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Presenter
Presentation Notes
Many Canadians are understandably confused about how  households are doing financially in Canada and find it hard to know whether we’re better or worse off financially than we were 10 years ago.

�



Media, financial experts, policymakers tell a
seemingly conflicting story

Y S S
CIBC signals rising
household debt no

Of times? cause for concern ’s_

BNN - Business News Network, Sept 2015
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Why are we so confused? 

Because, as the headlines on the screen suggest, media, financial experts, and policy makers often tell a seemingly conflicting story about how households are doing �
We also rarely hear how low-income households are doing financially compared to Canadians generally�
And when we do look at these families, it’s often only at their income, ignoring other important factors like savings, assets, and debt that affect their financial health�
We also often look at the average or middle and judge how everyone is doing based on that. This can hide important differences by family type, by region and by income.�


Media, financial experts, policymakers tell a
seemingly conflicting story

— 66

WO rst Canada’s household debt
ratio hits record as what

we owe grows faster than
our incomes

of times?
99—
Financial Post, Sept 2015

-

5 | Health Check: Low-income Household Finances in & Prosper Canada
Canada




Media, financial experts, policymakers tell a
seemingly conflicting story

Bes.t Canadian households are
getting richer, not poorer

of times? I YO

National Post, Sept 2015
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Media, financial experts, policymakers tell a
seemingly conflicting story

— 66

WO rSt Almost half of workers
are living paycheque to

of times~? paycheque, survey finds
_
Globe and Mail, Sept 2015

-
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Media, financial experts, policymakers tell a
seemingly conflicting story

— 66

Is the income gap
growing? It depends

who you measure

of times? TR gy

Globe and Mail, July 2015

_
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Media, financial experts, policymakers tell a
seemingly conflicting story

— 66

Worst romeieawiy

damaging Canadian

of times? economy
9
CBC News, December 2014
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Media, financial experts, policymakers tell a
seemingly conflicting story

— 66

Bes.t Canada Grew Richer,
More Equal In 2014

of times? e

Huffington Post Canada, August 2015
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Media, financial experts, policymakers tell a
seemingly conflicting story

— 66

WO rSt Wealth gap widens in
Canada as richest see

of times~? faster rise in net worth

99—
Global News, June 2015

-

11 | Health Check: Low-income Household Finances in Canada & Prosper Canada



Presenter
Presentation Notes
�



What is really
happening?

_
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My job today is to take you on a whirlwind examination of the financial health of low-income Canadian households and to help you understand how this has changed (for better and for worse) over the past 10 years or so.�


Income is a key factor in financial health, but market
income was largely flat 2001 to 2011

Single adults
_ are
particularly
. . vulnerable
Median market income, 2001-2011
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Let’s start with income.

Median market income has been virtually flat for the last decade meaning that Cdns. overall are not taking home more money from their jobs, self-employment or investments

Market income has been equally flat but even lower for single adults (in particular males), leaving them more financially vulnerable than Canadians generally


Total income began rising again in 2011, thanks in
part to our tax and transfer system

But we
can’t count on
economic

- growth to “lift
all boats”

Annual change (%) in median employment and total income
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On this slide we can see the impact of the Great Recession of 2008/9 on our overall economy (the gray line is GDP) and on personal income growth (employment and total), which has still not fully returned to pre-recession levels.�
Growth that has taken place hasn’t kept pace with GDP for the most part (see the gaps compared to the GDP line). �
The key takeaways here are that:

We can’t count on broader economic growth to “lift all boats” when it comes to income

To the extent that income has started to rise since 20011, the income tax and transfer system accounts for significant part of this growth.



Income inequality is also on the rise (slightly)

Top income
_ groups are the
only ones
Share of total income, after-tax, by household income ga'"'g‘ﬁa':‘?me
quintile, 2001 vs. 2011
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While incomes are finally rising, so too is income inequality (albeit not as dramatically as some suggest)

Historically, Canada’s income tax and transfer system has helped mitigate market income inequality, but research evidence* does suggest it’s grown weaker in this respect�
Between 2001 and 2011, only the top 2 income quintiles saw their share of total after-tax income increase.

Middle and modest income Canadians saw their income share drop and the bottom 20% of Canadians by income saw no change at all.�

*See Frenette, M., D. A. Green, and K. Milligan. 2009. “Taxes, Transfers and Canadian Income Inequality.” Canadian Public Policy35 (4): 389-411.



Wealth inequality is a bigger problem and growing

Net worth at
bottom grew,
but their share
of wealth shrank

Share of net worth (wealth) held by each income quintile,
1999 and 2012
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But income inequality is not our biggest problem.

Wealth inequality is almost always greater than income inequality and wealth inequality has grown in Canada over the past 10+ years 

From 1999 to 2012, the top 2 income quintiles saw their share of Canada’s total wealth increase, while the bottom 2 income quintiles saw their share drop (for Q1 from 5 to 4%)

During this same period, Canadians in the bottom income group actually saw their net worth increase by 38%. But because net worth increased by an average 73% for Canadian families overall and by a whopping 80% for families in the top income quintile, families in the bottom 2 quintiles ended up falling still further behind.*

As a result, families in the top quintile went from having 9.1 times the wealth of those in the bottom quintile in 1999, to having  11.9 times the wealth of these same households in 2012.

*Sharanjit Uppal and Sébastien LaRochelle-Côté. Changes in wealth across the income distribution, 1999 to 2012. Statistics Canada, June 3 2015. Available online at: http://www.statcan.gc.ca/pub/75-006-x/2015001/article/14194-eng.html



Saving is one way to gain wealth, but Canadians
are no longer strong savers

Savings rate
is 4% (down

from 20% in
([ 1982)

Annual savings rates, G-7 countries
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We’ve gone from a household savings rate of 20.2% of annual household income in 1982  to an almost record low of 4% today. 

Some thought that the 2008/09 financial crisis would encourage Canadians to save more and reduce their debts �
Savings rates today are higher than before the 2008 recession, but the increase seems to have started before the crisis and movement has not been uniformly upward by any means. �
Our one consolation may be that we are still marginally above Italy, and doing better than the UK and Japan, where household savings have plummeted and show no signs at all of recovering.��
Statistics Canada, “Personal Debt,” PERSPECTIVES on Labour and Income, January 2007, p.32.  Catalogue no.75-001-XIE. Accessed October 7, 2015: http://www.statcan.gc.ca/pub/75-001-x/commun/4235072-eng.pdf�
Statistics Canada, Economic indicators, by province and territory (monthly and quarterly) (Canada).  Accessed October 7, 2015: http://www.statcan.gc.ca/tables-tableaux/sum-som/l01/cst01/indi02a-eng.htm



Assets are a key wealth indicator, but low-
income households have almost none

Low-income
i families have
. . e .. virtually no
Median assets by type, by income quintile e el
cushion
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Assets are another key indicator of financial health and include liquid assets (money readily at hand), semi-liquid assets (that you can free up relatively quickly) and (fixed assets – hard goods, real estate etc.) 

Liquid assets are a critical measure of our ability to weather financial emergencies like large unexpected expenses, or an illness or a job loss in the household.�
Unfortunately, lower-income households in Canada have almost no liquid assets at all -- just $1,000 in median liquid assets in 2012�
They also have virtually no semi-liquid assets ($0) to turn to when they come up short and just $5,000 in median fixed assets. �
As a result, families in the lowest income bracket have virtually no financial safety cushion to fall back on when faced with life’s inevitable emergencies. 

� 


This shows in the high proportion of households with
$1,000 or less in liquid assets
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e e . I -
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This shows in the proportion of households with $1,000 or less in liquid assets. 

While far fewer working age households were in this situation in 2012 than in 2005, the rate was still high at 29% �
When we look at households in the bottom income quintile though (orange line) we can see that fully 58% of these have $1,000 or less to draw on quickly if needed.  �
If we look at all economic households in Canada, almost 26% have liquid assets under $1,000. �
Of these, 73% are in the lower two income quintiles, but 18.2% were middle income and 6.7% were upper middle income.


While household debt is at a record high, households with low
incomes are the least likely to be indebted

This doesn’t
Frequency (%) of ownership of selected debts by household m‘:a" that some
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Debt is another important marker of household financial wellbeing (or lack thereof).

While household debt may be at a record high in Canada, the good news is that lower-income (Q1) working age households are the least likely to be indebted or to hold most types of debt, except student debt. �
This does not mean, of course , that low-income households do not struggle with debt at all.



Households with low income and net worth also
typically don’t have large debt burdens

g But even
modest debt
Median total debt by income and net worth, working-age biga;‘rgglgm
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Lower income households typically do not have large debt burdens though -- $400 median debt for Q1 by income or $3,000 for the bottom quintile by net worth.��
A debt of $400 is a heavy burden though for someone already struggling to make ends meet  and many people here today probably frequently see low-income clients who carry larger debt loads than this.

The key take-away here is not that debt is not a problem among Canadians with low-incomes, but that the widely held stereotype of low-income people generally as poor money managers living beyond their means, is not born out by the facts.


More households are likely to have SO or
negative net worth, except those below LICO

Below
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This chart speaks to the ultimate measure of financial health – net worth. 

Net worth is what’s left when you subtract a person’s debts from their assets.

Households at any income level can have $0 or negative net worth if they have a  lot of debt.�
In 2012, just over one fifth of working age households in Canada’s bottom income quintile had $0 or negative net worth (blue line) 

This was up from 19.2% 2005 and more than double the rate of working age households generally (green line).

The trend for all households generally has been upward except for families below-LICO – where the % with $0 or negative net worth actually dropped from 38% to 21%.�
We don’t know why but policy changes to reduce asset stripping and promote asset-holding may be a factor. Rising housing values might also be a key factor for some households.


Very few Canadians are unbanked, but many with
low income lack access to a credit card

Low-income

L3 L4 L4 L3 most
No credit card, by income quintile likely to have
no credit card
but rate is
dropping
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income income
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Financial inclusion is another important aspect of financial health.

The percentage of Canadians who are unbanked has been very low for a long time but fell even further from 0.5% of Canadians in 2008 to 0.2% in 2014.

Canadians in the lowest income quintile are still the most likely to be unbanked, but less so than in 2008. 

A basic bank account is no longer a guarantee of financial inclusion, however. People also need access to credit.

Credit cards come with risks, but are also important and even essential tools for smoothing timing gaps between income and expenses and navigating many transactions – such as online purchases, travel, parking, security for utilities etc. 

Lower income Canadians are much more likely to have no access to a credit card but, again, the rate has dropped (from 30% in 2008 to 23.7% in 2014)

The rate is rising, however, in all other income groups.



More Canadians from all income groups are using
fringe financial services, however
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In 2008, few Cdns. used fringe financial services and those who did were most likely to live in lower-income households (Q1 and Q2) �
By 2014, use of all fringe services had risen sharply for households at all income levels �
The sharpest increase was actually in use of payday lenders by households in the top two income quintiles (260% for Q4 and 244% for Q5)�
But lower income households are still the most likely to use all fringe  financial services � 
Interestingly, though, households in Q3 are now more likely to use all types of fringe services than households with lower incomes in Q2


Fewer households are having trouble paying regular bills except
(interestingly) upper-middle income households

Real problems keeping up with regular bills, by income quintile Lower income
households still
most likely to
5.6% experi
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More good news -  fewer households are having trouble paying regular bills. 

But lower income households are still the most likely to experience difficulty keeping up by far.



But 11% of households in the lowest income bracket
would have trouble covering an unexpected $500 cost

Unable to cover unexpected $500 cost, by income quintile Unclear if

drop to 11% is
good news
or more people
are turning to
payday loans
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But households in the bottom income quintile are also the least likely to be able to cover an unexpected $500 cost �
The good news is that the percentage dropped from 12% in 2008 to 11% in 2014.�
These households may have found more options to cover expenses. However, some – such as payday loans – may be costly and risky �
Interestingly, likelihood of being unable to cover an unexpected $500 cost actually increased for modest income (Q2) households (4.8% to 6%) and upper-income (Q4) households (from 1.8 to 3%).



RRSPs are increasingly being used as multipurpose savings
accounts to help families ‘smooth’ income and expenses

Frequency (%) of emergency RRSP withdrawal, working-age Emergency
households only withdrawals have
increased sharply
40 except for higher
~ income
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It’s not surprising then that RRSPs are increasingly being used as revolving, multi-purpose savings accounts to help families ‘smooth’ income and expenses (i.e. not for tax-sheltered purposes like buying a home or returning to school, or for conversion to RRIFs/ annuities) �
However, as RRSPs were never designed for this use,  the tax and other financial costs can be high. �
On the other hand, emergency RRSP withdrawals by high income and high net worth households fell between 2005 and 2012, likely due to the creation of TFSAs.  


What can we
take away
from all this?
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Key take-away #1

Our tax and transfer system Is it time to “retool”
continues to help boost income support programs
incomes for Canadians in designed for the 20 century,
poverty, but is weaker as a not the 21st?

bulwark against growing

implif tight
income inequality Simplify and tighten up

our income tax system?

’
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Key take-away #2

Wealth inequality is even
greater than income
inequality and rising too

30 | Health Check: Low-income Household Finances in Canada

Are we fairly incentivizing
savings and wealth building for
all Canadians or for some
groups more than others?

Do we have conflicting policy
goals that work against
low-income Canadians who
save and acquire assets?
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Key take-away #3

Low-income households have
almost no liquid or semi-liquid
assets to serve as a financial
cushion in the face of
emergencies

31 | Health Check: Low-income Household Finances in Canada

How can we support these
families to build emergency
savings?

How can we ensure fair access
to longer-term savings
options that meet their
needs?

_
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Key take-away #4

Low-income households are Are we doing enough to
less likely to take on debt give households an ‘off
and carry much less of it ramp’ from debt?

than other households, but

those with debt may need To regulate and provide

more hel :
P low-cost, low-risk
alternatives to predatory
loans?
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Key take-away #5

Financial exclusion still affects Can we build a new consensus
low-income Canadians on what people need to be
disproportionately, even fully included in today’s

though most are banked financial marketplace — even as

we work to address barriers we
already know about?

_
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Key take-away #6

Low-income households are What is driving this?
still the most vulnerable when
it comes to fringe financial
services, but these are

Do we have the knowledge
we need to develop effective
alternative products/services

increasingly popular with and regulation?

households of all income
levels

_
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Key take-away #7

Low-income households
experience the most financial
strain, but households at other
income levels are also Is growing precarity a
showing signs of increased factor? High household
vulnerability debt?

Why is this?

’
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These facts tell us what’s happening, but not why

We need a better window on the financial lives of
Canadians with low-incomes

Only then will we understand the causes of financial vulnerability and
find effective ways to help families build their financial health

_
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Other countries, like the U.S., have begun to seriously examine household financial behaviour in order to understand:

Why families are behaving the way they do
What pressures they are contending with and 
How governments and financial institutions can better support them to achieve financial wellbeing

Isn’t it time that we begin to ask the same questions here in Canada?

We need a better window on the financial lives of Canadians with low-incomes. 

Only then will we truly understand the causes of financial vulnerability and how to address it.

Thank you very much!


‘o Prosper Canada

60 St. Clair Avenue East, Suite 700
Toronto, Ontario
MA4T 1N5

Tel: 416-665-2828
Toll Free: 1-877-568-1571
Fax: 416-665-1661
info@prospercanada.org
www.prospercanada.org




Data sources

Based on analysis of surveys conducted by Statistics Canada:

Survey of Financial Security 2005 and 2012 cycles

Canadian Financial Capability Survey 2008 and 2014 cycles

Survey of Labour and Income Dynamics final cycle (2011)

Administrative data from income tax returns
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Data limitations

Vulnerable Canadians are under-represented in the survey data used.

Surveys used are subject to standard collection and coding errors. Micro-data on
household assets, debts and behaviors is hard to collect.

Data used are cross-sectional — not panels, except for tables on income trends. The
samples were considered representative of the Canadian population at each collection
time but changes to sampling and real-world changes make it difficult to make
inferential statements about trends based on two point-in-time collections.

No hypothesis-testing was undertaken because the data tables produced were all
bivariate and descriptive. Because of the large sample sizes, however, it is very likely
that almost all inter-quintile or inter-temporal differences noted are statistically
significant.

Bootstrap weighting was not available for SPSS, the statistical software package used
for the SFS analysis. The CFSC analysis was done using the PUMF files where bootstrap
weights are produced by Statistics Canada. All results are reported based on the survey
weights provided by Statistics Canada.

_

& Prosper Canada




	Slide Number 1
	�This report is based on research by:� �Dr. Jennifer Robson�Assistant Professor�Kroeger College, Carleton University�Jennifer.Robson@carleton.ca��With funding support from Prosper Canada ���� � 
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8
	Slide Number 9
	Slide Number 10
	Slide Number 11
	Slide Number 12
	Income is a key factor in financial health, but market income was largely flat 2001 to 2011
	Total income began rising again in 2011, thanks in part to our tax and transfer system 
	Income inequality is also on the rise (slightly)
	Wealth inequality is a bigger problem and  growing 
	Saving is one way to gain wealth, but Canadians are no longer strong savers 
	Assets are a key wealth indicator, but low-income households have almost none
	This shows in the high proportion of households with $1,000 or less in liquid assets 
	While household debt is at a record high, households with low incomes are the least likely to be indebted
	Households with low income and net worth also  typically don’t have large debt burdens
	More households are likely to have $0 or�negative net worth, except those below LICO
	Very few Canadians are unbanked, but many with low income lack access to a credit card
	More Canadians from all income groups are using fringe financial services, however
	Fewer households are having trouble paying regular bills except (interestingly) upper-middle income households
	But 11% of households in the lowest income bracket would have trouble covering an unexpected $500 cost
	RRSPs are increasingly being used as multipurpose savings accounts to help families ‘smooth’ income and expenses
	Slide Number 28
	Key take-away #1
	Key take-away #2
	Key take-away #3
	Key take-away #4
	Key take-away #5
	Key take-away #6
	Key take-away #7
	These facts tell us what’s happening, but not why�
	Slide Number 37
	Data sources
	Data limitations 

