growth no longer
supported the fast pacing increase in household debt, which expanded at rates
higher than long-term averages.
The indicators used to gauge the financial health of households have deteriorated
noticeably over 2008-2009, making it clear that the level of financial stress of
households has increased. Even in an environment of declining interest rates,
the accelerated rate of debt expansion leaves modest room for the burden of
servicing debt to decline. Including some of the usually unaccounted obligations
such as mortgage insurance and property taxes reveals even higher levels of
financial burden experienced by households. There is little doubt that the level
of financial stress on Canadian households has increased and that further run up
in household debt without a corresponding growth in assets and/or income will
continue to exert a circular pressure on the economy and on financial systems.

Prospects of improving households’ financial situation
in the near future are unclear
The dynamic of wages and salaries, stock market performance, quickly
appreciating housing prices, and the environment of low interest rates may
have created an impression that households’ exposure to economic shocks has
diminished. However, the job losses sustained during the recession continue to
significantly expose households to an elevated risk of income interruption. The
changing composition of household assets make them riskier, less diversified
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and somewhat less liquid whereas a heightened likelihood of interest rate
increases is manifesting; if only to stave off inflation. Taken individually or
together, these features of Canada’s economic structure can prove particularly
harmful to highly leveraged individuals and to collective long-term recovery.
Housing markets in a number of large metropolitan areas may still be significantly
overvalued. Price corrections on such markets will diminish households’
propensity to consume, ability to borrow against home equity, and incentive to
repay mortgages. It can also increase the likelihood of accelerated growth rates
in mortgage arrears and in consumer insolvencies.
As the prospects for both future household income and wealth are yet uncertain
it is unrealistic to pursue continued consumption stratagem intent on outpacing
real income and wealth growth prospect.

The risk tolerances of the financial institutions should not be exercised
as a substitute for the judgment of individuals
The fact that revolving credit has become a prevailing part of consumer
spending poses an elevated risk of contributing to a debt spiral. This is
particularly so given the remaining uncertainty of the economic outlook and
increasing financial distress of households that materialize in growing numbers
of consumer insolvencies. The increasing use of revolving credit is further
aggravated by the rising preference to use credit for consumption rather than
for wealth accumulation. We are faced with a reality that we are financing our
consumption activity and that we are fuelling gross domestic product growth
with unearned money.
As such, consumers should not confer their financial responsibility solely onto
banks and other financial institutions or their intermediaries when determining
individual levels of manageable debt or the net benefits of service offerings.
That is, while valuable in availing requisite services, products, and counsel,
the individual has an important role to play and should seek to not substitute
the judgement of others for their own. Regardless of income level or of financial
condition, individuals need to exercise personal financial discipline and
judgement when using revolving credit rather than bluntly maximizing different
financial options associated with such instruments.
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A balanced approach to spending, saving and paying down debt may be
a desirable feature of households’ financial behaviour in the near future
It has now become clear that the assumptions regarding growth in income
and wealth used to make borrowing decisions prior to 2008 will no longer
materialize, at least not in the near future. At the same time, the assumptions used
to make current borrowing decisions need be adjusted to account for economic
shocks to which the household sector is currently exposed.
The case for accumulation of savings has not materially changed, however the
choice of saving options has narrowed significantly, shifting the emphasis to
old-fashioned active savings. Although the importance of consumer spending
is recognized for business development and economic growth, a balanced
approach to spending, saving and paying down debt may be a more desirable
option than venturing into consumer spending as the principle strategy for
economic recovery. This seems to be particularly important knowing the
increasing tendency of households to use credit for current consumption rather
than for asset accumulation.

Regional perspectives are paramount to our understanding of the state
of household finances
Information on the distribution of household debt, assets and wealth across
different provinces is not easily available. However, the noticeable regional
variations in debt service costs, dynamic of labour market, household income,
levels of consumer insolvencies, savings rate, and housing prices show that
conclusions on the health of Canadian households is incomplete (and may even
be inaccurate) without regional consideration. Unfortunately, the availability
of facts and figures regarding the regional distribution of household debt and
other associated indicators is limited.
If the partial regional perspective presented in this paper is indicative of the
overall state of household finance in different provinces, it may appear that,
on average, those residing in British Columbia and Alberta may experience
higher levels of financial stress, at least temporarily, than Canadians living
in other provinces.
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Steps Forward

7

Achieving effective and well balanced economic policy requires integration of
multiple factors and considerations requiring continued fine-tuning and
adjustment. The interest in maintaining strong levels of household spending,
the need to recognize that borrowing is legally and rightfully a personal choice,
and the necessity to uphold the stability and viability of the financial system
are crucial (but often intersecting and conflicting) essentials of responsible
economic policy. Moreover, some level of household debt is beneficial to
individuals and to the overall economy. The resilience of Canada’s financial
system to the recent financial crisis and economic recession has proven fairly
well that our financial sector is well capitalized, sophisticated, and prudent in
its financial choices and is subject to well developed oversight and regulations.
Moreover, in the past two years, the government has taken a number of
important steps to address some identified shortcomings of the system.
Adjustments were made to the rules for government-backed insured mortgages
and credit card regulations, and the issue of financial literacy is undergoing
comprehensive deliberation.
Nevertheless, the issue of household indebtedness and the deterioration of the
financial position of households can, if left unmitigated, worsen Canada’s
longer term condition. The resumption of economic growth and the influence
of the policy measures mentioned above intent to prop Canada’s economy will
aid households in improving their financial balance sheet. Concurrently though,
rising household indebtedness possesses a strong structural component that
will not simultaneously vanish as the economic outlook improves. We need
only acknowledge the fact that the state of household finances had been
deteriorating during the years of strong economic growth to appreciate that
promising economic growth alone will not comfort the stack of debt that
individuals and governments can amass. In short, society cannot simply spend
its way out of debt. Given this conception, many of the recommendations
offered in our earlier works are as valid today as they were then – while others
may likewise have merit.
In the paragraphs that follow, recommendations are presented within four broad
themes that influence the fundamentals of household borrowing: (i) empowering
individuals with knowledge and tools necessary to make the right choices;
(ii) helping individuals to make the right choices through policy incentives;
(iii) forming the necessary economic pre-conditions for achieving higher levels
of income; and (iv) allowing policy makers and other public policy participants
to make informed decisions.
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7.1. Financial capability – Empowering Canadians
The lending market has become an increasingly sophisticated environment filled
with new technological applications, complex information, and a wide variety
of products and instruments. With extreme regularity, Canadians encounter
aggressive promotional offers that avail new and attractive borrowing options,
investment devices, and life-planning instruments; some of which are hard to
understand or to fully appreciate. Oftentimes motivated to do the ‘responsible’
thing, we enrol in these programs without a clear and comprehensive
understanding of their effective merit or of their inherent conditions.
In the current situation of yet uncertain economic outlook, households may
find themselves caught between three competing forces: the well developed
habits of unrestricted consumption, the rapidly deteriorating situation of family
finances, and yet an easy access to credit. Households’ knowledge and skill to
understand their own financial circumstances and the motivation to borrow,
to spend and to save become crucial to marshalling financial security and
wellbeing. To survive and to prosper in the modern financial world, Canadian
households need to have financial capability. Households need to have
knowledge and understanding that gives them the ability to effectively control
money, apply financial knowledge in predictable and unpredictable situations,
develop and implement risk-management strategies, and appreciate the impact
of financial decisions on their personal circumstances.
In June 2009, the federal government established a Task Force on Financial
Literacy to help create a cohesive national strategy aimed at improving the
financial education of Canadians. Recognizing financial literacy as an important
life skill, the Task Force will provide advice and recommendations to the
federal government on a national strategy to strengthen the financial literacy
of households.53
Improving literacy levels should remain an important and incremental government
objective. Solid reading, comprehension and numerical abilities have become
a pre-condition to navigating the sophisticated contemporary marketplace.
Recent research shows that by year 2031, some 12 million adult Canadians will
still have low literacy skills – a proportion of the population nearly unchanged
compared with today’s levels.54 Given the increased accessibility to credit
among younger households, a particular focus on improving youth literacy
continues to be highly desirable.

53 Department of Finance Canada (2009). Minister of Finance Launches Task Force on Financial Literacy,
Press Release 2009-067.
54 Canadian Council on Learning (2008). Reading the Future: Planning to Meet Canada’s Future Literacy
Needs.
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7.2. New approach to increasing personal savings –
Incentives and motivations
In the current economic situation, many Canadians may be facing challenges
of job insecurity, low investment returns, and murky prospects of business
growth. None of these characteristics is of great help, or of great encouragement,
in accumulating personal savings. Nevertheless, accumulation of appreciable
financial assets, building of a larger more diversified financial cushion, and
retirement investment should remain important long-term goals for Canadians.
More importantly, these goals must be put into action to be effective.
The gap between intentions and actions in economic behaviour of individuals
is well known. Studies in behavioural economics suggest that people are
often unrealistically optimistic about the future likelihood of affecting plans;
particularly so if the benefits of these actions lie further in the future.55 The
results of the survey presented in this paper illustrate once more that, while the
majority of 2009 survey participants familiar with Tax-Free Savings Accounts
(TFSAs) intended to make contributions, less than half of such individuals
surveyed in 2010 actually contributed to those accounts.
The tax incentives that are greatly relied upon as public policy instruments to
boost private savings have somewhat lost their appeal. For instance, as discussed
in a recent CGA-Canada’s paper,56 individuals’ responsiveness to tax incentives
offered by registered retirement savings plans (RRSPs) appears to be weak
and is not straightforward. Over the past decade, declining RRSP contributions
and participation rates persisted even despite the presence of certain factors
that could increase the possibility of RRSP expansion (e.g. strong growth in
income, declining coverage of employer-sponsored plans, etc).
Increasing awareness and understanding of the importance of savings may be
one of the meaningful roles for governments to assume. In some cases, barriers
to savings may exist due to a lack of information, distrust in the financial
sectors, or finding the investment process overwhelming and complicated.
Influencing behaviour through a more direct set of incentives may be another
important channel. Better use of economic psychology and behavioural
economics may lead to some innovative ways of improving household savings.
One of the most consistent findings from behavioural economics is that people
tend to stick with the default option.57 International experience shows that
companies using automatic enrolment in a pension saving scheme (with an

55 O’Donoghue, T. and Rabin, M. (1999). Doing It Now or Later, The American Economic Review, Vol. 89,
No. 1, pp. 103-124.
56 CGA-Canada (2009). 51 and Counting – Is it Time to Remodel RRSPs? (available at www.cga.org/canada)
57 Dixon, M. (2006). Rethinking Financial Capability: Lessons from Economic Psychology and Behavioural
Finance, Institute for Public Policy Research.
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option to opt out) and those that provide employees with an option to allocate
a portion of their future wage increase to savings achieve both higher enrolment
rates and higher savings accumulated by their employees.58 Similar approaches
of encouraging private savings, particularly those for retirement, may be
beneficial in the Canadian context of declining influence of tax incentives
on savings.
Other measures that governments might consider reside in the prospective
implementation of matching (to some extent) contributions, or offering a higher
than average rate of return on savings, particularly for low income individuals.
This type of measure is not new and is, for instance, currently deployed through
Registered Education Savings Plans (RESP); however, this practice may be
extended to savings for other purposes. Setting clear goals and spending
restrictions may increase the success rate of such instruments but also help
develop long-term savings habits.59
Raising the rate of the Goods and Services Tax (GST) may also be considered
a viable policy option if commensurate with corollary income tax relief.
Consumption taxes (of which GST is part) are said to reduce aggregate levels of
consumer expenditures as they discourage consumption. The consumption tax is
usually fully shifted to the consumer, increasing price levels of consumer goods
and making consumption less attractive. In turn, consumption taxes increase
incentives to save (compared with, for instance, income taxes) as they tax current
and future consumption at the same rate. However, such increase in consumption
taxes should be accompanied by a corresponding ‘revenue recycling’ through a
reduction of more economically distortive taxes, such as individual income taxes.
This would also improve the federal tax structure which has been increasingly
criticized for disproportionate reliance on taxes that diminish incentives for
individuals and businesses to engage in productive activity.

7.3. Achieving higher levels of income –
Improving productivity of Canadian businesses
Borrowing allows households to smoothen their consumption over time;
however income and income prospects are often more important determinants
of consumers’ confidence and willingness to pay. Although boosting consumer
spending and encouraging demand in the economy are important, it may be
more appropriate for overall longer-term sustainability to concentrate effort in
addressing the fundamentals such as labour demand, which largely defines
households’ level of income.

58 Thaler, R.H. and Benartzi, S. (2004). Save More Tomorrow: Using Behavioral Economics to Increase
Employee Saving, Journal of Political Economy, vol. 112, no. S1.
59 Dixon, M. (2006). Rethinking Financial Capability: Lessons from Economic Psychology and Behavioural
Finance, Institute for Public Policy Research.
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The Canadian economy is increasingly open and export oriented. As such,
the demand for Canadian goods and services could be further developed in
many markets; both domestically and internationally. In turn, households’
employment income sources, which are much less geographically diversified
and are primarily linked to the Canadian labour market, can be expanded or
otherwise enriched. Increasing competitiveness and bolstering the abilities of
Canadian businesses to compete successfully will only become more important
as the global economy continues to evolve and to morph into an efficiencyseeking cosmos.
A number of measures may serve that purpose. Promoting innovation and
technological growth, increasing the rate of technology diffusion and productivity
growth, increasing infrastructure investments and boosting support for employersponsored training are only a few of them. Ensuring access to credit for businesses
would of course continue to carry high importance as well.
Tight economic relations are critically important in increasingly globalized
commerce; however, an excessive one-country orientation may also be harmful
for the host country’s economic autonomy, particularly in industries of high
concentration. The overwhelming majority of this trade in Canada’s case
(82.7% in the past five years) takes place with the US. Although historical and
geographical links make Canada and the US mutually valuable economic
partners, such basic lack of diversification makes Canada uncomfortably
dependent on the US as its external market.
The government’s strategy could be intensified to pursue open and fair trade in
international markets beyond the US. This may include negotiating multilateral,
regional, and bilateral trade agreements that eliminate both tariff and non-tariff
barriers to trade in international markets.

7.4. Making more informed policy decisions – Improving
data availability on the financial position of households
Monitoring and analyzing data on an ongoing basis may greatly improve
strategic decision making. When it comes to household indebtedness, three main
sets of statistical data exist that allow us to see the composition of the household
balance sheet: (i) Income and Expenditure Accounts; (ii) the Survey of Financial
Security (both produced by Statistics Canada); and (iii) the Canadian Financial
Monitor survey conducted by Ipsos Reid Canada. However, these sources are
not without their shortcomings.
The data collected by the Income and Expenditure Accounts consolidate
assets of persons with those of all business transactors whose legal form of
organization is not a corporation (e.g. independent business operators,
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self-employed farmers, fishermen and professionals and unincorporated
landlords). Such an amalgamation distorts somewhat the breakdown of assets
owned by households only. Moreover, this data is not available on regional basis
and by different household characteristics (e.g. income, family composition,
age, gender, etc).
The Survey of Financial Security corrects these shortcomings by focusing on
assets and debts of Canadian families only and by providing a richer picture in
terms of financial conditions of households with different social and economic
characteristics. However, this survey is conducted only occasionally and the
most recent data available are from 2005. The current environment of fastpaced development of financial markets and the often changing valuation of
economic outlook greatly diminishes currency of data which was collected
five years ago.
The Canadian Financial Monitor probably represents the most advantageous
dataset for our purposes, containing information on household financial situation.
This survey is conducted annually across all Canadian provinces and collects
information on household assets, debt, banking behaviour, attitudes, use of
financial advice and retirement planning. This information is available on
households having different social and economic characteristics. The main
restriction of this survey though, is that the data is accessible on a commercial
fee basis. Although cost considerations may not be an impediment for the
government policy-makers, it may be an important barrier for non-government
research institutes and other NGOs participating in the public policy debate.
Comprehensive, timely, reliable, and easily accessible data on the financial
position of Canadians may be highly beneficial in assuring that checks and
balances are maintained in monitoring and analysing the health of the Canadian
household sector.
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Appendix A:
Detailed Findings from the
Survey of Household Attitudes
to Debt and Consumption

8

Given the dramatic changes in the economic outlook that took place over
2008-2009, CGA-Canada saw a fit to re-examine how Canadians view their
financial conditions and respond to the shifting economic reality. To that end,
CGA-Canada commissioned a public opinion survey that sought to identify
the perspectives of Canadians on the changing level of their indebtedness and
their attitudes towards spending and saving. The survey was conducted in the
winter of 2010 and repeated, to a large extent, similar surveys commissioned
by CGA-Canada in 2007 and 2008. The survey methodology and detailed
findings are presented in this appendix, and the results have likewise been
relied upon in developing the brief summary of key findings presented in
Section 2 of this paper.

Methodology
The survey was administered by Synovate from February 1 to 9, 2010. The
interview questionnaire was designed by CGA-Canada in collaboration with
senior staff of Synovate and pre-tested. The sampling methodology was designed
to accommodate an online interview process, with respondents making up a
representative sample of Canadian adults aged 25 years and over.
The survey sample was drawn using Synovate’s online panel, which includes
approximately 110,000 individuals. A total of 1,530 online interviews were
conducted with households living in the 10 Canadian provinces. With this
sample size, sampling error of plus or minus 2.51% is produced at a 95%
confidence level (19 times in 20). The data was statistically weighted to
accurately reflect the composition of Canadians by region, gender and age based
on Statistics Canada’s 2006 Census. The profile of the survey respondents is
presented in Table 5.
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Table 5 – Profile of the Survey Respondents
Characteristics

Number of
Respondents

% of Total
Sample

Sex
Male
Female

735
795

48.0%
52.0%

Age
25
35
45
55
65

282
339
349
259
301

18.5%
22.1%
22.8%
16.9%
19.7%

Household Size
One
Two
Three
Four or more

297
696
258
279

19.4%
45.5%
16.9%
18.2%

Geography
British Columbia
Alberta
Saskatchewan and Manitoba
Ontario
Quebec
Atlantic Provinces

202
165
93
562
393
115

13.2%
10.8%
6.1%
36.7%
25.7%
7.5%

Income
Under $15,000
$15,000-$24,999
$25,000-$34,999
$35,000-$49,999
$50,000-$74,999
$75,000-$99,999
$100,000 or more
Don't know

91
150
161
209
271
251
239
157

6.0%
9.8%
10.5%
13.7%
17.7%
16.4%
15.6%
10.3%

Employment status
Employed
Unemployed
Retired
Not in Labour Force - other than retired

907
78
378
167

59.3%
5.1%
24.7%
10.9%

Education
High school or less
Community college/Technical school
Some university
University degree and above

444
501
151
435

29.0%
32.7%
9.9%
28.4%

- 34 years old
- 44 years old
- 54 years old
- 64 years old
years of age and over

The 2010 survey questionnaire preserved the structure and the content of the
2007 questionnaire; however several additional questions were included in
order to provide a broader perspective on households’ savings habits. The 2010
survey questionnaire is presented in Appendix B. Details regarding the previous
surveys (including description of the methodology, respondents’ profile, survey
questionnaire and key findings) can be found in the CGA-Canada’s 2007
report titled “Where Does the Money Go: The Increasing Reliance on Household
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Debt in Canada,” and the 2009 report titled “Where Has the Money Gone: The
State of Canadian Household Debt in a Stumbling Economy” (available at
www.cga.org/canada).
Unless otherwise specified, the survey findings presented below are based on
the survey conducted in 2010. A comparison to the 2007 survey is provided
only in cases where a noticeable (upward or downward) trend existed between
respondents’ perceptions revealed in 2010 and in 2007. Comparison with 2008
is included when no particular upward or downward trend was observed
between the results of the three survey cycles.

Detailed Findings
The survey asked Canadians to reflect on the changes that had occurred in
their household finances over the past three years by examining four broad
elements of: (i) household debt; (ii) income, assets and wealth; (iii) spending;
and (iv) savings. The findings of the survey are presented in this appendix
under the four main themes identified above.

38% of respondents say
their debt has increased
compared with only
33% of those whose
debt load decreased

1. Household debt
The survey sought to identify how and why household debt has changed, the
level of comfort in having debt and the respondents’ point of view on whether
indebtedness prevents them from reaching some of their financial goals.
Changes in household debt over the past three years
Overall, 84% of the survey respondents reported having some type of debt –
a proportion nearly identical to that registered in 2007 and 2008. However,
respondents’ perception regarding the dynamic of debt changed between 2007
and 2010. In 2007, those with decreasing debt outnumbered respondents with
increasing debt. The situation reversed in 2010, with 38% of respondents saying
their debt has increased, compared with only 33% of those whose debt load
decreased. However, in 2010, the swing towards increasing debt was not as
pronounced as it was in 2008 (Chart 1). The proportion of survey participants
reporting their debt to have decreased a lot saw the largest shift, dropping from
20% in 2007 to 14% in 2010.
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Chart 1 – Changes in Household Debt Over the Past Three Years
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As would reasonably be expected, younger respondents were more likely to
view their debt as increasing when compared with their older counterparts.
Specifically, 44% of respondents younger than 35 years of age reported their
debt as increasing. This contrasted with 28% of respondents older than 55
years of age, who also thought their debt went up. Likewise, households with
one or more children under age 18 tended to report their debt as rising much
more often than those with no children.
Chart 2 – Changes in Household Debt by Income Group
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35%

Changes in debt varied depending on respondents’ income levels. Those with
annual household income under $35,000 were much more likely to report
increasing debt compared with respondents in other income groups. In turn, a
noticeably larger proportion of respondents with household incomes of $75,000
and over reckon their debt as decreasing compared with lower-income survey
participants (Chart 2).
Increasing debt was not associated with an increase in income or wealth.
Those whose income increased over the past three years and those who felt
wealthier today were more likely to say that their debt decreased rather than
increased. The opposite was also true: individuals who reported decreased
income and/or did not feel wealthier today were also more likely to report
their debt as increasing (Chart 3). This relationship also holds true when only
non-retired respondents are considered.
Chart 3 – Changes in Debt Relative to Changes in Income and Wealth
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Changes in debt relative to changes in wealth
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The majority of
individuals with
increasing household
debt were either very
concerned (40%) or
somewhat concerned
(46%) with the fact that
their debt has increased

The majority of individuals with increasing household debt were either very
concerned (40%) or somewhat concerned (46%) with the fact that their debt has
increased. The proportion of those very concerned noticeably increased from
its 36% level in 2007. Meeting day-to-day living expenses was by far the most
often cited reason for the increasing debt followed, at a distance, by interest
charges and purchase of a new car. Certain shifts could be observed in the
ranking of reasons for increasing debt when compared with the previous years.
Among the most noticeable is the decreasing role of purchasing of consumer
durables in increasing household debt. In 2007, some 29% of respondents
identified purchasing consumer durables as the main reason for the increase in
their debt. In 2010, only 19% of Canadians felt that way (Chart 4).
Chart 4 – Reasons for Increasing Debt
Day-to-day living expenses
Interest charges*
Purchase of a new car
Purchase of consumer durables
Health related expenses
Expenses for leisure and entertainment
Purchase of a new residence
Enrolling in an educational program
Other
0%

20%

40%

60%

80%

100%

% of respondents with increased debt
2007

2008

2010

* The “Interest charges” option was not included in the list of answers offered to respondents surveyed in 2007.

When 2010 survey participants were grouped by age categories into younger
(those under 35 years of age), middle age (aged 35 to 55) and older (55 years
of age and over) respondents, all age groups were nearly unanimous in ranking
day-to-day living expenses, interest charges, and purchase of a new car as the
top three reasons for increasing indebtedness. The only exception was younger
respondents who were slightly more likely to say that their debt increased due
to the purchase of a new residence rather than a new car. In 2008, in turn, a much
greater diversity of reasons for increasing debt was observed across age groups:
younger respondents gauged purchasing of consumer durables and new residence
as top activities causing debt increase, while for older respondents, health
related expenses and spending on travel and entertainment topped the list.
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Type of debt held
To identify the composition of respondents’ debt portfolio, surveyed individuals
were asked to describe changes in outstanding debt of the following types of
debt: mortgage, credit card, car loan, student loan, home equity line of credit, line
of credit other than home equity, and bank loan other than car and student loan.60
Chart 5 – Type of Debt Held by Households
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60 Although respondents were asked to identify changes in outstanding debt, the survey questionnaire did
not detail the definition of outstanding debt seeking respondents’ self-identification in terms of the presence
of outstanding debt and the direction of change. As such, the changes in types of debt presented in this
subsection reflect, rather, respondents’ perceptions and may or may not correspond with the actual
changes in the outstanding balance. Similarly, in the case of credit cards, the survey did not distinguish
between a carried over balance or a balance of any kind.
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Some 84% of all respondents had credit card debt. Outside of credit cards, the
two most popular types of debt were mortgages and car loans held by 53% and
44% of respondents respectively (top part of Chart 5). Contrary to what may
be expected, the retirement status did not radically influence the type of debt
held by the survey participants. Mortgage and student loans were two noticeable
exceptions: mortgages were reported by 57% of non-retired respondents,
compared with 35% of retired survey participants. Similarly, student loans were
a burden for 19% of non-retired individuals whereas this type of loan was
nearly absent among retired respondents (bottom part of Chart 5).

When speaking about
particular types of debt,
respondents were more
likely to report the level
of outstanding debts
as decreasing rather
than increasing

There seems to be certain disconnect between the general perception of
increasing indebtedness and the changes in specific types of debt. As was seen
from Chart 1, 38% of Canadians perceived their debt as increasing rather than
decreasing or remaining the same. At the same time, when speaking about
particular types of debt, respondents were more likely to report the level of
outstanding debts as decreasing rather than increasing. More specifically,
surveyed individuals revealed that their debt decreased rather than increased
for four out of seven types of debt listed in the questionnaire. Among those are
mortgages and car loans – the two types of debt that typically constitute the
largest part of household indebtedness (Chart 6). Interesting to note that for
credit lines, bank loans and student loans, a relatively large proportion of
respondents (between 5% and 13% depending on the type of debt) could not
tell whether their debt increased, decreased or remained the same.

% of respondents reporting
selected type of debt

Chart 6 – Changes in Selected Types of Debt
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Households’ ability to manage debt
The majority of respondents (62%) felt they could manage their household
debt well, and some 18% suggested they could take on more debt and still
manage their finances well. However, one fifth (20%) of indebted respondents
said they have too much debt and have trouble managing it. This was somewhat
higher than the 17% level registered in 2007.
Among individuals experiencing problems in managing debt, nearly half (46%)
named lower than expected income as the main factors causing difficulties.
This was a much higher level than that observed in the previous years. Difficulties
in keeping spending within planned limits was the second most often mentioned
reason for having troubles in managing debt; however, the prevalence of this
cause decreased noticeably over time (Chart 7).
Chart 7 – Reason for Having Troubles Managing Debt
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Those whose debt increased were much more likely to report troubles managing
it. Some 41% respondents reporting rising debt felt that way compared with
only 8% of respondents whose debt decreased or remained the same over the past
three years. However, the majority (59%) of respondents with increasing debt
still felt they could either manage it well or even take on more debt (Chart 8).
Compared with the previous years, respondents with increasing debt became
much more likely to have difficulties in managing their debt. While in 2007,
one third (34%) of respondents with increasing debt were in this situation, by
2010 this proportion reached 41%.
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Chart 8 – Attitude Towards Debt
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Negative influence of debt
Respondents were asked whether debt negatively affects their ability to attain
goals in such areas as retirement, education, leisure, travel, and financial security
for unexpected circumstances. Some 63% of indebted individuals felt that debt
prevents them from reaching goals in at least one of those areas. Among those
who felt the negative influence, the two most often cited areas were leisure
and travel, and financial security for unexpected circumstances (Chart 9).
Compared with the previous years, respondents became more likely to feel
that debt negatively affects their ability to save for retirement. In 2007, 28%
of indebted respondents gauged that debt affects their ability to reach financial
goals in the area of retirement; this proportion increased to 34% in 2010.
Chart 9 – Does Your Household Debt Negatively Affect Your Ability
to Reach Your Financial Goals in the Area of...
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Respondents who suggested that household debt prevents them from reaching
financial goals were also much more likely to say that their debt has increased
in the past three years. More than half (52%) of those negatively affected by
debt told us that their debt has increase a lot or a little. Respondents reporting
no negative influence had an opposite tendency, as nearly half of them (46%)
said their debt decreased in the past three years (Chart 10). Those who felt that
debt prevents them from achieving their goals were also much more likely to
say that they have difficulties managing it. Some 30% of those negatively
affected by debt had troubles managing it, while only 4% of those who felt no
negative effect were in a similar situation.
Chart 10 – Changes in Overall Debt of Respondents
Negatively Affected by Having Debt
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Respondents supported by others in their day-to-day living
All survey participants were at least 25 years of age. Nevertheless, some 9%
of respondents said their parents or other individuals provide a substantial
financial and/or in-kind support of their household’s day-to-day living. This
group of respondents was dominated by younger individuals: 30% were 25 to
34 years of age while 35% were in the 35 to 44 age group.
The supported individuals were slightly more likely to be in debt compared
with other respondents. Some 90% of respondents receiving support also had
at least one type of household debt, while this proportion stood at 83% for all
other respondents. The overwhelming majority (78%) of supported respondents
99

had debt other than credit cards (which are known to be the most common
type of debt held).
The supported respondents were present in all income groups: while one third
(34%) of supported respondents had annual household income of less than
$35,000, some 26% of supported individuals told us that their annual household
income is $75,000 and higher.

Less than half of all
respondents (44%) said
that their household
income increased over
the past three year

Debt-free households
Some 16% of respondents said they did not have any debt. The debt-free
respondents were much more likely to be 65 years of age or older when compared
with respondents reporting debt: 43% of debt-free respondents belonged to the
older age group compared with only 15% of indebted individuals. Not surprising,
then, that debt-free respondents were significantly less likely to have children
under the age of 18 years.
Debt-free respondents were nearly equally likely to be in the lower or higher
income group. Debt-free respondents with less than $35,000 in household
income accounted for 26% of all debt-free respondents, while those with
household income of $75,000 and over constituted 29%. Similarly, debt-free
survey participants were as likely to make savings on a regular basis as their
indebted counterparts; however, among non-retired respondents, debt-free
individuals tended to report saving on a regular basis more often than those
indebted. Not having debt was not associated with renting. Renters accounted
for only 21% among debt-free individuals, while constituting 30% of those
reporting debt.

2. Income, assets and wealth
A second objective of the CGA-Canada survey was to ascertain whether the
increase in debt was accompanied by a commensurate increase in income
and/or wealth. For that, respondents were asked to describe the changes in their
income, assets and wealth over the past three years, and to identify negative
economic shocks that may affect their financial wellbeing.
Changes in household income over the past three years
For 76% of non-retired respondents, wages and salaries were the main source of
income. Only 8% relied on business income, another 8% considered government
transfers as their principal source of income, and not more than 1% of non-retired
respondents lived on investment income.
Less than half of all respondents (44%) said that their household income
increased over the past three years; however, the overwhelming majority of
those (85%) reported that their income increased by only a little. The overall
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income dynamic was noticeably worse in 2010 compared with the previous
years, with more people reporting their income to decrease or remain the same
while fewer experienced positive changes (Chart 11).
Chart 11 – Changes in Household Income Over the Past Three Years
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Changes in income varied significantly depending on the overall income level
of the respondent. Individuals with higher household income were more
likely to see a positive change in their income compared with those with
medium or lower income. More than half (63%) of respondents with household
incomes of $75,000 and over saw their income increasing over the past three
years. This contrasted with only one third (34%) of respondents with household
incomes under $35,000 who reported similar changes. Likewise, respondents
in the higher income group were twice less likely to report their income as
decreasing compared with lower-income participants (Chart 12). The overall
deterioration of the income dynamic seen between 2007 and 2010 was true of
all income groups.
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Chart 12 – Changes in Household Income by Respondent’s
Income Group
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Changes in household assets over the past three years
To identify the composition of the asset portfolio of surveyed households,
respondents were offered a list of major types of assets: principal residence or
other residential structure; mutual funds, stocks or bonds outside of RRSPs;
private pension assets (e.g. RRSPs, RRIFs); assets associated with business;
deposit accounts and currency holdings. The survey asked respondents to
reflect on the changes in value of their assets over the past three years.
The perceptions revealed in 2010 were noticeably different from those
expressed in 2007. In 2007, very few respondents thought the value of their
assets decreased in the past three years. Nearly three quarters (73%) of survey
participants assessed that the value of their residential structures increased,
while at least 60% of respondents felt that the values of their holdings in
financial assets (pension and non-pension) went up. For all types of assets but
deposit accounts and currency holdings, not more than 1 in 10 respondents
reported the value of assets to have decreased (Chart 13).
In 2008 and 2010, survey participants tended to be less optimistic in assessing
the dynamic of their assets, especially for financial assets. In 2010, some 37%
of those holding mutual funds, stocks and bonds outside of RRSPs, and 31%
of respondents holding private pension assets gauged the value of their assets
as decreasing over the past three years. While this presented a somewhat
more positive assessment relative to 2008, the contrast remains notable when
compared with the situation observed in 2007. Respondents’ residential
structures were the only type of assets that tended to increase in value for the
majority of 2010 respondents holding those assets (Chart 13).
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Chart 13 – Changes in Household Assets
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Surprisingly, some 38% of respondents holding business assets could not say
whether asset values increased, decreased, or remained the same in recent years.
Although of a lesser magnitude, it was also revealing to learn that a noticeable
proportion of respondents (1 in 10) did not know what had happened to the
value of their financial assets outside of RRSPs and currency holdings.
Changes in household wealth over the past three years
In 2010, some 41% of all survey respondents felt they are wealthier today as
compared with three years ago. This proportion was noticeably lower than that
observed in the previous years, particularly compared with the 57% level
revealed in 2007 (Chart 14). The lowest level of enthusiasm was observed in
British Columbia, where only 37% of respondents said their wealth had
increased. Alberta, in turn, was the leading province with some 46% of surveyed
saying they are wealthier today.
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Chart 14 – Changes in Respondents’ Wealth
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As may be expected, retired respondents tended to be less optimistic about
their wealth. Some 35% of the current retirees reported increased wealth
compared with 43% of non-retired respondents. Changes in income influenced
significantly respondents’ perception of changes in their wealth: 63% of nonretired survey participants whose income increased felt wealthier, while only
15% of those whose income decreased felt the same way.
Debt also seemed to influence individuals’ perceptions regarding wealth. When
only non-retired respondents were considered, 41% of indebted individuals
felt wealthier today compared with 59% of their debt-free counterparts. Not
surprising then, that respondents whose debt decreased in the past three years
were much more likely to feel wealthier than those reporting their debt to have
increased. 62% of respondents with declining debt reported being wealthier
today, while this proportion stood at only 28% for those whose debt ran up in
the past three years.
Changes in the value of real estate assets seemed to be reflected in the
respondents’ perception of wealth; however, not to the degree that may be
expected. Among those reporting an increase in the value of their residential
structures over the past three years, only 52% felt their wealth increased
(Chart 15). In 2007, some 66% of survey participants who reported an increase
in the value of their residential assets also said they felt wealthier.
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Chart 15 – Changes in Respondents’ Assets and Wealth
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Household sensitivity to shocks
Survey respondents were asked which of the following events would have
noticeably negative implications for their financial wellbeing: a 2 percentage
point increase in interest rates, a 10% decrease in housing prices, a 10%
decrease in the stock market, a reduced access to credit, and a salary decrease
of 10%.61

50% of all respondents
believed their financial
wellbeing would be
noticeably affected by a
10% salary decrease.
Some 27% of surveyed
felt vulnerable to hikes
in interest rates

The most often cited sensitivity point was changes in salary, with one half
(50%) of all respondents believing that their financial wellbeing would be
noticeably affected by a 10% salary decrease. Some 27% of those surveyed
felt vulnerable to hikes in interest rates, while one fifth (19%) of respondents
felt that a 10% decrease in the stock market would affect their financial
wellbeing. Slightly more than one quarter (26%) of all respondents saw no
threat to their financial wellbeing if any of the mentioned events were to take
place. These responses were quite similar to those observed in 2007 with two
noticeable exceptions. In 2010, the survey respondents were more likely to
feel vulnerable to changes on the housing and stock markets (Chart 16).

61 Some caution should be exercised when interpreting the survey results regarding the sensitivity to
shocks. To allow for a proper comparison, the wording of the 2010 questionnaire was identical to that
used in the 2007 survey. As such, respondents were asked to reflect on their sensitivity to moderate
shocks. At the same time, some of the actual economic shocks that unfolded in the end of 2008 and
most of 2009 were of a higher magnitude than those mentioned in the questionnaire. This leaves a
room for conjecture that some respondents might have perceived a moderate shock mentioned in the
questionnaire as a better outcome compared to the actual shock happening in the economy.
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Chart 16 – Household Sensitivity to Negative Shocks
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Of those who owned residential structures, more than 89% did not feel that a
moderate decline in the housing market would negatively affect them. A
lower, but still substantial proportion of those holding private pension assets
or mutual funds, stocks and bonds outside of RRSPs were insensitive to
changes in the stock market. Some 76% of those with private pension assets
and 74% of those with mutual funds and stocks did not think that a 10%
decrease in the stock market will negatively affect their financial wellbeing.

3. Household spending
The survey went on to question whether changes in debt and wealth led to
changes in household spending. The survey sought respondents’ opinion on
changes in their expenditures and the underlying reasons as well as the
respondents’ level of comfort in dealing with unexpected expenditures.
Changes in household spending over the past three years
Only a small proportion of respondents (19%) felt that their expenditure
outlays decreased a lot or a little in the past three years, whereas 40% of all
surveyed felt that their expenditure increased in recent years. All income
groups experienced a similar trend. A noticeable improvement in the dynamic
of expenditures could be seen over time, with the gap narrowing between
those with increased and decreased spending (Chart 17).
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Chart 17 – Changes in Household Expenditures
100%

% of all respondents

80%

60%

40%

50%

47%
40%

37% 37%

41%

20%

13%

16%

19%

0%
Increased a lot or a little

Remained about the same

Decreased a lot or a little

The overwhelming majority of respondents (87%) said that their household
expenditures were usually contained to or less than their household income.
The remaining 13% of survey participants felt that their spending exceeds
their income. Indebted respondents were about three times more likely to say
that their household expenditures usually exceed their household income.

76% of individuals
whose expenditures
increased over the past
three years indicated
rising day-to-day
spending as a reason
for that

The survey respondents were offered a list of nine items indicating possible
reasons for increasing household expenditures. A majority (76%) of individuals
whose expenditure increased over the past three years indicated rising day-today spending as a reason for that. Slightly less than one third of respondents
felt that increased non-mortgage debt payments and leisure expenditure
contributed to their ballooning spending (top part of Chart 18). When compared
with previous years, a declining trend may be observed in respondents’ likelihood
to indicate increased non-mortgage payments and leisure expenditures as the
main reasons for the ballooning debt.
Dividing respondents into two age groups of under and over 55 years of age
showed differences in the causes of increasing spending. A much larger
proportion of young respondents felt that their spending was affected by an
increase in mortgage and non-mortgage debt payments, changes in household
characteristics and increased spending on education. Older respondents, in turn,
were much more likely to say that their expenditures were affected by increasing
healthcare and day-to-day spending (bottom part of Chart 18).
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Chart 18 – Reasons for Increased Household Spending
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Respondents’ ability to handle unforeseen expenditure
In the event of unforeseen expenditure, Canadians would most often rely on
credit cards or lines of credit to cover costs. 38% of respondents would deal
with a $500 unexpected outlay that way, while 29% would do so if they were
required to pay an unexpected $5,000. The second most popular way of
covering an unforeseen expense was by dipping into savings. Such options
as borrowing from a friend, selling assets or using home equity were not often
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chosen by respondents. However, the likelihood of using home equity was
considerably more enticing for an expense of $5,000 than for the smaller $500
expense (Chart 19). Higher income individuals (those with annual household
income of $75,000 and over) tended to have a stronger preference for using
credit cards and savings in handling unexpected expenses than respondents in
other income groups.
Chart 19 – Ways of Handling Unforeseen Expenditures
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One in four Canadians would not be able to handle an unforeseen expenditure
of $5,000. More disturbing, though, is that 1 in 10 Canadians would not be able
to manage a $500 unforeseen expense – an amount which hardly could be seen
as a large one by many. As may be expected, respondents’ level of household
income was a significant factor in the perceived ability to handle unforeseen
expenses. Nearly one fifth (21%) of lower-income individuals would have
difficulties handling an unforeseen expense of $500, while this proportion was
a mere 3% in the higher income group (those with household income of
$75,000 and over). Nearly half (49%) of all lower-income respondents would
not be able to handle an unforeseen expenditure of $5,000 (Chart 20).
Indebtedness influenced respondents’ ability to handle unforeseen expenditures.
A twice larger proportion of indebted respondents could not handle a $500
unexpected expense. When it comes to an unforeseen expenditure of $5,000,
respondents reporting debt were nearly three times more likely to say they
could not handle such an expense compared with debt-free survey participants.
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Chart 20 – Respondents Who Could Not Handle
Unforeseen Expenditures
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Also, those who could not handle an unforeseen expenditure were much more
likely to report that their debt as increased over the last three years and tended
to have a higher level of concern regarding the rising debt. They were at least
twice as likely to feel that they have too much debt and that they have difficulties
in managing it.
Saving habits were also of some influence on respondents’ ability to handle
unforeseen expenses. Those not saving on a regular basis were much more
likely to tell us that they are not able to handle an expense of either $500 or
$5,000. For the smaller expense, the difference was particularly noticeable:
22% of respondents with no regular savings said they would have difficulties
in handling an unforeseen expense of $500, while for respondents with regular
savings this proportion accounted for a mere 2%.

4. Saving and retirement
The final objective of the survey intended to understand respondents’
expectations about the main source of their pension income and the level of
confidence in their financial situation for retirement. Respondents were also
asked to reflect on their savings habits and participation in the tax-preferred
savings plans.
Expected sources of pension income
There were noticeable differences in opinion between retired and non-retired
respondents regarding the expected primary source of pension income.
Government transfers were important for both groups of respondents, though
slightly less for non-retired individuals. Roughly 1 in 10 of current retirees
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received their retirement income primarily from RRSPs; however, a much
larger proportion (27%) of those who are not yet retired thought RRSPs will be
their main source of retirement income. Conversely, already retired participants
tended to rely on defined benefit pension plans to a much greater extent than
their non-retired counterparts (Chart 21).
Chart 21 – Primary Source of Pension Income
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Compared with the 2007 survey, there was a noticeable shift in respondents’
reliance on defined benefit pension plans. While 27% of respondents surveyed
in 2007 believed defined benefit pension plans would be their primary source
of pension income, this proportion dropped to 17% in 2010. A reverse trend
was observed for defined contribution pension plans. These inter-temporal
differences were also present when retired and non-retired respondents were
considered separately.
As may be expected, non-retired respondents with low household income
(under $35,000) showed much higher reliance on government transfers as the
expected source of pension income when compared with other income groups.
Similarly, those with household income of $75,000 and higher were more
likely to believe that their pension income will primarily be derived from
RRSP savings.
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Confidence regarding the financial situation at retirement
Some 43% of respondents do not feel confident that their financial situation at
retirement will be adequate. The level of respondents’ confidence declined
compared with 2007 (Chart 22), with the most noticeable changes being
among those who are very confident or not at all confident in their financial
wellbeing at retirement.
Chart 22 – Level of Confidence Regarding the Adequacy
of Financial Situation at Retirement
100%

% of all respondents

43% of respondents
do not feel confident
that their financial
situation at retirement
will be adequate

80%

62%
60%

57%

57%
38%

40%

43%

43%

20%

0%

Very or somewhat confident
2007

2008

Not very or not at all confident

2010

Those who are already retired were much more optimistic: more than three
quarters (77%) of them were either very confident or somewhat confident that
their financial situation will be adequate. Among non-retirees, this proportion
stood at 50%. For non-retired respondents, age was of some (though not
significant) influence to respondents’ confidence regarding the financial situation
at retirement. Some 51% of those under 35 years of age were confident in their
financial wellbeing, whereas this proportion increased to 56% among older
respondents (aged 55 to 64).
Income, wealth and indebtedness were important factors influencing the level of
confidence. Some 70% of non-retired lower-income Canadians (income under
$35,000) were not confident in the adequacy of their financial situation at
retirement; however, this proportion stood at only 33% for those with annual
household income of $75,000 and over. Likewise, some 71% of non-retired
respondents who thought they are wealthier today were confident about their
financial situation at retirement, while only 34% of those whose wealth did
not increase felt confident about their financial wellbeing at retirement.
Slightly more than half (52%) of non-retired respondents with debt did not
feel confident that their financial situation at retirement will be adequate. For
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debt-free respondents this proportion was as low as 34%. Respondents whose
debt increased a lot or a little over the past three years were even less confident
in their readiness for retirement: 67% of non-retired individuals with raising
debt said they do not feel confident in their retirement finances.
Clear idea of necessary retirement savings
The survey asked respondents to reflect on whether they have a clear idea of
the amount of personal savings they need to accumulate in order to assure that
their financial situation at retirement will be adequate. Less than half (44%) of
non-retired respondents said they knew how much they needed to save, while
56% did not. Compared with the 2007 survey, this split constituted a noticeable
shift towards not-knowing how much to save. In 2007, more than half (52%)
of non-retired respondents had a clear idea of how much savings they need to
accumulate for retirement.

56% of non-retired
respondents said they
did not know how
much they need to
save for retirement

The clarity of the idea regarding the amount of private pension savings seemed
to be crystallizing with age. Some 38% of young respondents had a clear idea
of what amount of retirement savings they need to accumulate. This proportion
went up to 65% for individuals of 65 years of age and older (Chart 23).
Chart 23 – Do Respondents Have a Clear Idea of the
Amount of Retirement Savings Needed to Accumulate
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Among non-retired respondents who expected their primary source of pension
income to be private pension savings (i.e. RRSPs and savings outside of RRSPs),
some 44% did not have a clear idea of how much they need to earmark to
render their retirements financially comfortable.
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32% of non-retired
respondents do not
place any type of
regular savings

Respondents’ regular savings
Nearly one third (32%) of non-retired 2010 survey respondents do not place
any type of regular savings. This was much higher compared with 25% of
non-retired respondents surveyed in 2007. Moreover, one fifth (20%) of nonretired respondents whose household expenditure is usually less than household
income still were not making regular savings in 2010. Those who save, do so
mainly for retirement, financial security for unexpected circumstances and
vacation/entertainment activities (top part of Chart 24).
Chart 24 – Purpose of Regular Saving
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The stated purpose of regular savings was noticeably affected by the retirement
status of respondents. Non-retired respondents were much more likely to make
regular savings for retirement, education and mortgage payments, whereas
retired respondents allocated more savings for vacation and entertainment
(bottom part of Chart 24). It is worth noting that 37% of retired respondents
indicated that they still regularly save for retirement.
Respondents that have not yet retired and rent their principal residence were more
likely to make regular savings for vacation than for mortgage down payment.
Some 21% of non-retired renters said they save regularly for entertainment
purposes, while 12% save for a down payment.
The 2010 survey was conducted in the aftermath of the global financial crisis
and a recession that unfolded in the late 2008 and 2009. The respondents were
asked to reflect on the impact this financial and economic instability may have
on their savings habits. The majority (78%) of those surveyed suggested they
do not plan to change savings habits in order to build (or rebuild) the financial
cushion to the size they believed is right for them. Another 14% told us they
decreased the usual rate of savings as their confidence in the financial markets
and growth opportunities decreased. And only a small group of respondents
(8%) said they accelerated their usual pace of saving. The described attitude
was similar for retired and non-retired respondents. Compared with the intentions
expressed in 2008, the 2010 survey respondents were twice as likely to say
that they decreased their usual rate of savings and twice less likely to report
accelerated savings.

78% of those surveyed
suggested they do not
plan to change savings
habits due to the
global financial crisis
and a recession

Participation in tax-preferred savings plans
The survey incorporated several questions regarding respondents’ participation
in tax-preferred savings plans. Although only about a quarter of non-retired
respondents expected RRSPs to be their primary source of retirement income,
some 62% of respondents said they use this saving tool. More than a quarter
of non-retired respondents told us they participate in defined benefit and/or
defined contribution employer-sponsored pension plans (Chart 25).
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Chart 25 – Participation in Tax-preferred Savings Plans
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Interestingly, 8% of non-retired respondents who thought that RRSPs would be
their main source of pension income did not have an RRSP. Another noticeable
inconsistency lies in the large proportion of respondents reporting participation
in defined contribution pension plans. While the national statistics show that
only 6.1% of employed Canadians were covered by defined contribution pension
plans in 2009,62 some 29% of survey respondents indicated their participation
in this type of pension plan. One of the possible explanations may lie in the
fact that Canadians in general have a low level of awareness when it comes to
the type of pension arrangements offered by their employers.63
Respondents’ indebtedness had some impact on their propensity to participate
in tax-preferred savings plans; however, the influence varied depending on the
type of plan. Indebted individuals were somewhat less likely to participate in
RRSPs. Some 61% of indebted non-retired individuals contributed to RRSPs,
while this proportion increased to 70% for debt-free respondents. A reverse trend
was true for employer-sponsored pension plans: the proportion of indebted
respondents tended to be higher among those covered by these pension plans.
As may be expected, participation in RRSPs depended greatly on respondent’s
income. Less than one third (30%) of lower-income (less than $35,000) nonretired respondents reported RRSPs, while some 83% of higher-income nonretired Canadians (those with household incomes of $75,000 and over) did so.
A similar situation was observed for respondents contributing to RESPs. Only
a small fraction (7%) of lower-income Canadians benefited from this saving
tool, while higher-income survey participants were four times more likely to
participate in RESPs.
62 Based on Statistics Canada (2009). Pension Plans in Canada, The Daily, June 8, 2009.
63 See, for instance, Morissette, R. and Zhang, X. (2004). Retirement Plan Awareness, Statistics Canada,
Perspectives on Labour and Income, Vol. 5, no. 1.
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Attitudes to Tax-Free Savings Accounts (TFSAs)
A new savings instrument – TFSAs – was made available to Canadians as of
January 2, 2009. Survey respondents were asked to reflect on their awareness of
and attitudes towards this new type of account. Slightly more than a year after the
launch of TFSAs, nearly one third (31%) of all respondents did not know what a
TFSA was, or were familiar with the name but unaware of its function. However,
a similar proportion (36%) of those surveyed agreed that they understand well the
conditions of contributing to TFSAs and could appreciate the benefits associated
with using this account. Compared with the 2008 survey, awareness of Canadians
regarding TFSAs noticeably increased (top part of Chart 26).
Chart 26 – Awareness Regarding TFSAs
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Participants’ level of income influenced their awareness regarding TFSAs.
Respondents with higher incomes ($75,000 and over) were twice less likely to
be unaware of TFSAs compared with lower income Canadians (those with a
household income of less than $35,000). Nevertheless, one fifth (21%) of high
income respondents who may be thought of as having the financial means to
contribute to TFSAs did not know or were not sure of what a TFSA was
(bottom part of Chart 26).

55% of respondents
who had at least
general knowledge
and understanding
of TFSAs said they
did not contribute to
these accounts

The participants’ age had some influence on the level of awareness regarding
TFSAs. The comparison of young survey participants (those under 35 years of
age) with those aged 55 and over revealed that the proportion of younger
respondents (38%) who were unaware of TFSAs was much higher compared
with 22% of older respondents who showed the same level of awareness. A
similar imbalance was observed among those who understood well the
benefits and conditions for contributing to TFSAs: 33% of younger respondents
placed themselves in this category, while this proportion stood at 46% for
older participants.
As may be expected, saving regularly, being debt-free and having wealth to
increase in the past three years contributed positively to respondents’ awareness
regarding TFSAs.
Although TFSAs offer some tax advantages, survey respondents were fairly
reserved in using TFSAs. More than half (55%) of respondents who had at
least general knowledge and understanding of TFSAs said they did not
contribute to these accounts, while 45% said they did. This contrasted sharply
with respondents’ intentions expressed during the 2008 survey, when 62% of
respondents with general knowledge about TFSAs revealed that they plan to
make contributions to these accounts (top part of Chart 27). Survey participants
who contributed to TFSAs primarily did so without tapping into RRSP
contributions. One quarter (24%) of respondents with general knowledge about
TFSAs said they contributed to these accounts in addition to their contributions
to RRSPs and only 10% said they reduced their participation in RRSPs.
Income was an important factor influencing individuals’ attitude to TFSAs.
Some 67% of Canadians with a household income under $35,000 who had at
least general knowledge of TFSAs did not contribute to these accounts, whereas
for higher income respondents (those earning $75,000 or over) this proportion
stood at 50% (bottom part of Chart 27).
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Chart 27 – Respondents’ Contributions to TFSAs
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Note: Top chart: For 2008, the chart shows respondents’ intentions regarding their contributions to TFSAs
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The level of awareness regarding TFSAs affected individuals’ decisions about
whether to use these new savings accounts or not. Some 66% of those who had
a good understanding of the account’s attributes and potential benefits told us
they contributed to TFSAs (with or without tapping into their RRSPs for that
reason). In turn, only 21% of those who had only general knowledge about
TFSAs said they used this savings instrument.

120

Appendix B:
Survey Questionnaire

9

Q.1 Thinking of the level of your overall household debt over the past
3 years, would you say it has… (Please select one)
a.
b.
c.
d.
e.
f.

Decreased a lot
Decreased a little
Remained about the same
Increased a little
Increased a lot
I don’t have any debt

[prog: if “I don’t have any debt” in Q.1, skip to Q.8]
[prog: if “Decreased a lot”, “Decreased a little” or “Remained
about the same” in Q.1, skip to Q.4]
Q.2 Which of the following best describes the level of your concern
regarding the increasing debt? (Please select one)
a.
b.
c.
d.

Very concerned
Somewhat concerned
Not very concerned
Not at all concerned

Q.3 Which of the following best describes the main reasons for the
increase in your household debt? (Please select all that apply)
a. Purchase of a new residence
b. Purchase of a new car or other motor vehicle
c. Enrolling in an educational program (you or any other member
of your household)
d. Health care related expenses
e. Expenses for travel, leisure and entertainment
f. Purchase of consumer durables (e.g. appliances, electronic
equipment, furniture, recreational/sporting goods, etc.)
g. Day-to-day living expenses (e.g. food, clothing, transportation)
h. Interest charges
i. Other
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Q.4 Please describe any changes in the level of outstanding debt for
the following types of your household’s loans and credits over the
past 3 years: (Please select one response for each item)
[prog: grid]
a. Decreased a lot
b. Decreased a little
c. Remained about the same
d. Increased a little
e. Increased a lot
f. Do not have
g. Don’t know
[prog: list]
a.
b.
c.
d.
e.
f.
g.

Mortgage
Credit card
Car loan
Student loan
Home equity line of credit
Line of credit other than home equity
Bank loan other than car and student loan

Q.5 Which of the following best describes the way you feel about your
household debt level? (Please select one)
a. I could take on more debt and still manage my finances well
b. I can manage my debt well
c. I have too much debt and am having trouble managing it
[prog: if “I could take on more debt” or “I can manage my debt well”
in Q.5, skip to Q.7]
Q.6 Which of the following best describes the reasons for having
troubles managing your debt? (Please select one)
a.
b.
c.
d.
e.
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Lower than expected income
Large unexpected expenses
Inadequate financial planning
Difficulties in keeping spending within planned limits
Other

Q.7 Would you say that your household debt negatively affects
your ability to reach your goals in any of the following areas?
(Please select all that apply)
a.
b.
c.
d.
e.
f.

Your education
Education of your children
Retirement
Leisure and travel
Financial security for unexpected circumstances
None of these apply

Q.8 What would best describe the main source of your household
income? (Please select one)
a.
b.
c.
d.

Wages, salaries and commissions
Business income
Investment income
Government transfer payments other than pension (e.g. employment
insurance, social assistance, workers compensation benefits, child
tax benefits, etc.)
e. Retirement income
f. Other

Q.9 Thinking of the level of your household income over the past
3 years, would you say it has… (Please select one)
a.
b.
c.
d.
e.

Increased a lot
Increased a little
Remained about the same
Decreased a little
Decreased a lot

Q.10 Which of the following would have noticeable negative implications
for your financial wellbeing? (Please select all that apply)
a.
b.
c.
d.
e.
f.

An increase in interest rates of 2 percentage points
A decrease in housing prices of 10 percent
A decrease in the stock market of 10 percent
A reduced access to credit
A salary decrease of 10 percent
None of these
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Q.11 Please describe any changes in the value of your household assets
over the past 3 years… (Please select one response for each item)
[prog: grid]
a.
b.
c.
d.
e.
f.
g.

Decreased a lot
Decreased a little
Remained about the same
Increased a little
Increased a lot
Don’t know
Do not have household assets

[prog: list]
a.
b.
c.
d.
e.

Principal residence or other residential structures
Mutual funds, stocks or bonds that are not part of RRSPs
Private pension assets (e.g. RRSPs, RRIF)
Assets associated with your business
Deposit accounts, currency holdings

Q.12 Which of the following best describes changes in your household
expenditures over the past 3 years? My household expenditures
have… (Please select one)
a.
b.
c.
d.
e.

Decreased a lot
Decreased a little
Remained about the same
Increased a little
Increased a lot

[prog: if “Decreased a lot”, “Decreased a little” or “Remained about
the same” in Q.12, skip to Q.14]
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Q.13 Which were the reasons for the increase in your household
expenditures? (Please select all that apply)
a.
b.
c.
d.
e.

Increased mortgage payments
Increased rent payments
Increased spending on health and medical services
Increased spending on education
Increased day-to-day expenditures (e.g. food, clothing,
transportation)
f. Increased leisure and travel expenses
g. Increased credit/loan payments other than mortgage
h. Changes in household characteristics (e.g. addition of a new
member, moving to another location, etc.)
i. Other
Q.14 Would you say your household expenditures usually...
(Please select one)
a. Exceed your household income
b. Equal your household income
c. Are less than your household income
Q.15 How would you handle an unforeseen expenditure of…
(Please select one for each expenditure level)
[prog: grid]
$500
$5,000
[prog: list]
a.
b.
c.
d.
e.
f.
g.

Pay with a credit card or line of credit
Borrow against home equity
Borrow from a friend / relative
Sell an asset
Use savings
Other
Could not handle unforeseen expenditure
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Q.16 What do you expect will be the main source of your pension
income? (Please select one)
a.
b.
c.
d.
e.
f.
g.

Government transfers (e.g. CPP / QPP, OAS, GIS)
Defined benefit pension plan provided by employer
Defined contribution pension plan
RRSP savings
Savings outside RRSP
Inheritance
Other

Q.17 How confident you are that your financial situation at retirement
will be adequate? (Please select one)
a.
b.
c.
d.

Very confident
Somewhat confident
Not very confident
Not at all confident

Q.18 For which of the following purposes would you say you make
regular savings (e.g. bi-weekly, monthly, every paycheque, etc.)?
(Please select all that apply)
a.
b.
c.
d.

Retirement
Education (yours or your children)
Mortgage down payment
Purchase of durable goods (e.g. furniture, appliances, electronic
equipment, sporting goods, etc.)
e. Vacation / entertainment
f. Financial security for unexpected circumstances (e.g. unexpected
loss of income, unexpected health care expenses, etc.)
g. Other purpose(s)
h. I do not save on a regular basis
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Q.19 Do you participate in any of the following savings plans?
(Please select one response for each plan)
[prog: grid]
Yes
No
[prog: list]
a.
b.
c.
d.

Registered Retirement Savings Plan (RRSP)
Defined-benefit pension plan provided by employer
Defined-contribution pension plan provided by employer
Registered Education Savings Plan (RESP)

[prog: if “No” for “Registered Retirement Savings Plan (RRSP)” and
“Registered Education Savings Plan (RESP)” in Q.19, skip to Q.21]
Q.20 Which of the following best describes your situation
(Please select one response for each item)
[prog: grid]
Yes, but I repaid them back
Yes, but I have not repaid them back
No
Don’t have this savings plan
[prog: list]
a. I have withdrawn money from my RRSP for reasons other than
purchasing an annuity (or a RRIF), participating in the Home
Buyers’ Plan, or participating in the Lifelong Learning Plan
b. I have withdrawn money from RESP to which I contribute as a
subscriber for reasons other than transferring money to my RRSP
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Q.21 How familiar you are with the Tax-Free Savings Account (TFSA)?
(Please select one)
a.
b.
c.
d.

I don’t know what that is
I have heard the name but am not sure what it is about
I know general information about this account
I understand well the conditions and requirements for contributing
to this account
e. I understand well benefits and limitation of this account for my
finances
[prog: if “I don’t know what that is “ or “I have heard the name but
am not sure what it is about” in Q.21, skip to Q.23]
Q.22 Which of the following would best describe your attitude to
Tax-Free Savings Account (TFSA)? (Please select one)
a. I contribute to RRSP at the same rate as before and supplement
this with additional savings through the Tax-Free Savings Account
b. I reduced my contributions to RRSP but started contributing to the
Tax-Free Savings Account instead
c. I don’t have RRSP but contribute to the Tax-Free Savings Account
d. I don’t contribute to the Tax-Free Savings Account
Q.23 Which of the following would best describe the impact the recent
financial and economic instability had on your saving habits?
(Please select one)
a. I accelerated the usual pace of saving in order to build/rebuild the
financial cushion to the size I believe is right for me
b. I decreased the usual pace of saving as my confidence in the
financial markets and growth opportunities decreased
c. I did not change my saving habits
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Q.24 Please indicate which of the following statements applies to you…
[prog: grid]
Yes
No
[prog: list]
a. I have a clear idea of the amount of personal savings I need
to accumulate in order to assure that my financial situation at
retirement will be adequate
b. I am wealthier today compared to 3 years ago
c. My parents or other individuals provide a substantial financial
and/or in-kind support of my household’s day-to-day living
These last questions are for classification purposes only.
Ask all:
Q.25 Please tell us, altogether, including yourself, how many people live
in your household? (Please select one answer only)
a.
b.
c.
d.
e.
f.

One
Two
Three
Four
Five
Six or more

[prog: if ‘One’ in Q.26, skip to Q.28]
Q.26 And, how many people in your household are under 18 years?
(Please select one)
a.
b.
c.
d.
e.
f.
g.

None
One
Two
Three
Four
Five
Six or more
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Q.27 Which of the following best describes your employment status?
(Please select one answer only)
a.
b.
c.
d.
e.
f.
g.
h.

Employed full time
Employed part time
Self employed
Full time student
Homemaker
Retired
Temporarily unemployed
Other

Q.28 Which of the following best describes your total annual household
income, in 2009? (Please select one answer only)
a.
b.
c.
d.
e.
f.
g.
h.

Under $15,000
$15,000 – $24,999
$25,000 – $34,999
$35,000 – $49,999
$50,000 – $74,999
$75,000 – $99,999
$100,000 or more
Don’t know

Thank and close interview
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