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	In the Canadian economy, consumer spending is promoted as a solution to the current budget deficit. Though this might be a temporary solution to the deficit, it has some repercussions in the economy. Many economists have attributed the gradual increase in interest rates as a result of consumer spending habits. In the current Canadian economy, there is a clear link between the decreasing percentage of saving in typical Canadian households and increasing interest rates in the economy. There is a trade-off when households choose to save now and consume more later because that means they are giving up current consumption. A decreasing percentage of saving, means that income otherwise saved, is used for consumption. The correlation between current consumer spending habits and high interest rates can be examined through the Gross Domestic Product (GDP) equation, and the Supply and Demand of Loanable Funds model. 
Considering the identity for GDP in an assumed closed economy, Y=C+I+G. GDP is divided into four components of expenditure with ‘Y’ representing GDP, ‘C’ representing consumption, ‘I’ meaning investment, and ‘G’ for government purchases. This equation states that GDP is the sum of all consumption of goods and services, all investments, and government purchases. The equation can be manipulated to say that, I=Y-C-G, or that investment is the total income in the economy remaining after paying for consumption and government purchases (p. 176). The amount leftover, (Y-C-G), is known as saving and can be represented as ‘S’. After replacing (Y-C-G) with ‘S’, the new equation means that savings equal investments, or S=I. The identity, S=I, is important in the economy because the more money that is saved, the more money there is available to invest in capital. This is especially important because investment is needed to fund capital such as new equipment, or new buildings, which increases productivity in the economy. Productivity is the amount of goods and services produced from each hour of a worker’s time (p. 145). The increase in efficiency and quality of goods results in an increase in the standard of living. Increased productivity benefits the overall economy because it supports growth within a country (Cornerly, 2015). Also, productivity gives countries a competitive advantage in production of goods and services. With increased consumer spending, instead of money being saved and used to fund investments, growth within an economy is restricted. The money saved by others and used by other people to invest, is referred to as loanable funds. With more consumer spending, there is a higher demand for loanable funds to pay for consumption such as purchases made with loans. With a decrease in the availability of loanable funds, this causes interest rates to increase. This can be further explained in the Supply and Demand of Loanable Funds Model.
Using the model of Supply and Demand of Loanable Funds, it is evident that consumer spending has a direct impact on interest rates. The interest rate in the economy adjusts to balance the supply and demand for loanable funds. Loanable funds are composed of both public and private saving. The demand for loanable funds comes from firms looking to invest in capital. As established earlier, saving is the source of the supply for loanable funds (p. 179). In the statistics outlining the decrease in household saving in Canada, the decrease in saving means a decrease in the supply for loanable funds. The supply and demand model shows the effect of increases and decreases in either supply or demand. In this case, the supply of loanable funds decreases, which corresponds to a shift in the supply curve to the left. Upon examination of this model, only the supply curve is affected by the decrease in availability of loanable funds. The demand for loanable funds would be the same for any given interest rate despite the supply curve shifting left. As consumer spending habits continue, so does the demand for loanable funds to finance investments such as the purchase of a new vehicle. Therefore, in the model of supply and demand, with an increase in consumer spending and a decrease in saving, the supply of loanable funds shifts left and the demand curve remains the same. This causes a shift in the equilibrium between interest and loanable funds. This causes the interest rates to rise and the quantity of loanable funds demanded to decrease as well. Consumers are encouraged to spend because there are incentives with consumer tax cuts (p. 182). This allows consumers to consume and spend more without having to pay as much in taxes. Also, the taxation placed on incomes reduces the future payoff from current saving and as a result, reduces the incentive to save. “Since the start of the year, consumers have been drawing down their savings to buy houses, cars, furniture and clothing. Credit-card spending rose by 8 per cent this year, with spending on restaurants and fast food up more than 12 per cent” (McMahon, 2015). As seen in a report by the Globe and Mail, consumers are spending more than ever, even drawing from their savings accounts. It goes without saying that with greater spending comes greater debt imposed on Canadians. Debts hang heavy on consumers and are temporarily paid off with loanable funds which are available for high interest prices. “At the same time, all that spending hasn’t been matched by growth in incomes, helping push the household debt to income ratio up to a record high of nearly 165 per cent. Roughly 80 per cent of Canadians are in debt, and almost two-thirds would have trouble affording their debts if interest rates went up by just two percentage points” (McMahon, 2015). This also goes to show that Canadian consumers are stuck in a vicious cycle of spending, paying high interest rates to acquire loanable funds to pay for consumption. Thus, it becomes a cycle of less saving, more spending, and an increase in interest on loanable funds (Carrick, 2015). With a decrease in the supply of loanable funds, the supply and demand model requires the equilibrium to adjust to consumer behavior which inevitably leads to an increase in the interest rate.
Therefore, commentators stating that high interest rates are a result of consumer spending habits are correct. In examining the relationship between saving and investments in an economy, the argument stands that a decrease in saving leads to a decrease in loanable funds which hinders growth in an economy. Also, using the model for the Supply and Demand for Loanable Funds, a decrease in saving, as shown in the table of household savings rates, results in a shift of the supply of loanable funds left and leads to a higher interest rate. Consumer spending has a direct impact on interest rates. In order to limit consumer spending, taxation on consumption should increase in order to incentivize saving. Though consumer spending stimulates the economy in the short run, a consequence is the higher interest rates that result. With the help of the forces of the “invisible hand”, a new equilibrium can be reached that corresponds with consumer behaviour. The effect that consumer spending habits have on the interest rates exhibit the market power Canadian consumers have on the economy. 
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