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Executive Summary

CANADA MAY HAVE COME LATE to the global recession, but the economic down-
turn is hitting the country with a force that is unparalleled in post-war econom-
ic history.

This report looks at the signs of the current recession and compares it to Canada’s
13 other recessions, going all the way back to 1926. It discovers that, including the
Great Depression, Canada’s economy has only had six experiences of economic de-
cline lasting two quarters or more.

It reveals how this recession has several things in common with the two biggest
downturns in post-war history, but there are also important, and troubling, differ-
ences.

Canadians entered this recession more exposed to an economic downturn than
they have been since the 1930s. They have the weakest system of protection against
unemployment since the 1940s. Their personal savings rates are comparable to those
of the 1930s. They also have record-high levels of household debt. Many are unpre-
pared for massive job loss and have nowhere to turn.

In previous recessions, Canadian households offset the impact of job loss by hav-
ing women take up more paid employment. In this recession, most women are al-
ready working — there is much less backup, or reserve army of labour, for families
suffering from recession this time around.

This leaves many Canadians with little to help them weather the force of this down-
turn, poised to possibly be the worst in decades. The study finds that, compared to
previous recessions, this recession is packing a bigger punch in its early days than

any recession since the Great Depression.
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The drop in GDP was more rapid in the opening months of this recession than
the opening months of the 1981—-82 and 1990—91 recessions. The expected scale of
decline keeps escalating. The Bank of Canada revised its forecast from a 1.2% decline
over the course of 2009 to a 3% decline in the space of weeks.

Job losses in these opening months of recession have eclipsed the rate of job loss
in the early months of the 1980s and 1990s recessions, and are relatively bigger than
job losses in the U.S. when scaled up for purposes of comparison.

The study predicts the loss of 387,000 full-time jobs to date is just the tip of the
iceberg: more job losses are on the way and the pain won't be brief.

In the recession of the 1980s, the economy regained lost ground in a year-and-a-
half, but it took almost four years for the number of full-time jobs to be fully restored.
It took seven full years to get back to the pre-recessionary number of full-time jobs
in the wake of the 1990—91 recession, though GDP returned to pre-recessionary lev-
els in just four quarters.

If past experience is any guide, it could take years to recoup the loss of full-time
employment that is underway in record numbers this time around.

Though Canada entered the recession with unemployment rates at 35-year lows,
doubling its unemployment rate to 12% is not out of the question, given early indi-
cators and parallels with previous recessions.

The fact that a majority of households in Canada today rely on two income earn-
ers may help soften the blow of job loss. But many households may not be able to
get by without two incomes and could soon be in trouble.

The first round of pink slips has hit men’s jobs hardest, with big losses in full-time,
better-paid and unionized jobs in manufacturing and commodities industries. The
next round of job losses will hit the service sector. Families with over-leveraged
budgets may hit their personal debt wall in a hurry as women start to lose their jobs
in growing numbers.

About 60% of Canadian households were already in a net debt position before
this recession began. With so many families already reliant on credit to make ends
meet, the competition for remaining jobs will be fierce.

Both the 1980s and 1990s recessions led to a major restructuring of Canada’s la-
bour force and began a long-term trend toward lower paying, insecure work. Similar
patterns are at play today.

The vulnerability of unemployed Canadians coupled with high household debt
levels weighs heavily on Canada’s ability to emerge quickly from the downturn. At
a third of the economy, exports are important, but recovery depends critically on
Canada’s own consumer spending, which accounts for 57% of the economy.

Some observers say Canada can do little about this recession, since it didn’t cause it.

Findings from this study suggest that is a short-sighted view, for several key reasons:

No coat tails to ride: Riding on the coat-tails of a quick American-led or export-led

recovery is not likely in the cards. Everyone is in the process of re-balancing their
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books. Deleveraging is both healthy and necessary for the long-term economic vi-
ability of individual households and businesses, here and elsewhere. But that means
exports are not likely to rebound anytime soon, and spending will be cut by both
businesses and consumers in Canada too. This leaves governments as the only re-
maining actors that can stimulate the economy and shore up tepid consumer con-
fidence while we await global recovery. Governments also need to prepare for the

next, inevitable phase of economic expansion.

Domestic action is crucial: Domestic policies have determined how we weath-
ered previous recessions and how we set the stage for the next trajectory of growth.
Exports may have propelled Canada out of a few recessions, but the recoveries of
the 1940s, 1950s, 1980s and 1990s were driven more by domestic developments. Ex-
panding investments in infrastructure from the 194.0s to 1960s helped offset reces-
sions and set in place a foundation for future growth. The Canadian economy has
not seen such a wave of public investment in half a century. It shows. This recession
provides a unique opportunity to rebuild capacity and energy efficiency in physical
infrastructure (such as repairing and extending transportation, energy, and water
systems) and human infrastructure (such as improving our systems of care and
learning). Without such investments, Canadians will face critical shortages in the

coming years, crippling future potential.

Jobless need better supports: Improving benefits for the unemployed is a crucial
and immediate next step. Unlike the U.S., Canada scraped its way out of the 1970s
downturn in part because the majority of Canadians were well protected by the
former Unemployment Insurance system. This is an important lesson. Changes in
the 1990s gutted Canada’s Employment Insurance (EI) system. In the last recession,
85% of unemployed men and 81% of unemployed women could rely on benefits if
they lost their job; today only 45% of men and 39% of women can. The last time the
unemployed were this exposed to economic risk was in the 194.0s. This policy over-
sight is a disaster in the making, but an utterly avoidable disaster. There is broad-

based consensus on how to fix the EI system.

The report’s conclusion should be a wake-up call for Canada’s federal govern-
ment: Not since the Great Depression have Canadians been so exposed in the face

of recession.
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Introduction

THE CANADIAN ECONOMY islosing steam, and fast. Swept along by global forc-
es, production keeps going down and job losses, bankruptcies, government deficits
keep going up.

As the statistical bad news keeps rolling in, it will be hard to resist the frame of
mind that accepts massive economic dislocation as unstoppable, inevitable, and
out of our hands. That would be a mistake. It is tempting to think that the economy
won't heal until export markets rebound, but Canadian consumers drive 56% of our
economy and exports drive about a third. Domestic public policy is critical to our
economic resilience when the economy falters. Domestic policies also shape our
ability to harness and build on prosperity, setting the foundation for the next phase
of growth. Economic downturns can be moderated by government action. What
happens next depends on what we do next.

Without question, the forces at play are huge and global in nature. This crisis is
shaking the foundations of economies all around the globe. But it presents the op-
portunity for a generation of decision makers to strengthen and create mechanisms
that can help us weather the storm and become more resilient.

Sustained economic downturns are rare in Canada, but they do not leave us pow-
erless to act. Our history of recessions, unemployment and jobless benefits offers
important insights as to what can help sustain and strengthen us in hard times, and
emerge better prepared for the demands of the future. .

Canada faces serious challenges in the months to come, as recession takes root.

Among those challenges:
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This recession is just beginning, as far as the job market is concerned. The scale
of decline forecast for the coming months is looking similar to the recessions of the
1980s and 1990s and seems poised to eclipse these recessions if government-driven
stimulus does not kick in quickly. Job losses continued for 17 months in the recession
of the 1980s and 29 months in the recession of the 1990s. In total, 710,000 full-time
jobs were lost in the 1980s and 611,000 full-time jobs were lost in the 1990s. The re-
cessions of the 1980s and 1990s were marked by a long labour market “hang-over”
from the shock of economic contraction. It took almost four years for the number of
full-time jobs to get back to their pre-recessionary levels of 1981, and seven years in
the 1990s. Both the recessions of the 1980s and 1990s saw a shift towards part-time
work and a growth in lower-paid work. Both recessions left a lasting legacy on the
types of jobs available, and intensified downward pressures on wages. That is likely

to re-occur in this recession.

Weakened social safety net: This recession is different than the two previous ones
because of the weakened social safety net. Approximately six out of 10 jobless Cana-
dians do not receive EI benefits today. In the last recession only two out of 10 jobless
Canadians were left without benefits. The Canadian system of unemployment insur-
ance was designed to provide strong automatic stabilization of the macro-economy.
It helped prevent recessions of the 1950s, 1960s and 1970s from turning into severe
economic contractions. It was trimmed in the late-1970s, and greatly stripped back in
four rounds of reform in the early-1990s. Without restoring the EI system’s ability to
provide macro-economic stability — by improving eligibility and benefit rates — there
will be considerable pain for Canadian families and a potentially massive wave of

economic dislocation which will unnecessarily prolong and deepen the recession.

Personal debt a problem for more Canadians: Household debt was at a record high
going into this recession, with an average $1.40 owed on every dollar of income in
2008. In 1990, average household debt was 91 cents on the dollar. Personal savings
rates have not been this low since the late-1930s. In 2007 [latest available figures] the
personal savings rates in four provinces (B.C., Saskatchewan, Nova Scotia and PEI)
were in negative territory and two others (Manitoba and New Brunswick) were so
low they may have entered negative territory by 2008. Not since the 1930s have so

many Canadians been exposed to so much economic risk.

The challenges facing Canada today are formidable but they can be managed.
The next pages show how we achieved that in the past and how we could achieve it

again today.
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Lessons Learned
From Canadian Recessions

EVERY RECESSION IS DIFFERENT. Sometimes one sector triggers a downturn
in the business cycle, such as a drop in business investments or demand for our ex-
ported goods. Sometimes big changes sweep over the whole system at once, such
as rapidly escalating prices, the end of war, contractionary monetary or fiscal poli-
cies, or crashing stock markets.

Statistics Canada has identified 13 Canadian recessions since 1926, noting at least
one in every decade. The measures it uses to track the business cycle (including real
GDP per capita and employment) count downturns as short as three months as re-
cessionary.'

The following brief history of Canadian recessions shows how rare it is for our
economy to take a serious step backwards. Including the Great Depression, we have
experienced just six recessions in the past 8o years, measured by the commonly
used definition of recession as two or more back-to-back quarters of decline in real
(inflation-adjusted) GDP.

During the Great Depression, economic output fell for four consecutive years and
was almost cut in half. Other contractions have been of much shorter duration and

depth, including:

 In the immediate post-war period, 1945 and 1946, with total output falling by 2%

and 3%, respectively, as the economy retooled for peacetime production;

* In 1954 (by 1%) after the end of the Korean War, and a flirt with deflation;

GROWING GAP PROJECT



CHART 1 Canada’s economy has had few serious periods of decline
Annual change in real GDP, 1926—2008, shows mostly growth
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Source: Statistics Canada Catalogue No. 11-516-X Series F33-55 and No.13-109-X Table 4

« For two quarters in 1980 (though on an annualized basis the economy still grew);

« For six quarters from mid-1981 to the end of 1982, resulting in a 4.9% decline in

real output from peak to trough (worth $31.8 billion in constant dollars); and

» For 4 quarters from early-1990 to early-1991, resulting in a 3.4% drop peak to trough

($28 billion in constant dollars).

In comparison, this recession is starting off with a bang. In the first quarter of
what is now widely expected to be sustained contraction for the better part of a year,
real output fell by 0.8% — 3.4% on an annualized basis. The nominal dollar value of
production fell by $58 billion — or 13.4% — in the last three months of 2008 alone.

The decline is poised to worsen. Based on its monitoring of private sector forecasts
by the end of March 2009, the Parliamentary Budget Officer estimated real GpP will
decline by 8.5% and 3.5% in the first two quarters of 2009, on an annualized basis.3?
As a point of reference to show how quickly things are unwinding, just two months
earlier Budget 2009 envisioned a 0.8% decline in real GpP for the whole of 2009.

It is worth pausing on the fact that real GDP shrank by 0.8% in the last quarter of
2008. Both the recessions of the 1980s and 1990s picked up steam as they proceed-
ed. The first quarter of decline in this recession was larger than that of the previous
two recessions. If this recession is like either of the others, it could reasonably be
expected that deeper contractions are on the horizon. However, this pattern may be

offset by government stimulus policies, if such policies are timely and large enough.
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TABLE 1 This recession started with a bang
Rates of Quarterly Decline In 3 Recessionary Periods

1981-82 Recession 1990-91 Recession 2008-09 Recession
.F I rst Qu art er ..................................... 07% .................... - 04% .................... 08%
Second Quarter -0.5% -0.6%
Third Quarter -1.0% -0.8%
Fourth Quarter -1.0% -1.5%
Fifth Quarter -0.9% 0.3%
Sixth Quarter -0.9% 0.4%
Seventh Quarter 1.5% 0.4%
Eight Quarter 2.3% -01%
Peak to Trough -4.9% -3.4%
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This recession could easily rival the recession of the early 1980s, which transformed
labour markets and reframed the primary objective of public policy to be the pursuit
of economic growth. In the past two recessions, the economy continued to shrink
for a year or more. The labour market took much longer to recover and was marked
by lasting changes in job opportunities. It is highly unlikely that this will be a quick
“bump in the road” type of slowdown.

It is often stated that Canada won't exit this recession until the U.S. does, and it
is true that our economic trends are closely tied to American ones. Exports were a
critical factor in Canada’s exit from the recessions of the 1930s, 1960s and 1970s. In
contrast, the recoveries of the 1940s, 1950s, 1980s and 1990s were driven more by
domestic developments. Today Canada would benefit from both vigorous domestic
policies as well as a rebounding global market.

The history and role of exports in Canada’s economy is discussed more fully below,
but it deserves noting that the profound contraction in consumer spending in the
U.S. is not just cyclical but structural, as households try to wean themselves from an
over-reliance on credit. At 35% of the Canadian economy, exports are more important
today than in the recessions of the 1980s or 1990s, but while exports to other parts
of the world have been increasing, about three-quarters of our merchandise exports
still go to the U.S. Canada is unlikely to see an export-driven recovery anytime soon.

That means domestic policies will have to do much of the heavy lifting to offset
job losses and the decline of Canadians’ purchasing power, particularly in the com-

ing months.
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THE 1920S AND THE GREAT DEPRESSION

Just before the Great Crash, in the middle of the 1920s, growth of the Canadian
economy was a blistering 9% a year. It dropped to 0% in 1928 —a consequence of a
disastrous wheat harvest that year — then plummeted in the wake of tumbling stock
markets here and globally, Prairie droughts, and rising protectionism around the
world. The real economy lost ground each of the next four years. Total production was
cut almost in half during this time, from $6 billion to just over $3.5 billion, as every
sector of the economy — households, businesses and governments — saw its invest-
ments and savings evaporate, and consequently stopped spending and investing. Both
the depth and duration of this economic contraction have remained unparalleled.
The Canadian economy started to gain momentum in 1933 as a result of foreign
demand for our products and modest government interventions. Franklin Roosevelt
lowered tariffs with the Reciprocal Trade Act of 1934, turning the tide on Canada-
US trade. The pace of economic growth was 12% in 1933, 4% in 1934, 8% in 1935 and
10% in 1936 — long before Canada entered World War II. Exports grew from 20% of
the Canadian economy in 1931 to 30% by 1936. But the recovery stalled after 1936
as the demand for exports fluctuated. Governments reversed direction once more
and retrenched spending and investment, raised taxes and increased both tariff and

non-tarrif trade barriers.*

WWII AND THE 19405

The war effort triggered another three years of brisk, double-digit expansion, start-
ing in 1939. This time it was led almost uniquely by the rapid expansion of govern-
ment spending, which soared from $566 million in 1939 to $4.9 billion by 1944. This
growth in government spending essentially doubled the economy — from $5.6 bil-
lion to $11.8 billion.

After the war, the economy scaled down modestly for two years as the whole
machinery of the industrial sector re-tooled for peace-time production. Govern-
ment spending fell sharply, from almost $12 billion to about $1.4 billion, focused
on the costs of demobilizing almost one million armed forces. > Remarkably, busi-
ness expansion mostly filled the breech. At the same time, governments started to
invest heavily in capital formation. Infrastructure expanded ten-fold between 1944
and 1954. Exports grew briefly, but over the next decade would fall from 30% of the
economy to 20%. (Imports followed the same trend between 1944 and 1954, from
30% of GDP to 21%.) This was not because foreigners wanted less of our exports. It
was because the pace of growth in domestic production (and consumption) eclipsed
demand from elsewhere. The importance of exports to Canada’s economy reached

its lowest level historically in the 1950s.
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THE 19505

After a seven-year run of growth based on very low rates of interest, the economy
flirted with deflation in 1953. That year, too, the Korean War ended and exports
dropped off. But the wild volatility marking the 1930s and 1940s seemed a thing of
the past, thanks to sustained expansion of both private sector productive capacity,
public infrastructure, and widespread gains in incomes, including huge changes in
unemployment insurance.

Canada did not face another recession —at least as defined as two back-to-back

quarters of decline in real macro-economic output — until the 1980s.°©

THE 19605

The 1960s was a period of generalized expansion of productive capacity in the private
sector for three reasons: 1) building on the foundation of public infrastructure laid
down in the previous 15 years; 2) broad-based increases in wages and earnings; and
3) the expansion of income supports and social benefits (pensions, welfare, health
care). Despite a little hiccup in 1966 (driven by a run-down in business investment
in inventories and consequent hesitation in fixed capital formation), every indicator
pointed in the same direction: growth. This was also the period of the Vietnam War,
when Canada’s resources and materials were drawn on by the giant US economy,

which was expanding with war-time needs.

THE 19705

The 1970s was another story, with the economy toughing out two global oil price
shocks, escalating inflation and unemployment. Household and government spend-
ing sometimes contracted for a quarter, sometimes two, and business investments in
inventories would adjust periodically. But — unlike in the U.S. —there was no sus-
tained contraction and the retrenchment of the different sectors rarely aligned. As a
result, the macro-economy may have faltered for a quarter from time to time, but did
not stay down. The Canadian economy kept expanding, in inflation-adjusted terms,
despite rising unemployment. Women were joining the labour market in record
numbers, and with the income from those jobs they were spending more. Unemploy-
ment was rising as a result of more people looking for work, not just because people
were losing their jobs. Those facing pink slips in the 1970s were better protected by
a massive expansion in the Unemployment Insurance system in 1971. People kept
spending and the private sector kept expanding. The demand for products on both
sides of the border kept rising, with exports growing from 22% of the economy in
1970 to 28% by 1980, and imports growing from 20% to 26%. Inflation was a growing

concern, as consumer prices rose at an average rate of 10% a year over the decade.
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CHART 2 There have been numerous quarterly declines in GDP since 1961,
but only the 1981-82 and 1990-91 recessions lasted more than two quarters

Quarterly change in real GDP  Moving 4-quarter average in quarterly change

-2

1961 1966 1971 1976 1981 1986 1991 1996 2001

Source: Statistics Canada CANSIM V1997736

THE 19805

The 1980s began with an attack on double-digit inflation through escalating interest
rates combined with controls on wage increases. The result was a sustained decline
in consumer spending. The 1970s had delivered large tax cuts but spending commit-
ments were kept in place, leading to fiscal stress and mounting deficits. Governments
didn’t cut during the 1981—82 recession, but they didn’t expand. Businesses — faced
with declining demand and high costs of finance — could not fill in the breech. Start-
ing in the summer of 1981, the economy lost ground for six quarters in a row and lost
$32 billion in the inflation-adjusted value of output, a 4.8% decline over the peak.
That constituted the longest, deepest decline in total production since the 1930s.
The stock market meltdown of October 1987 did not translate into a serious de-
cline in the real economy but the next recession came not long after and marked a
completely different breed of downturn, one triggered by public policy. It was partly
shaped by the continental restructuring of productive capacity in the wake of the
Free Trade Agreement signed with the United States in 1988. It was also shaped by
the Bank of Canada’s decision in the late-1980s to use monetary policy (high interest
rates) to bring persistently high inflation down to a target zone of between 1—3% and
keep it there. Part of the inflation being fought by monetary policy was the result of
the shift in fiscal policy.” The elimination of the Manufacturers Sales Tax and the
introduction of the Goods and Services Tax (GST) as its replacement in 1990 created

more government-induced inflation for the Bank of Canada to fight. Though the US
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also was dealing with recessionary conditions by 1990, Canada’s was far more severe,
largely because of the Bank of Canada’s interest rate policy, which saw Canadian
interest rates as much as six percentage points higher than comparable US rates.

The result was an overvalued Canadian dollar, which adversely affected exports.

THE 19905

The downturn was kicked off by businesses cutting investments, starting half way
into 1989. Household spending started tumbling a year later, but only for two quar-
ters. Towards the end of 1990 governments started running down their inventories
and stalled or cut back on investment in infrastructure. Exports had already been
faltering for three quarters by the end of 1990. As all the domestic sectors of the
economy piled on, the convergence of factors kept accelerating to produce the sharp-
est quarterly contraction in post-war history by the first quarter of 1991. $28 billion
in production evaporated in a single year, measured in inflation-adjusted dollars.
Between the first quarters of 1990 and 1991 there was a 3.3% decline in real GDP.

The recession was prolonged as governments attempted to reduce deficits by cut-
ting spending, which only worsened the recession. Reduced operational spending
became more widespread by 1992. A modest pick-up of economic activity in 1994
was interrupted by further spending cuts in 1995 and 1996, which slowed that re-
covery to a snail’s pace. By the mid-1990s, putting an end to government deficits had
become the number one public policy priority across Canada and the primary way
of balancing the books was through spending cuts, particularly income and social
supports. The result was even higher unemployment, declining incomes and house-
hold consumption, and delayed economic recovery.

But starting in 1997 the Canadian economy picked up steam, fuelled by three
reinforcing factors: 1) low rates of inflation and easy credit in Canada and the US;
2) the consequent expansion of household consumption, which was not driven by
broad-based increases in household income; and 3) the beginning of a long wave of
rapid growth in productive capacity in Asia and South East Asia. Canada’s role as
provider of commodities for the global supply chain and manufacturer of housing
supplies and cars for the American market created a job juggernaut, though not all

the jobs created were well paid.

AN EXPORT-DRIVEN DECLINE NEEDS MORE
THAN AN EXPORT-DRIVEN RECOVERY

Though everyone understands the domestic economy to be in full-blown contraction
now, the only sector of the economy that has been shrinking for a sustained period
has been exports. Since the third quarter of 2007, other nations (particularly the
US) have bought less from Canada. That follows on the heels of a seven-year decline

in trade, in the wake of 9/11. In 2000, Canada exported 45.6% of what it made and
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CHART 3 Exports are worth about a third of the economy today
Exports and Imports as Share of Canadian GDP, 1926—2008
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Source: Series 1 from Statistics Canada Catalogue No. 11-516-X, Series F33-55; Series 2 from Statistics
Canada National Income and Expenditure Data Accounts Tables, Catalogue No. 13-109-X Table 3

imported 39.8% of what it bought. By 2008 Canada exported 35% of its production
and imported about 33% of its consumption. A key part of the decline in real exports
was the much higher Canadian dollar and the high price for Canada’s oil and other
energy and resource exports. Those high prices improved Canada’s terms of trade
but made exports of manufactured goods more difficult.

Because exports still represent over a third of our economy, even small rates of
contraction have a significant impact. Falling exports deepened downturns in Can-
ada in the 1930s and 1950s and were a leading factor in the current recession as well.
Exports helped fuel recoveries in the 1930s, 1960s and 1970s. They helped accelerate
recovery in the mid-1990s and will be part of a rebound in the coming years. But

exports rarely define Canadian economic resilience.

THE IMPORTANCE OF THE DOMESTIC

A bigger factor in what drives the Canadian economy is the proportion of economic
activity driven by personal consumption, or household spending. It has accounted
for 55—60% of the Canadian economy for most of the last 40 years. With the excep-
tion of the recession of 1981—82, the decline in household spending has never been
the leading-edge factor in triggering a downturn in Canada; rather it has come as
a consequence of weakening macro-economic conditions. But an economy cannot

emerge from recession if household spending continues to contract.
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CHART 4 Household spending is the single biggest component of GDP
Canada 1926—2008
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Since the beginning of 2008 there has been a modest cutback in household con-
sumption of non-durable goods — food, rent, utilities etc. —but overall household
expenditures, including durables, have kept rising. Business investments in resi-
dential construction have been in decline since early-2008, but overall business
investment has not.

The last quarter of 2008 shows a significant acceleration of change in the domes-
tic economy, with a 15% decline in business spending, a 3.3% decline in household
spending, and a 23% decline in imports. More contraction is expected in the first

quarter of 2009 and beyond, driven by both domestic and international factors.

STRUCTURAL FORCES MEET CYCLICAL FORCES

It needs to be said: this is not just a cyclical downturn or a simple reduction in ag-
gregate demand. After decades of a buy-now-pay-later mentality, households, banks
and businesses are all re-examining how they are going to pay, and when. Reduced
spending, avoidance of unnecessary new debts, and limitation of risk are all ways of
turning back the clock on an over-extended, over-leveraged society.

Deleveraging is both healthy and necessary for the long-term economic viabil-
ity of individual households and businesses. But the macro-economic implication
of each of us making smarter budget choices for the long haul (less spending, more
saving) is yet more job loss. Since this is a global phenomenon, it is a global reality

that falling demand will mean there will be no export-driven rebound for Canada
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in the near future. If we respond to all the bad news by hunkering down and saving
where we can, there is little chance the economy will rebound any time soon. The sad
truth is what may be good for us at the micro-level is bad for us at the macro-level.

With exports, business investment and household spending all declining, govern-
ments are the only agents left in the economy that can offset the contraction. They
can help by retaining and creating jobs through public expenditures and by sustain-
ing the purchasing power of households through income supports — strengthening
the foundations to be able to raise the roof higher. Those two actions alone will help
retain and create jobs in the private sector and offset the worst of the coming months.

Our economic history shows that, as far as unemployment is concerned, the worst
is yet to come. And not since the Great Depression have Canadians been so exposed
to the impact of unemployment. For almost two decades we have developed pub-
lic policy based on the premise that the best social policy is a job. Income supports
have been stripped in order to create incentives to grab whatever work is out there.

What happens when the jobs dry up?
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Lessons Learned From Canada’s
History of Unemployment

SINCE THE SUMMER OF 2002, Canada lost more than half a million manufac-
turing jobs® —a trend that was eclipsed by the creation of a million net new jobs
in the same period. But eyebrows were raised in the first five months of this reces-
sion — October 2008 to March 2009 —when Canada lost 357,000 jobs.® The crea-
tion of 30,000 part-time jobs in this period scarcely offset the loss of 387,000 full
time jobs — 2.8% of the full-time job market in Canada. The job losses of the first
three months of 2009 were greater than those in the US, if scaled to the size of the
US labour market.™

The scale of job loss today eclipses what happened in the opening months of the
1981—-82 and 1990—91 recessions, both in absolute and relative terms. In those previ-

ous recessions, the rate of job loss accelerated as the recession wore on.

HOW LONG DOES IT TAKE TO RECOVER? THE 1981—82 RECESSION

The first four months of the 1981—82 recession marked the loss of 117,000 jobs, or 1%
of the labour market. In those opening months of the recession, 184,000 full-time
jobs vanished (1.9% of the full-time job market) but 66,000 part-time jobs were cre-
ated. Job losses would continue for 17 months in total, from August 1981 to January
1983, during which time the job market saw 710,000 full-time jobs vanish (7.3% of
all the full-time jobs). Those losses were partially offset by the creation of 145,000

additional part-time jobs.
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TABLE 2 First five months of recession from peak to trough

First Five Months of Recession From Peak to Trough

Net Change August 1981— April19g9o-  October 2008- August 1981— April 1990-
(in thousands) January 1982 September 1990 March 2009 January 1983 September 1992
All Jobs -154.9 -81.4 -356.60 -563.2 -462.1
Full Time -213.5 -88.4 -386.80 -710.3 -610.9
Part Time 58.6 7 30.20 147.2 148.8

August 1981— April 1990- As Share of August  As share of April
% Change January 1982 September 1990 1981Job Market 1990 Job Market
All Jobs -1.4% -0.6% 2% -5.0% -3.5%
Full Time -2.2% -0.8% -2.8% -7.3% -5.6%
Part Time 3.5% 0.3% 0.9% 8.9% 6.7%
First Five Months as % of Total 1081 1990
Job Loss Over Course of Recession e 99
All Jobs 27.5% 17.6%
Full Time 301% 14.5%
Part Time 39.8% 4.7%

Production (real GDP) was restored to its pre-recessionary level by the spring of
1983, in less than a year-and-a-half. It took until the summer of 1984 for the total
number of jobs to return to the August 1981 level and it was not until the fall of 1985
that the number of full-time jobs returned to their pre-recessionary (August 1981)
levels —almost four years after the recession started. The following graph shows
the lag in labour market recovery compared to the recovery of real Gpp. It tracks
indices of change, where 100 equals the beginning of the economic downturn as the

starting point of change.

THE 1990—91 RECESSION

The job losses at the beginning of the current recession also eclipse what happened
in the 1990s. In the opening four months of the 1990—91 recession, almost 60,000
jobs were lost: 28,500 full-time and 31,200 part-time jobs. In time, 462,000 jobs
would be shed from peak to trough of the downturn in the labour market (a pain-
fully extended 29 months, from April 1990 to September 1992).

As in the recession of the 1980s, the lion’s share of losses was in full-time opportu-

nities: 611,000 full-time jobs were shed in this 29-month period (5.6% of the full-time
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CHART 5 How long did recovery take in the 1980s?
Tracking indices of GDP and Employment
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CHART 6 How long did recovery take in the 1990s?
Tracking indices of GDP and employment
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job market of April 1990). Over the same period, 149,000 net new part-time positions

were added to the labour market (a 6.7% expansion in the base of part-time jobs).
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The tough policy climate of the early-1990s slowed down recovery, and it took
three-and-a-half years for real GDP to rebound to its pre-recessionary level. The
labour market took even longer to recover. It took until September 1994 to return
to the April 1990 levels of employment. By April 1997 it returned to the April 1990

level of full-time jobs; seven full years for the number of full-time jobs to be restored.

THE GREAT RECESSION?

The scale of job loss that is unfolding around us today is bigger than either of these
recessions.

All indicators point to the fact that the current downturn in production will be at
least as significant as the recessions of the 1980s and 1990s, perhaps more so.

Before the global crisis hit, our unemployment rates were at 35-year lows nation-
ally, hovering around 6% for most of 2007 and 2008, and dipping as low as 5.4% in
the final quarter of 2007.

By October 2008, at the start of the current downward cycle, 6.3% of the labour
market was unemployed. By November 2008, when the federal government tabled
its Economic and Fiscal Update, unemployment had inched up to 6.4%. By the end of
January 2009, when the federal government tabled its budget and economic stimu-
lus plan, unemployment stood at 7.2%. A month later the unemployment rate had
risen to 7.7%. Just a few weeks later, by mid-March, revised bank forecasts predicted
unemployment would rise to 10% in 2009 and job losses would total 600,000." This
may prove to be too sunny a prediction as well. More than half of those predicted
job losses had already occurred by March 2009.

In the fall of 1981, at the beginning of the recession, unemployment stood at 7%.
By the time the economy started to turn around, the official unemployment rate had
doubled, peaking at 14% for the first three months of 1983. As soon as the economy
stopped contracting, the rate of unemployment starting coming down; but it took
until 1989 for unemployment rates to return to pre-recession levels.

The next recession piled on just months later. Starting in the spring of 1990, the
economy contracted sharply for four quarters. Unemployment shot up to 12% by
January of 1991. Recovery was tepid and hesitant, and failed to bring down the rate
of unemployment, which hovered around 12% until mid-1994. It remained in double-
digit territory until mid-1997 and didn’t get back down to the pre-recession level of
7% until the last months of 1999.

If government-driven stimulus proves to be too little too late, the economic slide
will accelerate as more households lose earnings, scale back consumption, go through
savings, sell what they can, look for cheaper places to live. This wave of economic
dislocation could compound broader international forces sweeping the Canadian
economy. The doubling of the unemployment rate — to 12% — is not beyond the
realm of possibility, given the severity of the downturn and similar developments

in the 1981—82 recession.
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CHART 7 Official unemployment rate
Canada 1921—2008
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How does this compare to the joblessness of the Great Depression?

It takes three series of historical statistics to tell the story. Almost one in four work-
ers were without a job in the 1930s, a disaster for the working class who had little in
the way of savings or income supports to see them through. This does not include
unpaid agricultural workers in what was, largely, an agricultural economy — thou-

sands of families lost the farm, their livelihood, and their way of life.

A GROWING RELIANCE ON WOMEN’S WORK

It bears noting that the huge rates of unemployment in the 1930s were based not only
on a smaller labour force, but a labour force that represented a smaller share of the
population since fewer female breadwinners were part of the mix.

The war effort changed all that. The “reserve army” of women was called upon
to take up the work that so desperately needed doing at home while the men fought
overseas to put a halt to rapidly expanding domination, oppression and injustice.

The chart below includes the armed services as part of the labour force before,
during and after World War II. Employment peaked in 1943 and despite the numbers
of women pouring into the labour market to take up the work, the economy was run-
ning out of employable workers. The armed services grew from about 7,000 people in
1938 to 780,000 in 1943. When the war ended and almost a million soldiers returned
home, the labour market contracted sharply as almost 340,000 people left the la-

bour market between 1945 and 1947. That exodus was mostly populated by women.
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CHART 8 The Canadian labour force has only contracted once, after the end of WWII
19212008, Year Over Year Change, in thousands of people
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This was the only period in Canadian economic history where the number of
people working or looking for work fell.

For every woman in the labour market in 1946, a year after the war ended, there
were four men; and that remained the case for the next decade. But by the mid-1950s,
as widespread wage increases slowed down and unemployment nudged up, more
women headed back into the labour market. By 1960, women represented just over
a quarter of the workforce (26%). Then the baby boomers started surging onto the la-
bour market, with young women as eager for paid work as young men. By 1975 women
accounted for just over a third (35%) of the workforce and the numbers kept rising.

The recessions of 1981—82 and 1990—91 knocked a measurable proportion of men
out of the labour market completely. This has been called the “discouraged worker”
effect of serious downturns, where the long-term unemployed gave up looking for
work in a market with few openings. Labour force participation rates over time show
that the discouraged workers seemed to be all male. Women, who likely were willing
to settle for lower paid or less secure jobs because of financial necessity, still entered
the market in ever-greater numbers, looking for work.

This was no longer a “boomer” phenomenon. Women — with and without edu-
cation, young and old —found paid work in rapidly increasing numbers. Women’s
contributions were needed to stabilize household incomes and sustain purchasing
power. The “reserve army of labour” once again rallied to keep things afloat. Women’s

employment rates increased, by necessity, closing in on the employment rate of men.
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CHART 9 More men “discouraged” by recessions than women
Men and women'’s participation rates 1976—2008
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CHART 10 The work imperative is increasingly the same
for men and women Employment Rates, Canada 1976—2008
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Today women make up almost half (47%) of Canada’s labour force. Six in 10 women
(over the age of 15) have a job, compared to four in 10 in 1976.

Employment rates have been going up for men and women alike, though the
population is aging. While still small, the fastest growing category of worker is over

65, rising from around 1.5% of the employed workforce until the year 2000, to about
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2.4% in 2008. Workers over 55 made up 15.5% of the employed workforce in 2008, up
from about 10% for most of the 1980s and 1990s.?
That is because today it takes two to get, and stay, in the middle class —in good

times and bad.

HIGH LEVELS OF ECONOMIC INSECURITY,
EVEN BEFORE THE RECESSION HIT

The economic security of a quarter of Canadian households was imperiled in the
1930s because of the scale of job loss. Today, though there is a system of income
support in place, its role for working-age adults is so weakened that this recession
could cripple a similarly large swath of households through the impact of job loss.

Family budgets of the working age population are, by and large, now based on
two earned incomes. Many such households need both incomes to cover the basics
such as housing, food, transportation and savings for post-secondary education.
With stagnant household incomes in the middle of the distribution and falling
household incomes at the bottom for most of the past 30 years, there is cause for
concern that this recession could turn into something far worse, given the shape of
household finance.

Even in the midst of recessionary conditions, personal savings were worth 20% of
income in 1981, and 13% in 1990.” By 2008, before the recession was fully descended,
the average personal savings rate was 3.7% and had dropped below 3% several times

in the previous few years.” Personal savings rates haven’t been this low since the

CHART 11 Personal savings rates haven’t been this low since the 1930s
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CHART 12 Personal net worth has only fallen once since 1970
Year over year change, in billions of dollars
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1930s. These rates, summing up national patterns of spending and saving, include
Canadians who have no savings. In four provinces — B.C., Saskatchewan, Nova Scotia
and P.E.I. — the aggregate personal savings rate was already in negative territory by
2007, and New Brunswick and Manitoba’s rates hovered around 1%.

In 2008, the average Canadian household owed $1.40 for each dollar of dispos-
able income they had —and that includes people with no debts. That compares to
o1 cents of debt on the dollar in 1990."

Consumer bankruptcies shot up by 50% in December 2008 compared to a year
earlier, even before the labour market shed hundreds of thousands more jobs. In
January consumer bankruptcies increased by a further 22%, even as the number of
business bankruptcies fell." While low in number now, analysts are looking closely
at trends in credit card defaults and mortgage foreclosures, which are expected to
rise sharply as the number and duration of joblessness climbs.

Today’s families may be starting with much more stuff, but their exposure to eco-
nomic risk and free-fall is disarmingly high. Unlike the 1930s, there is much more
credit available. But like the 1930s, there are not a lot of savings to cushion the blow
for the majority of Canadians in the event of hard times.

In aggregate, that cushion has been building for decades. But in 2008, for the first
time since annual records of personal net worth were kept in 1970, it plummeted.
The rapid devaluation of assets such as pension plans, real estate holdings and eq-
uities drove this development, but it also reflects increasing levels of personal debt.

The bottom 60% of Canadian households was already in a net debt position be-

fore the crisis began. The existing system of jobless benefits and social assistance
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CHART 13 Part time employment surged as a proportion
of the labour market with each recession
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has been so stripped back it is closer to Depression-era protection than anything
we have seen since the Second World War.

Widespread job loss threatens to wreak havoc, even in two-earner families that
retain some paid work. That’s partly a matter of who is working and what kind of
jobs are left for families to rely on.

The first wave of unemployment triggered by this recession is affecting more men
than women, since the job loss is primarily in the well-paying manufacturing and
commodities sectors. Households will be increasingly reliant on women’s earnings

and whatever kinds of jobs open up in a declining market.

WOMEN’S EARNINGS

In 1995, women working full-time for the full year earned an average of $30,130, or
70.9% the average earnings of full-time full-year male workers.” By 2005, women’s
average full-time full-year earnings had risen to $41,330, but were still just 70.6% of
the average earnings of comparable men.” The New Brunswick Status of Women
introduced a poster campaign to raise awareness, putting it this way: Introduce your
daughter to the facts of life. Give her 71% of your son’s allowance.”

Most women work full-time and always have. At the end of the 1970s, about 24%
of employed women worked part-time. As of 2008, about 26.5% of employed women
worked part-time. The gradual growth of part-time work was not just a women’s

phenomenon, however.
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For men, there has been a long-term growth in part-time jobs, from about 6% of
employment in the late-1970s to 12% by the end of 2008 — higher than the peaks
during the recessions of the 1980s or 1990s.

As mentioned earlier, part-time employment opportunities tend to grow during
economic downturns. It is notable that the importance of part-time jobs did not
decline in the past 10 years, a period of strong job growth. Part-time jobs are often

correlated with low-wage work.

LOW WAGE JOB GROWTH, IN GOOD TIMES AND BAD

Canada created more jobs than any other G7 nation over the past decade, many of
them at low wages.

Since the 1980s, Canada has hosted a disproportionately high incidence of poor-
ly paid jobs. A recent study showed that, between the similarly affluent nations of
France, the UK, the US, Denmark, the Netherlands and Germany, the highest inci-
dence of low wage among employees in 2005 was in the US and Germany, both at 23%
of all employees.?° Two years later, the OECD noted that 22% of all Canadian work-
ers earned low wages (defined as two-thirds or less of median earnings). ' Statistics
Canada has shown that one out of seven full-time workers held low-wage jobs in 2004,
and that proportion reached 20% in 1996, after years of economic deterioration.?

Between 2000 and 2008, the proportion of jobs at the minimum wage or less?
grew, from 4.7% of all jobs to 5.2% — representing more than three quarters of a
million workers.

The labour markets of five provinces — PEI, Nova Scotia, Quebec, Ontario and
Manitoba — have seen a growing proportion of jobs at the minimum wage. Ontario
saw the biggest rise, with minimum wage jobs increasing from 4.6% to 6.6% of the
job market in the past nine years.*

Women make up 60% of the labour force paid at the minimum wage or lower.
Though most of those working at minimum wage jobs are young, almost four out of
10 minimum wage jobs were held by Canadians over the age of 25 in 2007, and the
share of minimum wage jobs for workers aged 55 and older is rising.

Low-paying jobs at or near the minimum wage are likely to make up a rising pro-
portion of the labour market in the coming months, as businesses respond to falling

demand and shed jobs, many at higher paying positions in production and services.

SELF-EMPLOYMENT OR BUST

The biggest labour market transformation in the wake of the 1981—82 recession was
the dramatic loss of full-time jobs and a growing share of part-time employment. The
biggest labour market transformation in the wake of the 1990—91 recession was the
growth of self-employment, a response to the decisions of large private and public

enterprises to permanently dismiss whole categories of workers from 1990 to 1996.
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CHART 14 Self-employment at high level, set to rise in recession
Self-employment as share of all employment, Canada, 1976—2008
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Self-employment has been one way for people to adjust to the new realities of
fewer employment opportunities in both previous recessions. There is a growing
taste for, or tolerance for, self-employment. But rates of self-employment tend to
decline in periods of recovery.

We have entered this recession starting from a high “base” level of self-employ-
ment, with more than one in six jobs (15.5%) created through self-employment. This is
likely to climb significantly, both because of the recession and beyond, as a function
of demographics. An unusually healthy and active cohort of 60- and 70-somethings
and labour shortages are combining to compel many retired workers to continue
work by picking up consulting contracts. Many younger unemployed workers will

be competing for these contracts in the coming years.

THE BEST SOCIAL POLICY

It has been said that the best social policy is a job. Such aphorisms are tested at
times like this.

The full force of this recession has not yet hit. The first round of job loss was in
manufacturing and commodity production — mostly male dominated. The next
wave of cuts, as households and businesses cut discretionary spending, will likely
hit more service-sector jobs — mostly female dominated.

Before the 1970s, women workers had lower unemployment rates than men, partly
because more women were either opting to work or opting out of the labour market

altogether. In the 1970s the influx of young, educated female boomers onto the job
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CHART 15 Male and female unemployment rates have converged
Canada 1946—2008
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market pushed unemployment rates up ahead of men’s. By the 1980s, male and fe-
male unemployment rates started to converge. Both needed to work and both were
equally affected by the business cycle. The big difference that kept women more tied
to the labour market, and consequently with a slightly lower rate of unemployment,
was women’s lower pay.

Lower incomes mean lower savings and lower rates of benefits while jobless. That
keeps many Canadians hopping from one low-paid job to the next. The relentless
downward pressure on wages that is currently unfolding will have long-term conse-
quences, not just for the working poor but the majority of workers.

The jobs that are disappearing are relatively better paid. The ones that will remain,
or may be added, are lower paid, and will face significant pressures to continue to
freeze or cut pay and benefits. Some of the jobless will have savings to tide them
through, but many households are already in debt. The jobless need a system of in-
come supports to see them through, but what Canada has in place now won’t do the

trick. We created what was needed before, so how did we do it?

GROWING GAP PROJECT



A Short History of Jobless Benefits

THE HISTORY OF THE unemployment insurance system tells a simple story — gov-
ernments can build income protections into the system at any time, and they can
take it apart at any time. Protections can be enhanced and resources found to sup-
port and sustain such improvements, in good times and in bad. Protections can also
be removed, with or without the excuse of resource constraints.

During the Great Depression, 1.5 million people relied on relief, out of a popula-
tion of about seven million. That means roughly one in five people turned to their
local governments for help, with uneven results. Though this was clearly not a local
problem requiring a local solution, it took over a decade to design a system of so-
cial insurance that pooled risk and provided income replacement during periods of
joblessness. A national Unemployment Insurance program came into force in 1942
in Canada, more than a decade after the collapse of the job market, but in time for
Canadian soldiers returning home from the Second World War.

Initially the UI system insured less than half the workforce (42%), but it grew dra-
matically in the 1950s and again in the early-1970s.> However, benefits and eligibility

were scaled back by the end of the 1970s, and dramatically cut in the early-1990s.

BUILDING A SYSTEM

The 1940 Act set out different benefit rates for singles and for the unemployed who
were supporting dependants. The benefit schedule was also based on seven different
income classes — the lowest paid workers could replace 63% of their previous earn-

ings, while the highest paid workers would receive 37%.%° The first sets of reform came
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CHART 16 Proportion of unemployed with no jobless benefits has not been
this low since 1945 Ul recipients* as % of unemployed, Canada 1942—2008
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in the 1950s, adding two new income classifications, upgrading benefits (which, on
average, provided a benefit rate of 50% across all categories) and extending benefits
to other classes of workers. This round of reforms was notable, since the number of
Canadians in receipt of benefits exceeded the number of unemployed. That is be-
cause reforms included provision of supplementary benefits for those who did not
qualify for regular benefits and self-employed fishermen, permitted earnings of up
to 50% of benefits without penalty, and extended benefits for those who became ill
(and consequently not in the labour force). Maximum benefit levels were adjusted
to reflect higher wages, and the duration of benefits was extended to 52 weeks.?”

The reforms of 1971 similarly broadened the scope of the insurance scheme, adding
maternity, sickness and disability, and retirement benefits to the mix. Only work-
ers over the age of 70 and the self-employed who were not in the fishing industry
fell outside the reach of the program, making it a near universal social insurance
system for workers. The 1971 reforms also eliminated the income classifications,
setting benefit rates at 66.67% of earnings up to a maximum of $100 a week for sin-
gles; a minimum benefit of $20 a week; and a benefit rate for the unemployed with
dependents of 75% of insurable earnings, up to the maximum, a rate which was also
extended to low-income earners. As a point of reference, the maximum benefit of
$100 a week today would translate to about $555 a week — more than $100 more than
the current maximum. In 1971 the minimum eligibility criteria to access benefits
was eight weeks of insurable earnings.

By 1975, the 75% dependency rate was eliminated, bringing benefits to a standard

two-thirds replacement rate on insurable earnings, up to a maximum. In 1977, a vari-
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able entrance requirement (VER) of 10 to 14 weeks was introduced, dependent on
the rate of unemployment in the region. By 1979, the qualifying weeks ranged from
10 to 20 weeks, and a person experiencing more than one spell of unemployment
in the previous year needed an additional six weeks of insurable work on top of the
VER for their area. By 1979, as well, the benefit rate had fallen to 60% for everyone.

The administrative data base for the early-1970s is not available, but given the re-
forms noted above it can be assumed that the proportion of unemployed who would
have been able to collect UI payments in the early-1970s would have been even higher
than the 80% or more who did so throughout the 1960s.

A generous unemployment system in the 1950s and 1970s undoubtedly staved off
the worst of a recession. Rising numbers of the unemployed did not trigger sharp
cutbacks in domestic purchasing power. As shown earlier in this paper, this was
critical given the importance of consumption to the macro-economy: consumers
accounted for roughly 65% of GDP in the 1950s, and 58% in the 1970s.

The 1980s brought enormous changes to the labour market, and a shift from
Monday to Friday, nine-to-five jobs to increasing use of part-time and just-in-time
labour. Social policy was focused more on labour “adjustment”, mostly training —as
well as constitutional matters and free trade issues — than reforms to so-called “pas-
sive” systems of income support. During the 1981—-82 recession, three-quarters of
the unemployed were in receipt of regular benefits (excluding parental and sickness
benefits, etc.), and this number climbed throughout the decade, as the recession

dragged on and long-time employees lost their jobs.

TAKING APART A SYSTEM

By 1990, as the next recession unfolded, 83% of the unemployed were in receipt of
regular UI benefits. But that was the first year of four rounds of change to the Ul
system, which tightened eligibility, duration, and rates of benefits.?®

In 1990, the federal government pulled out of the funding of unemployment in-
surance, leaving a multi-billion dollar hole. That led to increased premium rates for
employers and employees alike, just as a profound recession gripped the labour mar-
ket. Changes to the Act eliminated access to extended benefits category and reduced
the duration of benefits for all but those living in the highest unemployment areas.

In 1993 those who quit or who refused to accept suitable employment became
ineligible for benefits.

The 1994 reforms reduced the benefit rate to 55% of insurable earnings, raised the
bar for minimum entrance qualifications in regions with the highest unemployment,
and imposed the same qualification rules for self-employed fishers.

The 1996 reforms shifted the basis for calculating eligibility from weeks of work
to hours and created new “intensity rules”, dropping benefit rates to 50% for peo-
ple who had received more than 20 weeks of benefits in the previous five years. The

conversion of eligibility criteria from weeks to hours could have been a good thing,
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TABLE 3 Hours Needed to Qualify for E.I. in the Last 3 Recessions
In a region with 8 to 9% unemployment

Early 80os Recession Early 9os Recession 2008-09 Recession
165 hours 255 hours
(11 weeks at 15 hours a week) (17 weeks at 15 hours a week) 595 hours

34

particularly for people working two or more part-time jobs to make ends meet.
But the bar was dramatically raised on minimum time requirements for eligibility,
while workers were obliged to pay into the fund at a much lower threshold — from
the first hour worked.

Under the old formula, which was actually based on number of weeks worked,
Canadian workers required an equivalent of 300 hours of paid work to qualify for
benefits in the event of unemployment. The new rules required between 420 and
910 hours of paid work to qualify, depending on where you live in Canada and the
unemployment rate in that region at the time of filing your claim. On the premium
side, the new rules made workers pay premiums from the first hour. Before the EI
changes in 1996, those who worked less than 15 hours a week didn’t pay premiums.*°

This resulted in an infusion of revenues, without a commensurate measure to
increase the flow of benefits. Part-time and seasonal workers found themselves in-
creasingly likely to pay more into a fund that they were increasingly unlikely to be
able to access for help.

The Canadian Labour Congress has calculated the equivalent eligibility thresholds
facing the unemployed in the previous two recessions, compared to today. At a glance
it tells the story of how the reforms of the 1990s made qualifying for EI more difficult.

Between 1990 and 1997 the proportion of the unemployed who received jobless
benefits was cut in half, to 44%. It has hovered around that level since then. Not
since the Great Depression have unemployed Canadians been so unprotected in
the face of a recession.

As the legislative changes of the early-1990s took hold, the male/female differen-
tial in accessing jobless benefits virtually disappeared. Once again, though, today’s
unemployed women are less likely to get access to jobless benefits than unemployed
men in Canada. That is because the reforms of 1996 hit part-time and casual work-
ers harder than full-time workers, and women are more likely to be employed in
such categories of work.

Table 3 tracks beneficiaries of regular benefits as a proportion of the unemployed.
It includes people who supplement their benefits with earnings. Since the 1950s,
the Act has permitted beneficiaries to supplement low levels of benefits with paid
work. Today, the jobless can earn up to $75, or up to 40% of their weekly benefits,

without penalty.
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CHART 17 % of unemployed men and women in receipt
of regular benefits* has plummetted since 1990
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CHART 18 Women supplement jobless benefits
with some paid work more often than men
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When benefit levels were cut to 55% of insurable earnings, there was a rise in
the proportion of people supplementing their weekly cheques with some earnings.
Women are more likely to do so, because their lower pay leads to lower benefit levels.

Only 10% of men report earnings while drawing benefits. That number climbs to

almost 20% for women. In other words, income supports are so low that Canadians
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have to find something else to survive. That accentuates the downward pressure on

wages that already exists in this climate.

NOT ENOUGH SHELTER FROM THE STORM

In 2008, only four out of 10 unemployed men (40.8%) relied solely on jobless benefits
to pull them through. Less than a third (32.6%) of unemployed women found jobless
benefits available and sufficient to pull them through to their next job. That’s just
not good enough for us to weather this storm.

Jobless Canadians are exposed to economic risks when
a) They are self-employed (about 15.5% of the labour market is in this category);
b) They don’t meet entrance requirements, particularly insufficient hours of work; or
¢) They've run out of benefits while still looking for work.

Extension of the duration of benefits by five weeks is a welcome reform introduced
by the 2009 Federal Budget, as is an increase in funds to train an additional 10,000
unemployed Canadians. However, these modest and temporary measures — sched-
uled to expire on September 11, 2010 — are insufficient to meet Canadians’ needs in
the coming months, particularly in terms of income supports.

Similarly, the government has recently taken welcome steps to increase the speed
with which the jobless who are entitled to benefits start receiving their cheques, by
investing $60 million to increasing the number of workers processing the claims.
This comes in the wake of budgetary announcements outlining $311 million in cuts
through “Strategic Review Savings” in the public service.3' More action is needed to

prepare for the difficult times ahead.
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Conclusion

CANADA MAY HAVE COME LATE to the global recession, but the economic down-
turn is hitting the country with a force that is unparalleled in post-war econom-
ic history.

This recession has several things in common with the two biggest downturns in
post-war history — the recessions of 1981—82 and 1990—91 — but there are also im-
portant, and troubling, differences: record high levels of household debt, personal
savings rates as low as they were in the late-1930s, and a massively stripped system
of income supports for Canada’s jobless.

Not since the Great Depression have unemployed Canadians been so exposed to
the full force of recession and economic calamity.

The Canadian economy is intertwined with the American economy, and without
doubt a full recovery won’t occur until global markets and commodity prices start
rebounding. But Canada won'’t emerge from this recession any time soon if the pri-
mary strategy is to ride the coat tails of other economies.

Everyone is in the process of re-balancing their books. Deleveraging is both healthy
and necessary for the long-term economic viability of individual households and busi-
nesses, here and elsewhere. But that means exports are not likely to rebound anytime
soon, and spending will be cut by both businesses and consumers in Canada too. This
leaves governments as the only remaining actors that can stimulate the economy
and shore up tepid consumer confidence while we await global recovery. Govern-
ments also need to prepare for the next, inevitable phase of economic expansion.

What Canada does domestically will be critically important on a number of fronts.
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The infrastructure base on which communities and businesses thrive was pri-
marily built through public investments half a century ago, in the 1940s, 1950s and
1960s. For much of the last two decades governments have under-invested in the
repair and maintenance of this foundation for success, and it shows. This recession
provides a unique opportunity to rebuild capacity and energy efficiency in physical
infrastructure (such as repairing and extending transportation, energy, and water
systems) and human infrastructure (such as improving our systems of care and
learning). Without such investments, Canadians will face critical shortages in the
coming years, crippling future potential.

Public policy has also emphasized ownership of housing and largely ignored the
issue of affordability. This has been a root cause of the current crisis and still poses
a serious challenge for many households today in Canada. Addressing the issue of
affordable housing is the primary public policy lever governments can use to tackle
the structural problem of rising household debt.

Providing more credit may prove to be beneficial temporarily, but cannot provide
a fix to an economic landscape that will be marked by continued downward pressure
on wages and benefits and the intensification of short-term, insecure job opportuni-
ties as we move through this recession. If previous recessions are any guide, these
changes will have a lasting legacy on the job market. Household incomes, markedly
polarized before the recession began, are about to get more polarized, as they do in
every recession, creating many potential problems going forward.

At some point policy-makers will have to discuss what kinds of jobs can sustain
livelihoods in the future. But the immediate task at hand is to prevent Canadians
suffering the worst from recession. The federal government’s first priority today
has to be economic stability, not growth. To achieve this, Canadians need a solid
income floor on which to stand in the event of joblessness. After being gutted by
four rounds of “reform” in the early 1990s, the Employment Insurance system is in
immediate need of repair.

There is widespread consensus across the political spectrum that that the Employ-
ment Insurance Act should be changed to make the entrance requirements uniform
across the country and reduce the eligibility threshold to 360 hours.

There is also serious concern that a 55% benefit rate is too low a rate of income re-
placement for too many Canadians. This is a critical issue for the most economically
vulnerable — low-wage earners, particularly those with dependents. But it is also an
issue for the middle class. Maximum insurable earnings were $42,300 in January
20009, resulting in a maximum weekly benefit of $447. This is less than the maximum
benefits of the 1970s, when inflation is taken into account. The purpose of counter-
cyclical income supports is to provide automatic stabilization of the system. To pro-
vide this, income supports must maintain a significant level of purchasing power.

Finally, the rising proportion of self-employed presents particular difficulties for
policy-makers. Here the challenge may be less income-oriented and more focused

on ensuring that Canadians are able to stay in their homes and apartments in times
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of economic insecurity, possibly through better access to rent banks, more rent con-
trols or eased terms of refinancing mortgages.

Improvements in access to training and jobless benefits will not negate the pro-
found transformation of the labour market that is likely to occur in the coming
months, but both can ease the human and economic costs of this crisis and reduce
the depth of the downturn.

It is widely anticipated that there will be hundreds of thousands more Canadians
thrown out of work in the coming months, adding to the almost 1.5 million already
unemployed.

There is no time to waste in bringing these changes forward.
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