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Key Points

e At the request of the Standing Committee on Finance and Economic Affairs, the Financial Accountability
Office (FAQ) has prepared a report to assess the impact of the COVID-19 pandemic on insolvencies in
Ontario.

¢ Following steady declines after the 2008-09 recession, insolvencies in Ontario began rising in 2018,
reaching a seven-year peak in 2019." The increase in insolvencies can mostly be attributed to the impact
of rising interest rates on the financial position of households, which had accumulated a record amount of
debt relative to income.

e Despite the economic damage the COVID-19 pandemic caused to households and businesses,
insolvencies in Ontario declined sharply by 24.0 per cent in 2020 to the lowest annual level since 2000.

e The significant drop in insolvencies in 2020 is exceptional among recessionary periods and reflects a
number of unique temporary factors related to the pandemic. Lower interest rates helped reduce debt
payment obligations and some households took advantage of debt payment deferrals offered by creditors.
As well, federal government measures provided significant income support, which helped the financial
position of Ontario households and businesses during the pandemic.

¢ Insolvencies declined in all Ontario major cities and across most industries in 2020. However, insolvencies
increased in three industries: educational services; information, culture and recreation; and real estate.

e Total insolvencies fell in all Canadian provinces in 2020, with the Atlantic provinces generally registering
the largest declines. Ontario reported the third-smallest rate of decline of total insolvencies in 2020 behind
Alberta and Manitoba.

e Given the ongoing economic challenges related to the pandemic, insolvencies could increase over the
medium term and will depend in part on the extent and pace at which government income support is
phased out. As well, interest rates are expected to rise gradually, which will put upward pressure on debt
obligations for Ontario households. Many businesses, particularly those most affected by the pandemic
shutdowns, have indicated they are unable to take on additional debt and might need to consider closure
or bankruptcy.

T Insolvency is the state of being unable to pay back debt. Insolvencies consist of bankruptcies, which is an agreement to surrender assets to
creditors, and proposals to enter an agreement to maintain ownership of assets and repay debt to creditors at a reduced rate for a specific length
of time. Statistics on insolvency cases in Canada are published by the Office of the Superintendent of Bankruptcy. See Appendix A for a
description of insolvency statistics.
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Insolvencies were rising before the pandemic

Following steady declines after the 2008-09 recession, Ontario consumer and business insolvencies increased
by 1.9 per cent in 2018 and 15.0 per cent in 2019, reaching a seven-year peak of 45,754 cases. All of the
increase in insolvencies in the 2018 to 2019 period was for proposals to restructure debt rather than
bankruptcies, which recorded modest declines.?

The increase in insolvencies in 2018 and 2019 can mostly be attributed to the impact of rising interest rates on
the financial position of households, which had accumulated a record amount of debt relative to income. From
2017 to 2019, the Bank of Canada raised its policy rate by 125 basis points to the highest point since the
2008-09 recession. At the same time, borrowing costs for households and businesses rose as lenders
generally paralleled the Bank’s interest rate moves. Higher interest rates contributed to rising debt service
costs® which reached 8.3 per cent of disposable income in 2019, up from 7.0 per cent in 2015 and the highest
since 2008.

Figure 1: Rising interest rates created financial challenges for households prior to the pandemic
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Source: Statistics Canada, Office of the Superintendent of Bankruptcy and FAQ.

2 Consumers make up a large majority of insolvencies at over 90 per cent, and businesses account for the rest.
3 Debt service ratio is the proportion of household disposable income required to pay interest on debt.
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Insolvencies in Ontario declined sharply in 2020

The COVID-19 pandemic and government mandated restrictions to contain the virus had significant negative
impacts on Ontario’s economy, resulting in a record drop in real GDP in 2020 and creating financial hardship
for consumers and businesses. The province experienced a record decline in employment of 355,300 (or -4.8
per cent) in 2020,* which contributed to a 1.3 per cent decrease in labour income. In the business sector, the
pandemic-related shutdowns caused a significant slump in sales® and corporate profits declined by 9.9 per cent.®

However, despite the economic damage the pandemic caused to household and business finances, insolvencies
in Ontario declined sharply in 2020. Total consumer and business insolvencies dropped by a record” 24.0 per
cent in 2020, falling to 34,751 which marked the lowest annual level since 2000. Among consumers, insolvencies
dropped by 24.2 per cent in 2020 to 33,992, while cases filed by businesses declined 15.9 per cent to 759.

Figure 2: Annual insolvencies in Ontario in 2020 reached the lowest level in two decades
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Source: Office of the Superintendent of Bankruptcy.
Shaded areas represent recessions.

The sharp decline in insolvencies in 2020 occurred as the COVID-19 pandemic progressed. Prior to the
pandemic, total insolvencies were 16.8 per cent higher in the January-February 2020 period compared to a
year earlier. However, as the number of COVID-19 cases increased and the government enacted restrictions,
insolvencies began to decline by record amounts and by May were 43.3 per cent below year-earlier levels.
Even though insolvencies began to increase in the summer of 2020, they were still 32.8 per cent lower in
February 2021 compared to a year earlier.

4 For more information on the impact of the pandemic on Ontario’s labour market, see the FAOQ'’s report on Ontario’s Labour Market in 2020.
51n 2020, Ontario retail sales declined by 3.5 per cent and manufacturing sales fell 12.1 per cent.

5 Measured by the Net Operating Surplus of Corporations.

" Based on data covering the 1987 to 2020 period.


https://www.fao-on.org/en/Blog/Publications/labour-market-2021

FAO

FINANCIAL ACCOUNTABILITY
'OFFICE OF ONTARIO

Figure 3: Insolvencies in Ontario declined dramatically as the pandemic progressed

.8 50.0
2
o) 25.0
=
3
= 0.0
£
o €
CCD ()
59
() -
5$ 500 433
48]
g -75.0
o > > 5 = > ©
> © o
S s 3 § < = 3
© © 8 =
g S8

2020

Source: Office of the Superintendent of Bankruptcy.

H Total Consumers  ® Businesses

Sl ) )
O T T
-25.0

-32.8
= k7 1) o) 0] o) > >
) £ 9 £ £ 3 2
I o ) o © S Q
< @ [¢) 3 - 2
3 z a
2021

Temporary factors contributed to the decline in

insolvencies in 2020

Historically, insolvencies increase during recessions
as financial problems emerge and deepen, making it
difficult for households and businesses to meet debt
obligations. During the previous recession, total
insolvencies in Ontario increased by 30.4 per cent in
2009. The significant 24.0 per cent drop in
insolvencies in 2020 is exceptional among
recessionary periods and reflects a number of unique
temporary factors related to the pandemic.

In March 2020, the Bank of Canada rapidly lowered its
policy interest rate by 1.5 percentage points in
response to the impending economic downturn,
helping reduce debt payments faced by consumers.
As of the fourth quarter of 2020, lower interest rates
helped reduce average consumer monthly debt
payments by 6.2 per cent for those without a
mortgage and by 3.4 per cent for mortgage holders
compared to a year earlier.®

Figure 4: Insolvencies increased during the 2008-09
Recession
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Source: Office of the Superintendent of Bankruptcy.

8 Mortgage and Consumer Credit Trends Data, published by the Canada Mortgage and Housing Corporation. Data is for Canada.


https://www.cmhc-schl.gc.ca/en/professionals/housing-markets-data-and-research/housing-data/data-tables/mortgage-and-debt/mortgage-consumer-credit-trends-cmas
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Since the pandemic outbreak began, government lockdown restrictions resulted in the shutdown of many in-
person services, and temporarily reduced the capacity of Ontario’s courts, affecting the timing of legal
proceedings. Debt payment deferrals by creditors have also helped lessen the financial strain faced by some
households.® For example, the proportion of Ontario residential mortgages in arrears was essentially
unchanged at 0.1 per cent in 2020."° In contrast, this ratio has increased in previous recessions — from 0.2 per
cent in 1990 to 0.5 per cent in 1991, and from 0.3 per cent in 2008 to 0.4 per cent in 2009.

Although labour income and corporate profits declined in 2020, federal government measures such as the
Canada Emergency Response Benefit (CERB), Canada Emergency Wage Subsidy (CEWS) and Canada
Emergency Business Account (CEBA) provided significant financial support to Ontario households and
businesses. Among households, disposable income increased by 9.6 per cent in 2020, reflecting significant
support from the federal government. Without this support, household incomes would have declined by an
estimated 1.6 per cent in 2020. Based on national data, household disposable income has increased at a
faster pace for lower-income and younger households, even though they recorded the sharpest losses in
labour income.™

All major cities experienced lower insolvencies

Insolvencies declined in all Ontario census metropolitan areas (CMAs'?) in 2020. Peterborough recorded the
largest decline in insolvencies (-39.8 per cent), while Toronto experienced the smallest decrease (-19.1 per
cent). On a per capita basis, Peterborough had the lowest incidence of total insolvencies (0.19 per cent) in
2020, while Greater Sudbury had the highest (0.40 per cent).

Figure 5: Annual total insolvencies declined in all major cities in 2020
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Source: Office of the Superintendent of Bankruptcy.

9 For details on debt deferrals, see the Bank of Canada’s report Debt-Relief Programs and Money Left on the Table: Evidence from Canada's
Response to COVID-19.

10 Statistics on mortgages in arrears in Canada, Canadian Bankers’ Association.

" Household economic well-being during the COVID-19 pandemic, experimental estimates, first quarter to third quarter of 2020, Statistics
Canada.

12 Statistics Canada defines a census metropolitan area (CMA) as a large population centre together with adjacent fringe and rural areas that
have a high degree of social and economic integration with the centres. A CMA must have a population of at least 100,000 of which 50,000 or
more must live in the urban core.


https://www.bankofcanada.ca/2021/03/staff-working-paper-2021-13/
https://www.bankofcanada.ca/2021/03/staff-working-paper-2021-13/
https://cba.ca/mortgages-in-arrears
https://www150.statcan.gc.ca/n1/daily-quotidien/210301/dq210301b-eng.htm
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Not all industries saw lower insolvencies

Insolvencies declined in most industries in 2020, led by construction (-76 cases), professional, scientific and
technical services (-24), and manufacturing (-24). The three industries hardest hit by the pandemic —
transportation and warehousing (-14), wholesale and retail trade (-10), and accommodation and food services
(-7) — all reported fewer insolvencies in 2020.

Insolvencies increased in three industries, specifically educational services (+13 cases), information, culture
and recreation (+11), and real estate (+5). Insolvencies were unchanged in public administration, utilities, and
agriculture, forestry, fishing and hunting.

Figure 6: Insolvencies increased in three industries
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Source: Office of the Superintendent of Bankruptcy.
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Insolvencies declined in all provinces in 2020

Total insolvencies declined in all provinces in 2020. At the national level, total insolvencies dropped by 29.5 per
cent, with both consumer (-29.7 per cent) and business (-24.3 per cent) lower. The Atlantic provinces
generally had the largest declines in insolvencies, with steep drops in Prince Edward Island (-43.6 per cent),
Newfoundland and Labrador and Nova Scotia (both -42.3 per cent). Manitoba reported the smallest rate of
decline of total insolvencies (-19.6 per cent), followed by Alberta (-21.6 per cent) and Ontario (-24.0 per cent).
On a per capita basis, British Columbia had the lowest incidence of total insolvencies (0.16 per cent), while
New Brunswick had the highest (0.43 per cent).

Figure 7: Total insolvencies declined in all provinces in 2020
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Source: Office of the Superintendent of Bankruptcy.

Looking forward

Given the ongoing economic challenges related to the pandemic, insolvencies could increase in the medium
term and will depend in part on the extent and pace at which government income support is phased out. As
well, interest rates are expected to rise gradually which will put upward pressure on debt obligations for many
Ontario households.

While many businesses that filed for insolvency in 2020 were in vulnerable financial positions prior to the
pandemic,'® the lingering impact of the economic shutdowns could result in increased insolvencies. In the first
quarter of 2021, 41.4 per cent of Ontario businesses indicated they were unable to take on additional debt,
including accommodation and food services (59.4 per cent), other services' (55.9 per cent), arts,
entertainment and recreation (54.7 per cent) and construction (52.5 per cent).'® In the accommodation and
food services industry, 30.3 per cent of businesses reported they could continue operating for less than 12
months before considering closing or filing for bankruptcy.'® The other services (29.7 per cent) and arts,
entertainment and recreation (28.6 per cent) sectors were in similar circumstances.

13 Study: The impact of the pandemic on the solvency of corporations, third quarter 2020, Statistics Canada, January 2020.

4 Other services include repair and maintenance; personal and laundry services; religious, grant-making, civic and professional services; and
private household services.

'° Table 33-10-0322-01: Ability of the business or organization to take on more debt, by business characteristics, Statistics Canada.

16 Table: 33-10-0330-01: Length of time businesses or organizations expect to continue to operate at current level of revenue and expenditures,
by business characteristics, Statistics Canada.


https://www150.statcan.gc.ca/n1/daily-quotidien/210118/dq210118b-eng.htm
https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=3310032201
https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=3310033001
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Appendix A: Insolvency Statistics

Insolvency statistics in Canada are collected and published by the Office of the Superintendent of Bankruptcy
(OSB) since 1987 and consists of bankruptcies and proposals filed by consumers and businesses.

Bankruptcies are agreements to surrender assets to creditors. Proposals are offers to enter an agreement to
maintain ownership of assets and repay debt to creditors at a reduced rate for a specific length of time.

Data and reports are released by the OSB each month by province and industry, and on a quarterly basis by
census metropolitan area (CMA) and economic region (ER). Data on annual insolvency rates and consumer
insolvencies by age and sex are released once a year.
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