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Canada’s National Net Worth Ticks Up in Q4 on CONTACTS
Stronger Stock Markets Nikita Perevalov, _
Director of Economic Forecasting
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e National net worth increased in Q4-2019 by 1.5% to CAD 12.7 tn, mainly Scotiabank Economics
on rebounding stock markets. nikita.perevalov@scotiabank.com
e  While household net worth continued to rise in Q4-2019, the share of ?13 g;gg Z;:r;an’ Senior Research Analyst
income going to debt repayments edged to an all-time high (15% of Scotiabank Economics
income), and the financial market turbulence of 2020 is likely to show up raffi.ghazarian@scotiabank.com
in steep declines in the value of financial assets in the next print. Chart 1 Canada's National Net
Worth by Component
e The demand for funds from non-financial corporations was tepid in 800 g’g;ﬁ”ge’
Q4-2019, with a rebound in borrowing expected at the start of 2020 as firms 600
seek funding in light of economic disruptions related to the coronavirus. 400
e The federal government’s net debt declined in Q4-2019 to just 26.2% of 200
GDP, highlighting the ample room for fiscal measures amidst the 0

economic fallout from the COVID-19 outbreak. 200
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The national net worth increased in Q4 by 1.5% to CAD 12.7 tn, ending 2019 on

a positive note after a slight dip in Q3. Canada’s net international investment 600 ——— National net worth

position (details here) rose by CAD 197.1 bn to CAD 1.0 tn, offsetting a decline in 4o 1516 A7 1819

national (i.e., domestic) wealth of 0.1% to CAD 11.7 tn (chart 1). The decrease in qourees: Scotabank Economics,

national wealth was driven mainly by the value of Canada’s natural resources, which Chart 2 ]

fell 12.4% in Q4 due to the continued weakness in energy prices. 25 . MLS Home Price Index
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Household net worth continued to rebound with its fourth consecutive 20 b

quarterly increase in Q4-2019, gaining CAD 186.5 bn to reach CAD 11.7 tn.

After losing CAD 57.5 bn of wealth in 2018, households have gained CAD 792.0 15

bn over the course of 2019. Both financial and non-financial assets rose in Q4,
posting 2.1% and 0.8% increases respectively. Financial assets gained on the
back of increases in both foreign and domestic equity prices while non-financial
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wealth, which is mainly real estate, increased due to the rebound in house prices
(chart 2) fueled by lower interest rates (chart 3). 0
Despite the increase in mortgage credit, household borrowing edged down 5 L
CAD 0.4 bn in Q4. Both consumer credit and mortgages increased by 0.3 bn < 14 S15t' ) 1iE 17 Z:BREA 19 20

ces:. Scotiaba onomics .
and 0.4 bn respectively, but they were offset by non-mortgage loans which oufees: Seotiabanic Feonomies,
decreased by CAD 1.1 bn (chart 4). Chart3 Lower Interest Rates Boost
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As a result, households (and non-profit institutions serving households) debt 65 k *

as a share of personal disposable income eased slightly in Q4, falling 0.4ppts
to 173.7% (chart 5). When adjusted for comparability to US data, Canada
remains slightly above the US’s pre-great recession peak of 169.0%, but when taken
as a share of GDP, Canadian household and non-profit credit market debt is currently
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lower than in the US at 99.9% of GDP vs 101.7% south of the border (chart 6). 45 5-year fixed
40 F mortgage rate
Household debt-service costs also remain at all-time highs of 15.0% of personal 35 |
disposable income with mortgage and non-mortgage debt-service ratios at 6.8%
and 8.2%, respectively (chart 7). Although neither component is at a record high 50 13 14 15 16 17 18 19 20
individually, combined they make for the highest debt-service ratio since at least 1990. gm:%es Scotiabank Economics, Bank of Canada,
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On the business side, demand for funds by non-financial private corporations was only CAD 2.5 bn, the lowest level
since Q1-2016, while the financial sector provided CAD 53.0 bn in funds to the economy. Total debt-to-equity for non-
financial corporations edged down slightly from 189.4% in Q3 to 187.1% in Q4, and has been relatively stable over the last decade
(chart 8).

The federal government’s net debt-to-gdp ratio remains low, declining to 26.2% in Q4 (chart9), putting them in relatively
good fiscal position when compared to other levels of government.

While the data print paints a relatively rosy picture of Canada’s balance sheet in Q4 and 2019 overall, the economic fallout
from the COVID-19 pandemic and the oil price shock are likely to hit the value of assets hard and increase the demand for
funding across sectors. Households, already financially stretched, could face financial stress if there is aloss of income
for a prolonged period of time and need to increase debt further to stay afloat. Non-financial businesses are likely to need financing
amidst a plunge in demand in certain sectors and supply chain disruptions. In these circumstances the Federal government, being in
a relatively healthy financial position, should step in and help provide support to the economy during this crisis.
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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein have
been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their accuracy or
completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct
or consequential loss arising from any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or trading
strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not constitute, a
recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading Commission Regulation
23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics and should not be viewed
as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other transaction. Scotiabank may
engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or be in the process of acquiring or
disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.
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