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About Research to Insights

The Research to Insights series of presentations features a broad range of findings on selected research topics. Each

presentation draws from and integrates evidence from various studies that use innovative and high-quality data and
methods to better understand relevant and complex policy issues.

Based on applied research of valuable data, the series is intended to provide decision makers, and Canadians more

broadly, a comprehensive and horizontal view of the current economic, social and health issues we face in a changing
world.



Context

e Canada’s reliance on consumer spending as a key source of economic growth has contributed to greater debt
burdens, with the highest household debt in the G7.

* Likewise, housing has been a double-edged sword—critical for wealth creation for middle-class households, but also
leading to imbalances between assets and debt.

* Lessons learned from the 2007/2008 global financial crisis underscored the importance of evaluating indebtedness
for households across income distributions, as aggregate data can obscure major vulnerabilities.

* Recent disaggregated data from Statistics Canada’s macroeconomic accounts demonstrate the extent to which
household saving and wealth creation following the COVID-19 pandemic have been concentrated among the richest
households.

* The current higher interest rate environment has implications for younger households with larger mortgages to pay
off, as risks to socioeconomic mobility emerge with barriers to homeownership.



Household spending has been key to economic growth in Canada since the global financial crisis,
contributing to elevated debt burdens

e OQutside the pandemic, household spending has
been the main contributor to economic growth
since 2015, more recently supported by residential
investment in 2021.

* Business investment (non-residential structures,
and machinery and equipment) has not made an
important contribution to growth in the last decade.

* Major implications in the current interest rate
environment include reduced incentives for
business investment and increased household
spending on debt servicing.



Canada’s economic reliance on consumer spending and housing means higher levels of wealth and debt
compared with G7 counterparts

Housing as a double-edged sword: Based on the latest data across G7 countries, Canada has the highest level of household debt to disposable income, reaching over
180%, compared with about 100% in the United States and Germany. At the same time, housing contributes to greater debt and wealth, as Canada closely tracks the
United States in wealth per disposable income.



Household disposable income has grown at a healthy pace since the pandemic, while saving
remains elevated

* Household saving during the first two years
of the pandemic was equivalent to
cumulative saving from 2010 to 2019.

e Canadians saved more at the height of the
pandemic, as COVID-19 emergency
supports offset income losses from public
health shutdowns, while shifting consumer
behaviours also contributed to greater
saving.

* More recently, the pace of savings
continued to accelerate, mainly for
the richest households, while lower-income
households are spending more than they
earn to withstand current affordability
pressures.



Slower household borrowing and stronger incomes have levelled off the household debt service ratio
* The household debt service ratio edged above 15% in the third quarter of 2023 on higher borrowing and slower income growth.
* At the same time, debt servicing is increasingly focused on interest payments, as opposed to paying down principals.

* The number of residential mortgages lasting more than 30 years has grown substantially since the end of 2021, as more borrowers face renewal pressure and reset
their original amortization schedule.



Rising debt service costs expected to affect future consumption

* Households have been borrowing less in
light of higher interest rates, while
mortgage interest payments continued to
climb, up 4% in the third quarter of 2023.

e Although the popularity of variable rate
mortgages continued to fall in the current
interest rate environment, variable rate
mortgages represent around 30% of total
outstanding mortgage debt.

* Since early 2022, households
renegotiating their mortgages have done
so at higher rates.

* |n 2024 and 2025, an estimated
2.2 million households will be facing an
interest rate shock, representing 45% of
all outstanding mortgages, while the total
amount of mortgage loans to be renewed
represents $S675 billion (Canada Mortgage
and Housing Corporation).



Except for the highest income quintiles, net saving has deteriorated slightly since the pandemic, as renters and
lower-income families are spending more than they make

Compared with the onset of the pandemic, net saving has declined for all income quintiles, except for the fourth highest and highest. Dissaving for owners without a
mortgage likely reflects age dynamics, as older Canadians are more likely to have paid off their home and are drawing from accumulated pension assets to support
themselves during retirement—part of the life cycle of wealth and debt.



Net worth has increased across demographic groups—but not to the same extent

Imbalanced wealth creation: Though net worth has increased across all types of households, gains were more muted for renters (up from $218,000 to $260,000 on
average) compared with homeowners (up from $1.4 million to $1.8 million for owners without a mortgage). Likewise, gains were more substantial for older Canadian
families, those with housing and financial assets, while younger Canadian families saw smaller increases in wealth.



Prospective young homeowners turning away from the housing market, while homeowners pay off debt or look
for affordable housing

Younger households hit harder by rising debt servicing costs: Over the last year, debt ratios have increased for all age groups, but most sharply for younger
households (households headed by people aged 35-44), up 3.1 percentage points, which are more likely to have larger mortgages. Younger households may also be

starting to turn away from the housing market, leading to less mortgage debt overall. Access to homeownership has long facilitated economic and social mobility—
particularly for immigrants—and, as such, barriers to homeownership mean risks to socioeconomic mobility.



Real estate continues to be central to wealth accumulation across the life cycle

* For an average household, real estate
represents about fifty five percent of
their wealth and mortgages represent
most of their debt—trends even
more pronounced for middle-class or
working-age families.

* Financial assets are also important to
wealth creation for the richest
families and homeowners.

e Of total wealth, 61% is held by those
55 and older, suggesting major risks
for intergenerational mobility in the
coming decades.



Takeaways

* Canada’s economic focus on consumer spending and housing has led to imbalances in the financial position of many
Canadian households. Increases in saving and gains in net worth following the pandemic are concentrated at the top—
greatest for homeowners and the richest households.

* In a higher interest rate environment, evidence suggests that younger households may be starting to turn away from the
housing market or extending their mortgages past 30 years. Given that housing has been critical to wealth creation and
financial security across the life cycle, barriers to homeownership may have broader implications for social cohesion
and upward mobility.

* Looking forward, as almost half of mortgages are renewed in 2024 and 2025, there is a great deal of uncertainty for
households that have already cut back their spending, in addition to the potential impact on consumer spending and, as
such, economic growth.



For more information, please contact

analyticalstudies-etudesanalytiques@statcan.gc.ca
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