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The COVID-19 recession will go down in history for its unique and, in many cases, counterintuitive outcomes. Diverging from the past, many households will emerge from the recession in better financial shape than when they entered, with
higher savings and wealth.

Debt deferrals and income support payments helped to prevent an insolvency tsunami and to maintain home values. Lower
interest rates also helped to reduce financial pressures stemming from higher debt burdens.

Household debt continued to rise last year, with borrowing mostly fuelled by mortgages, while unsecured debt balances,
including credit cards and unsecured lines of credit, declined.
Despite the increase in debt, household leverage remained lower than it was prior to the pandemic. However, the debt to
income ratio looks to surpass it’s elevated pre-pandemic level by mid-2021.
Debt servicing costs, meanwhile, are expected to remain quite low for at least another two years. Hopefully, this will give
households enough time to prepare for higher interest rates down the road.
All in all, risks surrounding Canadian household debt appear to have diminished, for now. While the debt pile is larger than
it was at the start of the crisis, this has been mitigated by higher savings and wealth, and lower interest rates.

The COVID-19 recession will likely go down in history as unique in many respects. In a clear divergence from the past,
many households, particularly those that were able to retain jobs, will likely emerge out of the recession in better financial
shape than when they entered. The underlying story is certainly nuanced, with varying outcomes across different segments of
population (see report), but when viewed as a whole, the highly-leveraged Canadian household sector has managed to navigate the turbulent waters thanks to unprecedented government financial support and payment deferrals offered by lenders.
With ample savings, higher wealth and low debt servicing costs,
Chart 1: Debt Service Ratio Projected to
Remain Quite Low in the Near-Term
financial risks stemming from household debt appear to have diDebt Servicing Costs to Disposable Income Ratio, %
minished, at least for now.
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Where We Were and Where We Are
At the start of the pandemic, household finances were under
strain, with consumer insolvencies rising swiftly. Debt servicing
costs – the amount of income households allocate to service their
debt – reached an all-time high in the second half of 2019 (Chart
1). This squeezed how much households could spend or set aside
for a rainy day. As a result, growth in retail sales slowed even as the
household saving rate averaged just a puny 1.1% in the two years
prior to the pandemic.
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Chart 2: Consumer Insolvencies Fall Precipitously
50

Consumer Insolvencies, Year/Year % Change

40
30
20
10
0
-10
-20
-30
-40
-50

2008

2009

2010

2011

2013

2014

2015

2016

2018

2019

2020

Source: Office of the Superintendent of Bankruptcy, TD Economics.

Chart 3: Canadians Likely Built up over $200
Billion in Savings Last Year
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hold appetite for credit. And, indeed, balances on credit
cards and lines of credit have declined. Nonetheless, total
household debt still managed to rise last year. We chalk up
the resilience of overall borrowing to three factors. First,
debt deferrals and government income supports helped
most borrowers to remain current on their debt payments.
This, in turn, prevented mass defaults and a decline in the
stock of debt that would have followed. Second, due to
the outsized impact of the pandemic on lower-skilled jobs,
most higher-income households, which hold the bulk of
the household debt (Chart 4), have continued to borrow.
Third, falling mortgage rates reduced borrowing costs and
increased demand for mortgages. As result, household debt
ended last year higher both in absolute (+4.1% y/y) and per
capita terms (Chart 5).
As a share of household disposable income, overall debt remains lower than it was prior to the pandemic. However,
this largely reflects the strong lift to disposable income (i.e.,
Chart 4: Households in the Top Two Income Quintiles
Hold 70% of Debt
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Debt Pile Continues to Grow…
With Canadians saving at never-before-seen levels, one
would think that the extra cash in bank accounts combined
with high uncertainty and joblessness, would limit house-
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Chart 5: Household Debt per Capita Continued to
Climb in 2020
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Fast forward to the present. After plummeting at the start
of the crisis, consumer insolvencies have since edged up, but,
as of the end of 2020, were still down by nearly 30% (Chart
2). In fact, the decline in consumer insolvencies is the mirror
image of the increase experienced during the global financial
crisis. At the same time, the household saving rate surged to
nearly 30% at the peak of the crisis as spending plummeted
due to lockdowns and income rose thanks to government
support programs. The household saving rate has since fallen
to 12.7% in the fourth quarter of 2020, but remains elevated
relative to history. All in all, we estimate that over the course
of 2020, households have accumulated around $200 billion
in excess savings (Chart 3, report).

3
Chart 6: Debt-to-income Ratio to Head Back to an
All-Time High
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Chart 7: Unsecured Credit Balances Tumble, While
Secured Credit Forges Ahead
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If there is one area where households have tapered their borrowing, it’s unsecured consumer credit (credit cards and unsecured lines of credit), where balances are 12% lower than
a year ago (Chart 7). Most of the decline occurred in the
spring, when tough lockdown measures significantly limited spending options, leading to a sharp drop in household
outlays. However, even as the economy reopened and online
shopping proliferated, balances on credit cards and lines of
credit remained subdued as saving rate remained high and
spending options limited, particularly on travel, entertainment and dining out.

Low-Income Households Get a Temporary
Reprieve
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over the latter half of the year alongside booming home sales
and increased home renovations. Personal loans – consisting mainly of auto loans – also benefited from the booming housing market. Following a small decline during the
spring lockdown, balances on personal loans were quick to
rebound, supported by the solid demand for cars.

Nov-20

Source: Statistics Canada, TD Economics.

the denominator) provided by government income support
programs. This temporary improvement has already begun
to reverse and, based on our income and debt growth projections, the debt-to-income ratio could surpass its pre-pandemic level in the coming quarters (Chart 6).

In recent reports we have discussed the uneven impact the
pandemic has had on various demographic groups. Lower
income and younger Canadians, in particular, have experienced disproportional job losses. Government income support programs have helped to mitigate losses, and in many
cases more than offsetting the drop in wage income. Indeed,
as a result of these measures, lower-income households have
seen the largest boost to disposable income, which surged by
34% in the second quarter of 2020. This led to a decline in
the income gap between the lowest- and the highest-income
households. As a direct result of government measures to
shore up income, lower-income households have also seen
the largest decline in their debt-to-income ratio (Chart 8).
Chart 8: Low-income Households See the Largest
Drop in Debt-to-income Ratio

… Fueled Mostly by Mortgages
Even before the pandemic, mortgages accounted for the lion’s
share of household debt in Canada. However, the pandemic
supercharged the housing market, with mortgage loans rising at a brisk clip of 7.6% year-over-year (y/y) at the end of
last year – a pace not seen since 2011. As a result, mortgages
made up 68% of the total household debt at the end of 2020
– up from 66% just a year earlier. If we add other real estate
secured credit, such as HELOCs and non-residential mortgages, this share rises to 78.5% - a historical high since Statistics Canada began collecting its data in 1990. HELOC
debt declined in the first half of 2020, but rebounded briskly
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A portion of those income support payments have been used
for debt repayment. According to Statistics Canada, households in the lowest income quintile reduced their non-mortgage debt more than households in other income brackets.
Non-mortgage debt balances have also declined across all
age groups, except for the youngest borrowers (those between the ages of 18 and 25) (Chart 9). While reducing or
limiting their non-mortgage debt accumulation, younger
and lower-income households increased their mortgage liabilities at a faster rate than other households.1 With home
prices rising briskly last year, increased participation in the
housing market has likely paid off: low-income and younger
households experienced larger improvements in net worth
relative to other households (Chart 10).
Overall, these developments are encouraging. We know
that most households filing for insolvency are lower-income
renter households. In 2019, less than one-fifth of households
declaring insolvency, were homeowners.2 In contrast, nearly
90% of those financially struggling households had credit
Chart 9: Non-Mortgage Debt Balances Declined for
All but the Youngest Canadians
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Chart 10: Net worth Improves for Younger and
Low-income Households
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card debt, with the median balance of nearly $14,000. This
is nearly five times above median credit card and installment
debt for an average household, which amounted to $3,000
in 2019.
Taking a longer view, improvements in income and wealth
last year did little to address the persistent income and
wealth gaps that exist for low-income and young households. Wealth held by low-income households is on average
just 30% of wealth held by the average-earning household.
Meanwhile, households in the highest income brackets hold
roughly 2.5 more wealth than the average household. These
inequalities have changed very little during the pandemic,
but at least, thanks to the government programs, they have
not become worse. Looking ahead, significant deterioration
in housing affordability, structural changes in the economy
and the eventual reduction in government support payments
may pose risks to the financial well-being of low-income
and younger households.

Risks Shift to the Back Burner for Now
All in all, risks surrounding Canadian household debt appear to have abated, at least for now. While the debt pile is
larger than it was at the start of the crisis, this is mitigated
by higher level of household savings, lower interest rates, and
higher net worth which is up 9% from the year ago, thanks
to booming equity values and home prices. Still-accommodative fiscal and monetary policies will help to keep default
risks at bay. Surveys show that households used about a third
of CERB payment to pay down debt last year. A decline in
unsecured debt balances is a positive development as well
since this type of debt often carries higher interest rate relative to other debt forms. These type of loans are also more
susceptible to future interest rate increases, since much of
this category is made up of variable rate loans.
For the time being, rates and debt servicing costs remain low,
however, the outlook is not without risks. While both the
Bank of Canada and the Federal Reserve have communicated their intentions to keep rates low for a considerable period of time, large household savings, rising vaccination rates
and fiscal stimulus both in Canada and south of the border,
could accelerate recovery, prompting earlier than anticipated
increases in policy and market-based interest rates. This is
already on full display in the bond markets, with 5-year bond
yields rising by 40 basis points since the end of January.
Ultimately, higher level of household debt and leverage
leaves households more susceptible to future interest rate
@TD_Economics
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Chart 11: The Performance of Previously-deferred
Accounts Deteriorated
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Lastly, while the much-feared deferral cliff has so far not
materialized, performance of the previously-deferred accounts deteriorated between September and December. In
December, the share of accounts that were at least 30-days
past due was higher for accounts with expired deferrals than
for all accounts prior to the pandemic - something that was
not the case in September (Chart 11). This suggests that this
cohort of borrowers continues to experience increased levels
of financial stress.
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increases. On this front, debt servicing costs are expected to
edge gradually higher but still remain relatively low at least
for the next two years, hopefully giving Canadian households time to prepare for higher debt servicing costs down
the road.
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Disclaimer
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