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 The Canadian economy appears on the verge of a sustained reopening, with 

consumers sitting on a stockpile of savings and poised for a spending surge. 

Not all of that money is available for spending, though. Much of it has gone into 

paying down household debt and investing in housing or financial assets.   

 Households accumulated C$184bn in gross excess savings between Q1 2020 

and Q1 2021. That pool likely expanded as tighter health restrictions to contain 

the third coronavirus wave limited spending opportunities in Q2.  

 But the true stockpile of liquid excess savings is much smaller. By our count, 

households currently hold about C$100bn in spare cash, which is a better 

measure of liquid savings readily available to be spent as restrictions ease. 

Households have already used C$22bn to reduce debt during the pandemic and 

have invested the remaining C$62bn in housing and equities.  

 Just over half of the excess savings, we estimate, is held by the top two income 

quintiles, which typically have lower marginal propensity to consume and are 

less budget constrained. Thus, we believe only about 13% or C$24bn of the 

C$184bn in gross excess savings will be spent by the end of 2022.  

 We expect households will begin to dip into their pool of liquid savings in the 

second half of 2021, as the economy fully reopens and government income 

supports expire. Still, many households may boost precautionary savings, 

given lingering uncertainty and ongoing concerns about the pandemic. 

 Accordingly, we now forecast more robust consumption growth of 6.1% in 2021, 

up from 5.2% last month, and still expect a further 6.2% advance in 2022, the 

strongest annual gains in more than four decades. 

 
 

 

Households have accumulated 
C$184bn in excess savings 
since the start of the 
pandemic. 

 

By our count, about C$100bn 
is liquid cash, C$22bn has 
been used to pay down debt 
and the other C$62bn has 
gone towards investments in 
housing and financial assets. 

 

Figure 1: Households 

built up C$184bn in 

excess savings 

since the start of the 

pandemic, about 

C$100bn in cash  
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Get ready for a consumer spending surge 

With the economy on the verge of fully reopening, 

vaccination rates on the rise, and the third coronavirus wave 

firmly in the rear-view mirror, consumers are poised for a 

spending surge in H2 2021 and through 2022. We expect 

the release of pent-up demand, particularly for services 

restricted during the pandemic, will fuel a 14% average 

annualized surge in consumption in H2 2021, underpinning 

our forecast for 6.1% growth in personal expenditures this 

year before a similar 6.2% advance in 2022 (Figure 2).  

Government income support more than offset 

declines in labour market income in 2020 

Massive government income support during the Covid crisis 

more than offset the impact of job losses and declines in 

labour market income, leading to a 10.3% increase in 

nominal personal disposable income last year. And, because 

households were unable to entirely spend this extra income 

due to lockdowns and other public health restrictions, this 

resulted in a sharp rise in savings (Figure 3). 

The personal savings rate jumped from 2% in Q4 2019 to an 

all-time high of 27.4% in Q2 2020 before declining to a still 

elevated 11.9% by year end. It ticked up again in Q1 2021 

and likely rose further in Q2 as another round of lockdowns 

supressed consumer spending and incomes held steady on 

the back of enhanced government transfers (Figure 4).  

Households have accumulated C$184bn in 
gross excess savings during the pandemic 

Excess savings are measured by comparing the level of 

savings built up by households relative to a counterfactual of 

what savings otherwise would have been, had the pandemic 

not occurred. Using our January 2020 pre-virus baseline 

forecast as the counterfactual, we estimate that households 

accumulated C$184bn in excess savings between Q1 2020 

and Q1 2021.  

Not all excess savings is available for 

spending 

Importantly, a portion of the excess savings has already 

been used to pay down debt and invest. Non-mortgage debt 

on household balance sheets declined C$22bn between 

2019 Q4 and 2021 Q1 (Figure 5), representing about 12% 

of the C$184bn in gross excess savings.  

Figure 4: The savings rate surged in 2020 

Figure 3: Massive rise in government transfers 

more than offset loss of labour market income  

Figure 2: Consumer spending expected to rise 

at the fastest pace since the early 1970s 
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While it is difficult to estimate how much of excess savings 

has gone toward housing, the strong rise in real estate 

activity last year suggests a piece of the additional savings 

was used to bolster down payments on home purchases and 

for home renovations. 

Household mortgage debt increased about C$132bn during 

the pandemic, largely driven by lower-income and younger 

households. Furthermore, the value of residential structures 

held by households rose a whopping C$379bn during the 

crisis, boosting net worth for all income quintiles.   

Another portion of savings was invested in equities and 

other financial assets. The value of financial assets held by 

households rocketed C$720bn between Q4 2019 and Q1 

2021, underpinned by a C$290bn increase in equity holdings 

(Figure 6). 

Trading volumes on the TSX, TSX venture, and CSE jumped 

158% y/y in February 2021, primarily driven by a surge in 

retail investors, providing another indication that some 

excess savings has been invested by households in 

equities. It is reasonable to assume that the excess savings 

currently held in equities are long-term investments and 

won’t be spent as the economy reopens.  

Households hold about $100bn in excess cash 

The most liquid portion of excess savings, and thus the most 

likely to be spent as the economy reopens, is money held in 

bank accounts. Households accumulated about C$100bn 

more in cash between Q4 2019 and Q1 2021 than they 

would have if cash holdings grew in line with the long-term 

trend (Figure 7).  

This is evident in both household balance sheets as well as 

monetary aggregate data on personal deposits and 

corroborates our view that the true pool of liquid excess 

savings is around C$100bn, much less than the C$184bn 

gross excess savings estimate above. 

With households holding about C$100bn in excess cash and 

having already used C$22bn to pay down debt, this means 

the remaining C$62bn reflects investments in housing and 

financial assets (Figure 1 above). 

Figure 7: Households have $100bn in excess cash 

on their balance sheets  

Figure 6: Household net worth soared in the last 

year, led by gains in housing and financial assets 

Figure 5: Households added mortgage debt but 

paid off other debt obligations during the pandemic  

 

 

 

 

https://www.theglobeandmail.com/business/article-retail-investors-drove-unprecedented-trading-volumes-on-canadas-stock/
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More than half of excess savings held by top 

two quintiles  

Using Statistics Canada’s distributions of household 

economic accounts, we estimate that C$96bn (52.5%) of the 

C$184bn of overall excess savings is held by households in 

the highest two income quintiles, while only 11% is held by 

those in the lowest income quintile (Figure 8). Typically, 

higher-income households have a much lower marginal 

propensity to consume. With over half of the excess savings 

held by higher-income households, it seems reasonable that 

most of the savings will not be spent.  

Not all the liquid savings will be spent 

There are other reasons why households may hold onto a 

large portion of their excess savings as the economy 

reopens. Firstly, some of the stash is likely held in longer-

term savings accounts to eventually be put towards 

purposes other than consumption, such as building a down 

payment for a future housing purchase. Households may 

also decide to increase their precautionary savings, given 

the heightened uncertainty brought about by the pandemic 

and to prepare for a potential negative economic shock in 

the future. It is also possible that households will hold onto 

excess savings in anticipation of future tax increases to 

repay debt-financed government pandemic spending. 

So, how much excess savings will be spent? 

In our view the true pool of liquid excess savings available to 

be spent is around C$100bn. Using recent US estimates of 

the marginal propensity to consume and our estimate of the 

distribution of excess savings across income quintiles, we 

expect about 13% or C$24bn of gross excess savings will be 

spent over the next six quarters (Figure 9).  Spending of 

excess savings is expected to be more heavily weighted in 

H2 2021 as the economy reopens and pent-up demand is 

released. Importantly, we assume households will treat 

accumulated excess savings as income rather than wealth. 

If they were to treat these savings as wealth, their marginal 

propensity to consume would likely be much lower.  

Stronger spending from excess savings is expected to boost 

GDP growth 0.4ppts in 2022, to 3.9% y/y. Furthermore, our 

modelling suggests this will add a modest 0.1ppt to annual 

CPI inflation in both 2021 and 2022 (Figure 10).  

 

Figure 10: Stronger consumer spending will add 

0.4ppts to GDP growth in 2022 

Figure 9: $23.6bn of $184bn in gross excess 

savings to be spent over the next six quarters 

Figure 8: Most of the excess savings is held by 

higher income households 

 

 

 

 

https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=3610058701
https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=3610058701
https://budgetmodel.wharton.upenn.edu/issues/2021/2/3/background-mpc-in-2021-economy

