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CANADIAN JOB MARKET TO BE MORE SEDATE IN 2008

Amidst the well publicized woes of the credit markets
and the troubled manufacturing and export sectorsin 2007,
the Canadian job market didn’t flinch. A total of 355,000
jobs were created — the most jobs seen in a single year
since 2002. Of course, where you lived made all the dif-
ference. While the country as a whole enjoyed afalling
unemployment rate that averaged 6.0% in 2007 compared
to 6.4% in 2006, there were stark differences among the
provinces. For instance, Ontario’s ego took ahit last year
when, for thefirst timein history, the provincial unemploy-
ment rate exceeded the national rate for the entire year.
In contrast, employers were hot on the trail of workersin
the Western provinces, where unemployment rates were
1.5-2.5 percentage points below the national average. And,
even though the Eastern provinces did not depart from tra-
dition with higher rates of unemployment relative to the
nation, bragging rights could still be bestowed to New
Brunswick, PE.l. and Newfoundland and Labrador where
average annual unemployment rates tumbled nearly afull
percentage point or more.

Perhaps most remarkable of al was that the job mar-
ket flourished in an economy that grew 2.7%, which in
itself ismerely an average performance blemished by the
fact that momentum practically stalled at the end of the
year. How could there be this disconnect between an ex-
traordinary job performance alongside a rather ordinary
economic performance? For one, two sectors — construc-
tion and public administration — accounted for more than
40% of all new jobs in 2007 even though they make up
only 12% of real economic activity. Second, while manu-
facturing activity languished in 2007 —and so too did em-
ployment —domestic demand had a phenomenal year, sus-
taining growth at +4% for thefourth consecutiveyear. This
string of strength has not been seen since the mid-1970s.

HIGHLIGHTS

e An ordinary year for GDP growth in 2007 was
met with an extraordinary year for job growth.

e« The construction and public administration
sectors accounted for just over 40% of all new
jobs.

* Quebec, Alberta and Ontario topped the hir-
ing charts, but only Alberta saw meaningful
growth in private sector employment that mir-
rored robust economic activity in the province.

¢ Real wages rose across the nation, and mo-
mentum seems to have carried forward into
2008.

A weakened economic backdrop in 2008 does
not bold well for another robust year in em-
ployment growth.

Little wonder that job demand remained high for skillsin
sectorslike professional/scientific, information/culture, re-
tail, wholesale and other services.

The jobs market in 2008 has aready gotten off to a
strong start. Not only were employersin construction and
public administration still earnestly seeking out new hires,
but so too were firmsin the professional/scientific sector.
In the first three months of the year, these three sectors
have beefed up payrollsby acombined 118,000 positions—
onethird of all thejobs created in 2007! Can this momen-
tum be sustained? We think not. Since job markets lag
economic cycles, thelabour momentumin thefirst quarter
of 2008 will be difficult to sustain in an environment with
economic activity expected to expand by only 1.1%. Even
if wejust consider domestic demand growth, the quarterly
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pace is expected to average slightly below 3%, afull one-
and-a-half percentage points less than the average quar-
terly pace in 2007. So any way you dlice the data, the
Canadian job market will have aweaker backdrop in 2008
that will be more conducive to an environment that will
add 5,000 positions per month, as opposed to the 32,000
monthly average of 2007.

Who's got them, who needs them?

The public administration sector went toe-to-toe with
the construction sector last year to see which would hire
themost workers. Public administration won out with 78,300
new hires, compared to ailmost 74,000 new construction
positions. However, that's where the similarities end be-
tween the two.

The construction sector has been adding workers stead-
ily since 2002. Housing demand kicked into high gear on
improved affordability when the Bank of Canada slashed
interest rates by a cumulative 325 basis points in alittle
over ayear. Followingtheinitial rate cuts, the primelend-
ing rate bounced around alow range of 3.75-4.5% for the
better part of four years, keeping thefirelit under housing
demand. It wasn't long before housing starts revisted 20-
year highs and homeowners sought to renovatetheir exist-
ing or recently purchased homes. Meanwhile, when new
housing subdivisionsare built, water, sewer linesand other
infrastructure need to be put in place. The expansion in
population in aregion can also create demand for nearby
retail facilities. So demand for construction workers was
not isolated to homebuilders, but rather, the effect rippled
through to workers in a number of specialty trades and
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non-residential construction. Inaddition the Western prov-
inces were benefiting from a boom in commadity prices
and non-residential investment that further intensified de-
mand for construction workers in these areas. By the
time 2007 came to an end, atotal of 339,000 construction
workers had been hired since 2002, over 90% of which
occurred in Ontario, Quebec, Alberta and British Colum-
bia. Withinthat six year time span (2002-2007), 2007 was
the strongest year with 74,000 construction workers added
to payrolls, the bulk of which werein Quebec and Alberta.

Whilethe construction sector had been on ahiring spree
for many years, heightened demand for workersin the public
administration sector was more of a new phenomenon.
This sector had shed 12,000 workers in 2006 alongside
stagnant job growth since the start of the decade. From
2000-2006, atotal of only 56,000 positions were created,
barely offsetting the 48,000 employees shaved from pay-
rollsinthe prior decade. However, 2007 marked the come-
back year. Growth in broader public sector jobs (which
would include healthcare workers, educators etc) surged
by 6.7%, three times the growth for jobs in the total
economy. Part of this growth reflects the fact that all lev-
els of government have seen improved fiscal positionsin
recent years, thereby allowing governments to make up
for lost ground after significant job cutbacksin the 1990s.
During that entire decade apaltry 13,600 public sector jobs
were created (compared to 879,100 private sector jobs).
Health care is one area that has been arecipient of extra
funding and stronger job growth. The share of provincial
and territorial program spending dedicated to health care
was 42% in 2006, 10 percentage points higher than a dec-
ade earlier. Likewise, 102,000 health care workers were
hired in 2006, and an additional 45,000 workersfound jobs
in the sector in 2007.

In contrast, private sector job growth stalled in 2007 at
0.3%. Of course, this brings to mind the question as to
whether the impressive 2007 job performance was really
that impressive at all if the private sector was unable to
generate much in the way of new jobs. After al, hiring
activity in the private sector is a barometer for the under-
lying health of the economy. The manufacturing sector’s
loss of nearly 130,000 jobsin 2007 wasaparticularly weak
sgn.

However, the manufacturing sector isin acyclerather
unigue to the rest of the economy. Hit by a barrage of
negative external influences, including lost competitiveness
from arising currency, increased global competitive pres-
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CANADIAN JOB GROWTH BY INDUSTRY

(DECEMBER 2006 - DECEMBER 2007)
NEW JOBS | GROWTH
(Thousands) | (Per Cent)
Goods-Producing Industries -42.8 -1.1
Construction 73.9 6.8
Forestry, Fishing, Mining, Oil & Gas 12.0 3.5
Utilities 16.2 13.0
Agriculture -15.2 -4.4
Manufacturing -129.6 -6.1
Service-Producing Industries 400.9 3.2
Health Care and Social Assistance 45.0 2.5
Accommodation and Food Services 8.6 0.8
Trade 63.8 24
Professional, Scientific & Technical 57.2 5.2
Information, Culture and Recreation 65.2 8.9
Public Administration 78.3 9.5
Educational Services 20.9 1.8
Other Services 30.6 4.3
Transport and Warehousing 39.8 4.9
Finance, Insurance, Real Estate -0.4 0.0
Business, building and support services -8.2 -1.1
TOTAL 358.1 2.2
Source: Statistics Canada

suresand, morerecently, tempered U.S. demand, the manu-
facturing sector has shed atotal of 347,300 jobsin alittle
over five years (November 2002-December 2007). Real
output in the sector has contracted inthree of thefiveyears.
In contrast, over that same period, real domestic demand
in Canada has expanded by an average annual pace of
4.2%, which is above the historical norm.

Asan example of thisdichotomy, thegrowthin private
sector jobswhen the manufacturing sector isexcluded from
the tally resulted in job growth of 1.9% in 2007, afar cry
from the headline rate of 0.3%. Among the big gainers
wereinformation/culture (+65,200), professional/scientific
(+57,200), retail trade (+45,500), transportation/warehous-
ing (+39,800) and the list goes on. Asthefirst quarter of
2008 closed, most of these sectors retained their strength,
particularly professional/scientific which tacked on amas-
sive 45,000 jobs over the three months.

You can go your own way

There was a so a big movement towards self-employ-
ment last year. A massive 109,700 individual sbecametheir
own boss, marking thelargest gaininfiveyears. Asecono-
mists, we're always suspicious when a big shift occurs
towards self employment. 1t could be anindication of weak
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labour market conditions or a trend towards greater job
contracting or outsourcing. But, it can also be an indica
tion of labour market tightnessif agreater number of indi-
vidualsare choosing to be self-employed for personal rea-
sons rather than being pushed into it under more difficult
economic conditions. Although intuitively it would seem
that Canada stight labour market conditionsin 2007 would
arguein favour of choice, the evidenceisnot entirely con-
clusive on this. Two-thirds of the newly declared self-
employed positionsoccurred in asingle province, Ontario,
where 7 of 15 industries had shed jobs in the year. Self
employment rose within amix of industriesthat were both
activein hiring and those that were not.

In contrast, the nearly 10,000 self employed additions
in Alberta likely represented personal preferences given
that the province had an unemployment rate at a historic
low of 3.2% at the end of the year and firms were out in
full force trying to attract workers.

Three provinces dominate hiring spree, but for different
reasons

Regionally, all the provinces contributed to job growth
in 2007, but three in particular — Ontario, Quebec, Alberta
— accounted for three-quarters of all the job gains. How-
ever, the industry mixes and economic drivers within the
provinces produced vastly different hiring trends. For in-
stance, the largest Canadian province by economic mass
— Ontario — added 81,500 jobs in 2007, representing 23%
of all jobscreatedinthe country. For aprovincethat makes
up 40% of national economic activity, Ontario did not pull
itsweight on thejob front. Thisoutcomeisnot surprising
giventhat nearly 20% of real economic activity inthe prov-

2007 ONTARIO EMPLOYMENT: BY CLASS OF
WORKER

150 o Thousands of employees

100

50 -

-50 4

-100

-150

Public Sector Private Sector Self-employed

Source: Statistics Canada

April 29, 2008




www.td.com/economics

2007 ALBERTA EMPLOYMENT: BY CLASS OF
WORKER
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ince is directly related to the manufacturing sector, com-
pared to only 14% for the rest of the nation. All told, On-
tario’s manufacturing sector cut nearly 64,000 positionsin
2007, which marked more than half of al private sector
jobs that were shed in the province that year. 1n addition
tothis, jobsinforestry, agriculture, construction and finance
were alsointheloser’scolumn. It may seem odd to seea
loss of construction workerswhen demand for these work-
erswas high elsewherein the nation, but in Ontario, hous-
ing starts declined in 2007, and the province does not have
the offsetting strength in non-residential demand created
by the commodity boom that exists el sewherein the coun-
try. All the job growth in the province stemmed from the
public sector and self-employment.

Alberta’s job market trends were the polar opposite to
Ontario’'sin 2007. First, Albertaadded moreworkersthan
Ontario in spite of the fact that it is about one-third the
economic size of Ontario. Second, of the nearly 84,000
new hiresinthe province, the bulk wereinthe private sec-
tor (+51,000), with relatively diverse distribution across
sectors. 1t’sno surprise herethat the booming commaodity
cycle that started several years in advance, particularly
for oil/gas, created positive ripple effects to the broader
Albertan economy.

Among al the provinces, Quebec created the most jobs
in the country (+91,300), representing nearly 26% of all
new jobs in 2007, which wasn't too far off its economic
size of 20% of national GDP. Like Ontario, virtually all
werein the public sector (47,000) and the self employment
sector (36,000). Also like Ontario, the large manufactur-
ing base cleared out nearly 40,000 jobs from the private
sector.
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Public sector hiring =increase in union jobs

With the public sector dominating the hiring chartsin
thetwo largest economiesin the country, it'sprobably safe
to say that many of these positions were unionized. As
such, union jobs gained significant ground in 2007, in spite
of well-publicized lossesin anumber of union manufactur-
ing jobs. The number of employees covered by a union
increased by 114,400 last year, nearly on par with the in-
crease of non-unionized employees (+130,700), and the
second largest increase in a decade (data extends only to
1997). And, the vast majority of the new hires covered
under a union contract were permanent employees.

From a wage perspective, union jobs generaly com-
mand higher wages than their non-unionized counterparts.
According to Statistics Canada data, wages for perma-
nent unionized positionsreceived an average of $4.06 more
per hour of work than their non-unionized counterpart in
2007.

Many of the sectorsthat experienced strong job growth
in 2007 were sectors that tend to have a high concentra-
tion of union-related positions or were high-paying sectors
in general. In particular, relative to the national average
hourly wagerate, public administration positionsreceived
an average of $6.68 more, while health and educational
positionsreceived $5.31 and $1.17 more per hour, respec-
tively. Meanwhile, the highflying mining/oil/gasindustry
paid an average of $6.58 over the national average, while
professional/scientific positions were topped up by an ex-
tra $5.64.

But straight hourly wage rates can be deceiving. A
number of the jobs lost in the manufacturing sector were

CANADA: UNION VS. NON-UNION COVERAGE
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CANADA: REAL AVERAGE HOURLY WAGE RATE
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in the auto industry where the Big-3 auto makers pay an
average hourly wage rate of US$77 when benefits are
included in the tally.! As such, workers displaced in the
manufacturing sector would likely experience significant
lossesinlong-term earnings. Statistics Canadaconcluded
that theincomeloss of displaced workersisintherange of
25% in new jobs.? Plus, aformer manufacturing worker
would likely requiresignificant retraining and possibly even
relocation in order to transition to a service-sector job or
an oil/gas position, so it’s not a simple matter of moving
from an industry in decline to one of growth.

Real wages on the rise

Nonetheless, labour markets were tight across the na-
tion, irrespective of significant lossesin manufacturing, and
with that, many workers experienced a welcome rise in
real wages. Real average hourly wages rose by 2.5% in
Canada, with much stronger gains in Alberta (+4.7%)
where labour markets were tightest. And, it appears that
momentum carried forward into 2008. Real wagesrose at
a 3.3% clip in the nation by the end of the first quarter,
with most provinces benefiting from a pick-up in wage
growth from the end of last year. In particular, Ontario
was tracking 3.7% in March 2008 compared to 2.8% in
December 2007. Quebec saw an increase from 1.6% to
2.4%, while a number of western provinces maintained
real wage gainsin the 4% range (Manitoba, Saskatchewan,
Alberta).

Productivity languishes in Canada

Although workers were in high demand in 2007, pro-
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ductivity growth languished. In order to grow the Cana-
dian real economy by 2.7% last year, it took a 2.2% in-
crease in hours worked. Simple math shows that the end
result was meager Canadian productivity growth of just
0.5%. In contrast, the U.S. economy required a modest
0.4% increase in working hours to produce a 2.2% eco-
nomic expansion in the same year. The differencein per-
formance amost seemslike a set-up to ajoke. How many
Canadiansdoesit taketo screw in alight bulb? Oneto put
in the light bulb, and three to turn the person.

Whilethat may seem facetious, it does raise an impor-
tant question as to why the Canadian economy required
many more hours worked for an economic performance
that was relatively indifferent to that of our southern
neighbor. Thereis no single explanation, but a number of
factors seem to have come together to undermine produc-
tivity growth in Canada.

For one, industry composition matters. The manufac-
turing sector with all itseconomic troubleswas till ahighly
productive industry in Canada. It churned out 1.9% pro-
ductivity growth last year, asit was able to squeeze more
output out of every worker. However, high-employment
growth industries like construction were at the opposite
end of the spectrum. Working hours rose by an average
of 7.2% last year, outpacing output growth with the result
being a near-3% contraction in construction productivity.

There could be measurement issues when it comes to
the construction industry on two levels. Productivity may
become underestimated when there have been substantial
quality changes — such as more energy efficient or lower
maintenance structures — that are not appropriately re-
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flected in apriceindex. When this occurs, prices become
biased to the upside and, likewise, real output and produc-
tivity gains become biased to the downside. In addition,
the construction industry seemsto be proneto underground
activity that distortsproductivity gains. Oneregional study
found that workers have agreater incentive to underreport
income when filing tax returns and to overestimate their
hours worked when responding to the Labour Force Sur-
vey.3

Irrespective of the reason behind weak productivity in
construction, the end result isthat thisindustry has damp-
ened national productivity estimates.

But the construction industry isn’t solely to blame for
Canada slanguishing productivity performance, asanumber
of other sectors also failed to pull their weight. For in-
stance, the commaodity price boom madeit more profitable
for the oil/gasindustry to exploit less productive, hon-con-
ventional oil and gas wells.* Thousands of workers have
been hired to work on mega projectsthat may not produce
meaningful quantities of oil for years. Asaresult, output
per employee in the exploration and extraction industries
hasfallen sharply.

More generally, the tightness in the labour market, as
evidenced by a33-year low in the unemployment rate, may
have compelled firmsto engagein less-than-optimal hiring
practices. Against adwindling supply of workers, employ-
ers may be hoarding existing workers or hiring less quali-
fied employees. Thelatter would requireworkersto climb
a steeper and longer learning curve before they could be-
come efficient in the task at hand.

These factors may be evident by the fact that there

CANADA: 2007 NEW HIRES BY AGE
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were not only more older workers (55+) hired in 2007 than
those in their prime working years (25-54) — which has
only happened one other time — but that the amount of
workers hired that were 55 years of age or older was also
the largest on record (1990). While older workers can
bring plenty of experienceto the workplace, they can also
have less attachment to the labour force and require sig-
nificant training dueto eroding skillsor the devel opment of
a new career.’

Productivity may have also suffered given that employ-
ers may have resorted to more part-time workers as a
stop-gap measure to labour scarcity. Nearly one-quarter
of all new jobs in 2007 were part-time hires, and these
were predominantly filled by young workers aged 15-24
who tend to have less experience and training. The in-
creasein part-timeworkerswaslikely abyproduct of tight
labour markets given that Statistics Canada data show that
al new part-time positions were taken up on a voluntary
basisin 2007, not because of alack of availability in full-
timepositions.

OUTLOOK

With the Canadian economy expected to slow to only a
1.1% pace in 2008, job growth will surely follow suit. At
the moment, this seems like a bold call. The Canadian
economy chalked up 104,300 new jobsinthefirst quarter,
which, if sustained, would put it on track to greatly outper-
form 2007. However, labour market devel opmentslag the
economic cycle, and it won't be long before weak eco-
nomic growth isreflected in the overall employment data.
Economic activity inthe final quarter of 2007 slowed to a
crawl of 0.8% annualized growth, and the first quarter of
thisyear lookslittle better. Inaddition, morethan half the
jobs created in the first quarter came out of Ontario, the
one provincethat will likely flirt with arecession in 2008.
And, there were some oddities in Ontario’s hiring trends
that are almost certain not to be sustained. For instance,
half of the province's jobs were created in the construc-
tion sector, which likely represented alast gasp. Certainly,
jobs in the manufacturing sector will remain in decline as
the industry struggles through a U.S. recession and high
dollar. Meanwhile, it'sprobably safeto say that Ontario’s
large financial base will take a more cautious approach to
hiring in the midst of a global credit crunch. Lastly, the
eventual squeeze on government revenues due to weak
economic conditions also placesthe strong hiring trend in
the public sector in amore tenuous position.
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As for last year’s biggest employer — Quebec — the
province has added a mere 3,000 jobs in the first three
months of the year. Thisisnot agreat start, but certainly
more consi stent with our expectation that economic growth
will plod along at 1% in the provincethisyear. Thetop job
performers should remain concentrated in the Western
provinces where economic activity is expected to grow at
two-to-three times the national average. However, with
the exception of Saskatchewan, even these provinces are
looking at slower economic conditionsthan last year. Plus,
even if the Western provinces went on a hiring spree, the
strength would likely not meaningfully overwhelm weak-
ness in the largest two provinces in the country. For in-

stance, the second largest employer last year — Alberta —
isonly tracking jobsat just over one-third thegainsseenin
the first quarter of 2007.

For the Canadian economy as awhole, rather than the
average 32,000 net new positions created every month in
2007, we expect the labour market to tack on only about
3,000 to 5,000 new jobs per monthin 2008. Likewise, the
unemployment rate is expected to rise from recent
generational lowsto about 6.4-6.5% by the end of the year.

Beata Caranci, Director of Economic Forecasting
416-982-8067
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