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But debt-wise, they may be less vulnerable than they were pre-COVID  

 Mortgage debt has surged, but lower rates and higher incomes have made debt servicing more manageable 

 Canadians’ mix of debt is slightly less interest-rate sensitive than it was pre-COVID 

 Household excess savings and real-estate asset values have both increased more than mortgage balances 

 The concern remains that there are households caught in the middle  

 Pent-up demand and large savings stockpile to boost spending in H2/2021 

Household debt levels are rising; debt-servicing concerns are not 

Canadian mortgage debt surged by $118 billion in 2020, almost doubling the increase in the prior year while underscoring a rapid - 

and remarkable - recovery in Canada’s housing market. While overall mort-

gage debt is higher than pre-COVID levels, the share of household disposa-

ble income consumed by debt payments has shrunk. Several factors have 

made debt servicing more manageable, including lower interest rates, in-

come supports for workers displaced by the pandemic, and payment defer-

rals for some 3 million borrowers over the summer and fall.  

While the deferral programs have largely wound down, the Bank of Canada 

is committed to keeping interest rates low. Meanwhile, government income 

supports are likely to be phased out only as labour markets recover. We 

expect debt payments to remain manageable under these circumstances.  

Mix of debt is (slightly) more favourable 

Central banks, including the Bank of Canada, have pledged to keep interest rates low for the foreseeable future. And we continue 

to assume borrowing rates will only gradually drift higher, and remain below pre-shock levels through the end of 2022 in our base 

case. But with the recovery progressing potentially significantly faster than expected even a few months ago—and massive 

amounts of fiscal stimulus both in Canada and abroad—interest rates could increase more quickly than foreseen. That would have 

a larger impact on household debt payments than in decades past, simply because debt levels are higher.  

But the mix of Canadians’ debt also improved during the pandemic, with a 

larger share in the form of mortgages that are less sensitive to near-term 

rate changes. Most of the mortgages in Canada are multi-year contracts. 

Five-year fixed-rate mortgages accounted for almost half of total mortgages 

by late last year, up by 7 percentage points from early 2019, according to 

mortgage lending data from chartered banks. That means it would take time, 

years in many cases, for higher interest rates to flow through to actual 

household borrowing costs. Canada’s relatively conservative mortgage regu-

latory regime also bakes in some resilience to rate changes by requiring 

households to qualify for mortgage loans at (at least) 2% above the actual 
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lending rate. In the meantime, surging house prices mean home asset val-

ues have risen faster than debt levels. The net value of household real-

estate assets rose $400 billion year-over-year in Q3 2020, more than four 

times the rise in mortgage debt over the same period. 

Outside of mortgages, household debt actually decreased in 2020 as fami-

lies used some of the large increase in savings accumulated through the 

shock to (prudently) pay down credit. Credit-card debt, a high-interest item, 

dropped 14% ($12.8 billion) by the end of December 2020 compared to pre-

shock February levels.  

The middle may be the worst place to be 

Higher-income households have been much less impacted by job losses 

during the pandemic. But they are benefiting from the era’s low interest 

rates. These households typically spend more on the kinds of hospitality and 

travel services that have not been available for purchase, and they likely 

account for a big share of the growing household savings stockpile. Those 

at the lowest end of the wage scale, who have experienced more job losses, 

have seen significant income offsets from government support programs. 

The concern remains that there are households caught in the middle. Re-

cent Bank of Canada research pointed to an increase in household debt 

payments relative to incomes largely from middle-income households who 

lost work and received only partial offset from government support pay-

ments.  

We expect a rebound in consumer spending later in 2021        

The weakness in consumer spending during the pandemic mostly reflects the unavailability of some services. Household spending 

on goods rebounded very quickly after a collapse last spring—and has remained relatively resilient through the second wave of 

virus spread/containment measures, as consumers and businesses become more comfortable transacting online. With more vac-

cines coming and the outlook for an easing of restrictions, household spending could return quite quickly in the second half of 2021, 

especially for businesses in sectors hardest hit by the pandemic.  

And the savings stockpile that Canadian households, in aggregate, have 

accumulated over the last year is massive – about $200 billion through 2020 

and rising in 2021. For context, that would be the equivalent to 2 years’ 

worth of normal total annual Canadian consumer spending on accommoda-

tion & food services, about 4 years of annual spending on clothing, or a little 

less than a year’s total household debt payments. Not all of that will neces-

sarily be spent immediately, but households will have considerable purchas-

ing power once restrictions ease.  

50

100

150

200

250

300

350

400

450

Q1/2020 Q2/2020 Q3/2020

Mortgage Loans

Household excess savings

Household net real-estate assets

Year-over-year changes, billions of C$

Household income and real-estate wealth out-pacing debt growth

Source: Statistics Canada, RBC Economics 

-750

-550

-350

-150

50

250

450

650

Less than $500 $500 to $799 $800 to $1,199 $1,200 or more

Year-over-year change in employment by weekly wages, thousands, January 2021

Government supports haven't offset wage losses for everyone

Source: Statistics Canada, RBC Economics

Full income offset Partial income offset 
from CERB/CRB/EI

50 100 150 200

Total household debt (mortgage & non-
mortgage) payments in 2019

Total consumer spend on food, beverage
and accomodation services in 2019

Total consumer spend on clothing &
footwear in 2019

Household excess savings in 2020

Billions, Canadian $

Household savings stockpile in context

Source: Statistics Canada, RBC Economics 

The material contained in this report is the property of Royal Bank of Canada and may not be reproduced in any way, in whole or in part, without express authorization of the 
copyright holder in writing. The statements and statistics contained herein have been prepared by RBC Economics Research based on information from sources considered 

to be reliable. We make no representation or warranty, express or implied, as to its accuracy or completeness. This publication is for the information of investors and business 
persons and does not constitute an offer to sell or a solicitation to buy securities. 

 
®Registered trademark of Royal Bank of Canada. 

©Royal Bank of Canada. 

http://www.rbc.com/economics/index.html?utm_medium=pdf&utm_source=document&utm_campaign=doclink
https://thoughtleadership.rbc.com/for-many-canadian-businesses-the-two-halves-of-2021-look-very-different
https://thoughtleadership.rbc.com/for-many-canadian-businesses-the-two-halves-of-2021-look-very-different
https://www.bankofcanada.ca/wp-content/uploads/2020/11/swp2020-51.pdf
https://thoughtleadership.rbc.com/canadian-retailers-battered-not-broken-by-second-wave/

