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Overview

T

he economy rebounded in the third quarter but remains well below its
level before the recession began. Growth was concentrated in housing,
retail goods and exports, while personal services and business investment
lagged.
This commentary pays particular attention to household and business savings during the pandemic. Contrary to a CIBC report based on data covering only bank deposits, more comprehensive results from Statistics Canada
shows that household savings soared during the second and third quarters
at more than twice the rate of businesses.
Moreover, almost all corporate savings were in the financial sector, as nonfinancial corporations struggled to cope with plunging revenues and profits.
This is consistent with the messaging from the federal government throughout its pandemic relief efforts of generosity in its approach to households
and parsimony and suspicion in dealing with businesses.

The author of this document has worked independently and is solely responsible
for the views presented here. The opinions are not necessarily those of the
Macdonald-Laurier Institute, its Directors or Supporters.

Uneven recovery in the third quarter
The economy rebounded from the shock of government mandated shutdowns
due to the coronavirus, with real GDP rising 8.9 percent in the third quarter.
However, after declines of 1.9 percent in the first quarter and a record 11.3
percent in the second, real GDP remained 5.3 percent below the level before
the downturn began.
Some parts of the economy have completely recovered from the pandemicrelated lockdowns in the spring. Housing boomed, with residential construction 10.3 percent above where it started the year as new home building, renovations and house sales all soared. Similarly, consumer spending on goods
rose 4.8 percent in the first three quarters, fuelled by government-supported
income transfers and the inability or unwillingness to buy many consumer
services.
However, the recovery has lagged in other sectors. Consumer spending on
services remains 12.4 percent down so far this year, as spending remains
weak for areas such as travel, accommodation and food, gambling, and many
personal services. Business investment also continues to lag, as its 13.5 percent decline this year mostly reflects a reluctance to spend in an uncertain
business environment and plunging oil prices in the spring. Exports and
imports have recovered about half their losses in the first half of the year.

Chart 1: MLI’s Leading Economic Indicator (LEI) and GDP
year over year
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Households and business finances behaved
quite differently in 2020
A recent CIBC report claimed that households and businesses in Canada
are “sitting on no less than $170 billion of excess cash” that is almost evenly
divided between households ($90 billion) and businesses ($80 billion) (Tal
and Judge 2020). However, this assessment defines excess cash loosely as
deposits in banks compared with their recent trend. This ignores the possibility that both households and businesses, faced with the unprecedented
uncertainty surrounding the shutdown of large parts of the non-essential
economy that threw millions of Canadians out of work, chose to restructure
their balance sheets in favour of holding cash above all other assets and that
other types of savings declined. For example, personal term deposits have
declined since the start of the year, hardly surprising given the drop in their
yield to near zero. Furthermore, the analysis lumps all businesses together,
when the condition of financial and non-financial corporations has diverged
sharply during the pandemic.
Fortunately, Statistics Canada publishes detailed data on household and business net savings and net lending. Savings as defined by the National Accounts
is current income (net of government transfers and taxes) less spending on
goods and services (excluding capital assets). Net lending is a more comprehensive measure which takes account of dealings in the capital account.
For households, this mostly means accounting for spending on residential
construction. For corporations, the capital account is more complicated, as
depreciation allowances are added before investment spending is deducted.
Statistics Canada also produces a breakdown within the business sector for
non-financial corporations and financial corporations.
These data tell quite a different story than the CIBC’s limited focus on bank
deposits. What emerges instead is a picture of a household sector holding
substantially more savings during the pandemic than corporations. Both net
savings and net lending by households showed huge increases during the
second quarter and remained at historically high levels in the third quarter.
By comparison, savings by corporations on balance turned negative in 2020,
while net lending showed a small increase compared with households. Moreover, financial firms were the only corporate sector able to post net savings
and they accounted for most of the net lending by businesses so far this year.
None of this analysis is meant to be a criticism of financial firms in 2020.
Their robust financial position is unequivocally positive for our recovery
moving forward, unlike the 2008-2009 financial crisis when many financial
firms around the world (although not in Canada) needed government bailouts to survive.
Financial firms are faring well in 2020 because the pandemic has not materially interfered with their operations. Indeed, the enormous increase in debt
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during the crisis benefits banks since, as stated bluntly by renowned banking
expert Gary Gorton (2012), “The output of a bank is debt” (5-6). And it is
prudent that financial firms increase their reserves in anticipation of higher
loan losses after many of the loan and tax deferral programs introduced in
2020 expire. The point is that the condition of financial firms contrasts markedly with non-financial businesses and data for the total corporate sector
masks this important divergence.

Households savings surge in 2020 while
business savings decline
Household savings soared from 2.0 percent before the arrival of the virus to
27.5 percent in the second quarter and 14.6 percent in the third quarter of
2020. Despite a sharp drop in earned incomes as jobs disappeared and hours
worked plummeted, household disposable income rose by 12 percent in the
second quarter and remained high in the third quarter entirely due to a massive increase in transfers from governments. As a result, household savings
jumped from $77 billion (at annual rates) in the first quarter to $402 billion
in the second and $207 billion in the third quarter (Chart 2). Even after deducting outlays for housing, households swung suddenly from many years of
net borrowing to a position of net lending of $306 billion (at annual rates) in
the second quarter and $70 billion in the third quarter.1

Chart 2: Corporations and households net savings, 2014 – 2020
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Conducting this same exercise for corporations reveals a much more muted
response of savings and net lending during the pandemic. Net savings by
corporations slowed to $16.8 billion (at annual rates) in the first quarter, fell
outright by $34.3 billion in the second quarter and recovered by only $31.6
billion in the third, leading to a net increase of $14.1 billion so far this year.
This is distinctly different from the net increase of $686.4 billion in household savings over these three quarters. Moreover, all of the net saving was
concentrated in the financial sector, totalling $104.4 billion. By comparison,
net saving by non-financial corporations fell by $90.4 billion. Net lending by
firms fared slightly better, because firms slashed their investment; as a result,
net lending rose by $183.3 billion, just over half the increase of $328.3 billion posted by households over the same period.

Financial firms account for most corporate
cash holdings
Statistics Canada’s Financial Flow Accounts2 present data on how different
sectors of the business community responded financially to the pandemic
into the third quarter. While these data are not seasonally adjusted and are
not at annual rates, they do provide strong evidence of which sectors were
building up the cash deposits noted in the CIBC analysis.
Overall, corporation holdings of currency and deposits rose by $565.0 billion
in the first three quarter of the year. Of note is that $424.9 or 75.2 percent
of this increase was for financial corporations. Meanwhile, non-financial corporations raised their cash holdings by $140.1 billion over the same three
quarters.
Almost all of the increase in cash held by non-financial corporations originated in private firms, as government-controlled businesses only added $4.7
billion to their cash reserves in the first three quarters of 2020. While private
business firms radically changing their spending and balance sheets to cope
with the unprecedented shock of pandemic-induced shutdowns and disruption of supply chains, there was almost no change in the behaviour of government-owned businesses whether looking at their net saving, net lending or
cash holdings. Assured of their survival and not having to respond to either
the marketplace or the stock market, government-owned corporations behaved as if nothing of consequence was happening in the business landscape
in the first two quarters of 2020.
Bank of Canada data on household and business credit demand supports
the portrait of business finances labouring under much more pressure than
households during the onset of the pandemic in the spring.3 The annualized
three-month growth of business credit accelerated sharply from 4.8 percent
in February to 13.4 percent in April as firms scrambled to finance their operations while revenues nose-dived. Meanwhile, household credit demand
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slowed from 4.3 percent annualized growth in February to a decline of 0.7
percent in June, a measure of how lavish government transfers alleviated the
need for households to borrow. Since then, households resumed borrowing
to finance their home-buying spree over the summer. Business loan demand
subsided over the summer as large firms turned to the bond market to lock in
historically low rates, once the Bank of Canada restored order to the corporate bond market by stepping up its purchases after corporate rates initially
soared in the spring.
Finally, it would be wrong to assume all of the increase in cash holdings since
the pandemic began represented an “excess” of money being held by either
households or businesses. Both persons and firms began increasing their cash
holdings at banks from the moment the pandemic began, presumably motivated by the massive uncertainty surrounding both the pandemic and how
government would respond. These cash holdings rose even before governments began transferring record amounts of income support, especially to
households.
It is also likely that this increased preference for cash will not be a temporary response to the pandemic. The pandemic, and the massive loss of both
income and jobs that resulted, demonstrated clearly to both households and
firms the virtues of having a strong balance sheet and abundant liquidity. It is
quite possible that people and firms will continue to hold above-trend levels
of cash long after the pandemic has been vanquished.
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Endnotes
1 All data in this paragraph is from Statistics Canada, Table 36-10-0112-01:
Current and capital accounts-Households.
2 See Statistics Canada, Table 36-10-0578-01: Financial Flow Accounts.
3 This data is from Bank of Canada, Historical selected credit measures,
available at www.bankofcanada.ca/rates/banking-and-financial-statistics/
selected-credit-measures-formerly-e2/.
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About the Macdonald-Laurier Institute
What Do We Do?
When you change how people think, you change
what they want and how they act. That is why thought
leadership is essential in every field. At MLI, we strip away
the complexity that makes policy issues unintelligible and
present them in a way that leads to action, to better quality
policy decisions, to more effective government, and to a more
focused pursuit of the national interest of all Canadians. MLI is
the only non-partisan, independent national public policy think
tank based in Ottawa that focuses on the full range of issues
that fall under the jurisdiction of the federal government.

What Is in a Name?
The Macdonald-Laurier Institute exists not merely to
burnish the splendid legacy of two towering figures
in Canadian history – Sir John A. Macdonald and Sir
Wilfrid Laurier – but to renew that legacy. A Tory and
a Grit, an English speaker and a French speaker – these two
men represent the very best of Canada’s fine political tradition.
As prime minister, each championed the values that led to
Canada assuming her place as one of the world’s leading
democracies. We will continue to vigorously uphold these
values, the cornerstones of our nation.

Our Issues
The Institute undertakes
an impressive program of
thought leadership on public
policy. Some of the issues we
have tackled recently include:
• Aboriginal people and the
management of our natural
resources;
• Making Canada’s justice
system more fair and efficient;
• Defending Canada’s
innovators and creators;
• Controlling government debt
at all levels;
• Advancing Canada’s interests
abroad;

Working for a Better Canada
Good policy doesn’t just happen; it requires good
ideas, hard work, and being in the right place at
the right time. In other words, it requires MLI. We
pride ourselves on independence, and accept no funding
from the government for our research. If you value our
work and if you believe in the possibility of a better
Canada, consider making a tax-deductible donation. The
Macdonald-Laurier Institute is a registered charity.
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• Ottawa’s regulation of foreign
investment; and
• How to fix Canadian health
care.
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For more information visit: www.MacdonaldLaurier.ca

Celebrating 10 years
WHAT PEOPLE ARE SAYING ABOUT MLI
The Right Honourable

The Honourable

The Honourable

The Honourable

Paul Martin

Jody Wilson-Raybould

Irwin Cotler

Pierre Poilievre

I want to congratulate the
Macdonald-Laurier Institute
for 10 years of excellent
service to Canada. The
Institute's commitment to
public policy innovation has
put them on the cutting edge
of many of the country's most
pressing policy debates. The
Institute works in a persistent
and constructive way to
present new and insightful
ideas about how to best
achieve Canada's potential and
to produce a better and more
just country. Canada is better
for the forward-thinking,
research-based perspectives
that the Macdonald-Laurier
Institute brings to our most
critical issues.

The Macdonald-Laurier
Institute has been active in
the field of Indigenous public
policy, building a fine
tradition of working with
Indigenous organizations,
promoting Indigenous
thinkers and encouraging
innovative, Indigenous-led
solutions to the challenges
of 21st century Canada.
I congratulate MLI on its 10
productive and constructive
years and look forward to
continuing to learn more
about the Institute's fine
work in the field.

May I congratulate MLI
for a decade of exemplary
leadership on national
and international issues.
Through high-quality
research and analysis,
MLI has made a significant
contribution to Canadian
public discourse and policy
development. With the
global resurgence
of authoritarianism and
illiberal populism, such
work is as timely as it is
important. I wish you
continued success in
the years to come.

M A C D O N A L D - L A U R I E R

The Macdonald-Laurier
Institute has produced
countless works of
scholarship that solve
today's problems with
the wisdom of our
political ancestors.
If we listen to the
Institute's advice,
we can fulfill Laurier's
dream of a country
where freedom is
its nationality.

I N S T I T U T E

323 Chapel Street, Suite 300,
Ottawa, Ontario K1N 7Z2
613-482-8327 • info@macdonaldlaurier.ca
@MLInstitute
facebook.com/MacdonaldLaurierInstitute
youtube.com/MLInstitute
linkedin.com/company/macdonald-laurier-institute
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