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Could aggressive rate cuts unleash a
household savings tsunami?
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Time is running out.
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But for how long? In May, Derek Holt, an economist at Bank of Mova Scotia,

estimated households were sitting on exoess savings of 3400-billion when compared
to what the prepandemic savings trend would have suggested. This week, he
updated that analysis, The savings stockpile by that measure has risen to 5470-
hillicn.

Ahead of Wednesday's deci
rate by a quarter of a percentage point, to 425 per cent, Mr. Holt warned that if the

1 by the Bank of Canada to cut its benchmark interest

hank gets too as it brings down interest rates it “could unleash a tsunami
of consumer and housing demand given how high exoess savings and pent-up

demand are becpming.”

Canadian homeowners have been warmed to prepare for a steep jump in pavments

when it comes time to ren s that were taken out when interest rates
were low and, if that happens, households may need to drain their savings stockpile

to conver increased monthly payments. However, Mr. Holt writes

at nearly fwo-

thirds of households don't have a mortgage, while the remainder with mo .

have 50 far weathered rate increases and reset risks are falling with bond vields

Forecast to ease.

It should be said household savings
old have likely socke

aren’t distributed evenly. Middle- and higf
and those

imcomme hiowse yway a large share of total saving

with higher incomes have a lower propensity to spend.

&till, with houscholds sitting on 52.2-trillion in the first gquarter, according to
Btatistics Canada, up almost S0 per cent from the same period five vears ago {not
adjusting for inflation} it could put the prudence of Canadian households to the test.

Decoder is a weekly feature that unpacks an important econmmic chart.

Signm wp for our new Business Brief newsletter. & daily look at the most
important business stories that are making news and maoving markats, written by
Chris Wilson-Smith
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