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Of the many factors that will shape Canada’s economic future, the central ones are identified by
Bradford De Long. They are growing interdependence and our own abilities to sustain economic
growth. A third trend is growing concern about striking a balance between the benefits of
interdependence and the perceived costs of reduced domestic policy autonomy, the unease many
individuals feel about loss of control over their lives and the unequal burdens faced, for example,
by marginalized productive factors like immobile unskilled labour.

Since many of the participants in this conference will focus on the productivity challenge
which is central to our ability to sustain economic growth, I will focus on a particular aspect of
interdependence -- the increasing significance of financial instability -- and on the future of the
nation state. De Long wrote before the Asian financial and economic crisis; since then concerns
about the costs of interdependence for states and individuals have grown.

1. Growing interdependence

The speed of onset and the magnitude of the 1997-98 world financial crisis dramatized the
impace of cross-border capital flows on interdependence. Up to now, we have become familiar
with the effects of goods, services, technology and information moving more freely because of
three major influences:

throughout much of the postwar period, western governments have dismantled barriers to trade
and FDI which move goods, services and technology across borders;

since the 1970s the macroeconomic revolution has reduced the size of public sectors, producing
smaller governments, balanced budgets and a wave of privatization, stimulating FDI flows and
cross-border acquisitions;

since 1989, the erasure of the divisions between the two deeply different economic systems with
the end of the cold war has propelled hungry new competitors into world markets.

Today, a fourth factor, the information and communications technology (ICT) revolution, is

transforming global linkages. As De Long points out, it is not globalization itself that is new. It is



the ICT revolution which is changing the way we do business, and during the past decade has
made it possible to move capital almost instantaneously across borders in large amounts.

The impact of capital flows on economic linkages and the transmission of economic
disturbances has changed the face of external adjustment from adjustment on the current account,
with which we are familiar, to adjustment on the capital account which moves swiftly beyond
borders. Up to the 1990s integration occurred primarily through trade and FDI flows, particularly
among neighboring economies, which grew faster than economies did. Intraregional trade
exploded, helped along by trade agreements and rapid growth. Forty percent of North American
trade is intra-regional. In the European Union, this number is 70 percent. In East Asia it is around
50 percent. Since the FTA was implemented in 1989, Canada’s exports to the United States have
grown 196 percent while US exports to Canada have grown 154 percent (Dobson 1999). FDI
flows have also burgeoned. As production internationalized in the 1986-95 period, global FDI
stocks grew to twice the size of gross fixed capital formation. The top 100 MNEs now control
over 20 percent of global foreign assets. China and the United States are the top recipients of
FDI, with more than 80 percent of China’s inward FDI stock originating within East Asia
(UNCTAD 1998).

Adjustment in this kind of world used to occur primarily through the current account as
economic disturbances were transmitted through trade flows and commaodity prices. But the ICT
revolution has occurred first and fastest in the financial sector. Private capital now flows rapidly
around the globe and, before the recent crisis, to emerging market economies from capital surplus
economies in Japan and the European Union. Economic disturbances in the emerging market
economies are transmitted across borders and regions through capital markets. In this kind of
world, countries that attend diligently to the economic fundamentals, that in the past would have
implied exchange rate stability, today can be overwhelmed by short term capital surges and
reversals. Financial and economic crises have become systemic rather than localized.

Thus, the open economy “trilemma” is re-emerging as integration of capital markets
limits nations’ choices of exchange rate regimes and monetary policies. Countries cannot
simultaneously fix exchange rates, have open capital markets and independent monetary policies.

Sooner or later independent monetary policy will require either capital constraints or floating



exchange rates. Or if a country chooses open capital markets and fixed exchange rates, it must
give up monetary policy independence.

For the foreseeable future, we will see renewed debate about exchange rate regimes and
international monetary cooperation. The mainstream conclusion from the recent financial crisis is
that integration into world capital markets is irreversible, so floating exchange rates should be the
norm of the new financial “architecture”. Unless they are locked into a permanently fixed
arrangement such as a monetary union. Relative to the resources available to central banks,
market forces are now overwhelming.

Yet not everyone is convinced. The small open export-oriented economies in Southeast
Asia which before the crisis had de facto pegs to the US dollar and were forced to set their
currencies afloat (with the exception of Malaysia which pegged its currency to the dollar during
the height of its crisis) are studying the possibility of a new common basket peg. In Latin
America, the Argentinian government has proposed dollarization in order to achieve greater
policy credibility.

Others are debating regional monetary cooperation: in Latin America, a southern cone
monetary union has been proposed. In Canada (but not the United States) North American
monetary union is being debated. Still others argue that reduced volatility among the G-3
currencies, the yen, dollar and euro, is the most fundamental route to greater currency stability
among their closest neighbors and trading partners.

I will return to the implications of these developments below.

2. The nation state and geoeconomics

The second trend is a growing concern that national sovereignty is being eroded by the discipline
imposed on governments by financial markets (Thomas Friedman’s (1999) golden strait jacket).
This is a common theme in the globalization debate. Some have enthused about the global
economy as one in which the border is erased; others gloomily predict the withering away of the
nation state.

Three points stand out about these concerns. First, a monotonic trend towards complete
globalization (and economic homogenization) is by no means inevitable. Governments do have
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of government has been pruned back in a number of countries, often with very positive
consequences for dynamism in the private sector. But governments will have to respond to shifts
in comparative advantage and competitiveness by providing assistance to groups who must
adjust, or cannot adjust, or governments will face a growing backlash against further openness.
For demographic reasons, government’s role will also be focused on providing for the health and
social needs of aging populations. Thus, governments’ propensity to tax will persist, but there
will be competitive pressures to restructure tax systems to broaden them and make their impacts
on incomes, payrolls and consumption more neutral (Mintz 1998).

Second, there may be limits to the strength of international linkages through trade or
capital flows, and to their advantages. There is no systematic evidence that increasing trade
integration among economies to levels seen within economies will lead to substantial
productivity improvements. Furthermore, as Feldstein and Horioka demonstrated in the 1980s,
domestic savings rates are closely correlated with national investment rates, which implies that
capital flows are not tightly integrated across borders. Helliwell and McKitrick (1998) confirm
those results among OECD data a decade later. At least among the industrialized countries, the
existing degree of openness may suffice. National economic fabrics may be “a much tighter
weave” than the globalenthusiasts first thought (Helliwell 1998).

Third, these points suggest that in looking ahead we should ask ourselves which states
will dominate the global economy? The current strength of the US economy will be undermined
in the years ahead by the current account imbalance that is currently building and by the prospect,
with the birth of the euro, of greater currency instability due to substantial portfolio movements.
The United States will be still be a world leader 25 years hence, but its population, GNP and
currency primacy will be eclipsed by the EU. China and India will be major players -- as well as
muslim central Asia (which has the fastest-growing populations and may well possess a major
share of the world’s oil reserves). So we will be in a different world from the one we have been
used to in which no one was particularly concerned about these players.

3. Implications
There are two major implications. First, for the forseeable future, we will live with more
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continued demand for national political autonomy, which, with other factors, will limit the trend
to complete globalization of goods, services and capital.

Continued financial volatility will put more pressure on the international financial
institutions, the International Monetary Fund, Bank for International Settlements and the new
Financial Stability Forum as well as a host of sectoral coordinating bodies, to cooperate in
encouraging sound domestic policies and less crisis-prone types of capital flows.

For countries, the search for restored financial stability will be through exchange rate
arrangements. This is an old debate which quickly becomes theological and to which there is no
one answer since we don’t have a world central bank. The choices are essentially political. The
debate has two levels, global and regional. Should we try to nail down the three major currencies
since their volatility affects the rest of us? Fixed arrangements are out of the question but some
sort of target zone arrangements are possible, depending on whether there is the will to
coordinate monetary policies in the three major economies. There is no sign of the political will
to make this happen outside of Japan which has major problems conducting macroeconomic
policy. The durability of the euro has yet to be demonstrated and Europeans are still preoccupied
with adapting their new administrative arrangements to international diplomacy. Finally, the
United States has shown no official interest in closer monetary cooperation.

At the regional level, East Asians and Latin Americans are debating ways to tie down
floating exchange rates, but these are no panacea to prevent financial crises. They are part of a
package of reforms necessary in emerging market economies, in particular curbing borrowing in
foreign currencies, sequencing the integration of domestic financial markets into world markets,
creating procedures for orderly settlement of international debts and conducting sound
macroeconomic policies.

Second, one of the major conclusions from the recent financial crisis is that global
solutions will be limited by continued preferences for domestic autonomy. Outside of North
America and the European Union, governments are reluctant to grant central banks
independence, which is essential for effective international monetary cooperation; the goals of
monetary policy are diverse; trade patterns among potential partners are still quite diverse and the
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exchange rates rather than leaving them to float is relatively straightforward to make, the politics
imply “not now”.

NAMU is inevitable if the rest of the world moves towards three main currency areas. But
that condition is far from becoming a reality. NAMU is also a long way off. Asymmetry between
Canada and the United States is one reason; Canadians would prefer a regional central bank with
political accountability, which Americans currently consider unthinkable; Canadian monetary
and exchange policies have served Canada’s economic objectives rather well. It is useful to
remind ourselves that EMU would not have happened if there had not been a clear political goal
(eventual political union) and strong political will to make it happen. Latin Americans are willing
to forego monetary autonomy, not in order to integrate, but because they are unable to conduct
sound monetary policy on their own. The NAMU debate is even possible because Canadians
have come to realize that interdependence has reduced economic policy autonomy. And the
prospect of a weakened United States with huge current account imbalances and a more volatile
dollar suggests the possibility of a resurgence of protectionism, which could also influence
Canadian attitudes in favor of faster policy-induced integration.

Finally, even as Canada’s economy becomes more integrated -- or because it becomes
more integrated -- with the US economy, Canada should diversify its economic diplomacy
beyond the US. Japan, our second largest trading partner, is and will continue to be world’s
second largest wealthy market. Two-way trade with Japan is 2/3 what a gravity model predicts it
should be between two such economies; US trade is 2 times what the model would predict. Japan
is going through a unique period of restructuring and review of its place in the world. It is now
open to bilateral trade arrangements. We should elevate the level of interaction to a strategic
level (from one preoccupied with irritants) and seek to remove most obstacles to trade and FDI
by 2010, the APEC target for free trade in the area.lt is time to replace the traditional “rocks and
wood for cars and electronics” exchange with an ICT-based exchange of services as well as
goods (Dobson 1999).

We already have a special relationship with China, but we should have no illusions; it
will be a medium-sized economy for the forseeable future; two-way trade will be much less

sophisticated than that with Japan. China’s short term prospects are sobering, although it is



possible to be quite optimistic about the longer term. China is experiencing an environmental
meltdown; it has growing internal strains from unemployment, income inequality and corruption.
And its increasingly vocal populace is intensely nationalistic.

Less is known about Central Asia, but we continue to neglect it at our peril. The muslim
republics have some of the world’s highest population growth rates; it is likely that they have
substantial oil reserves and their nationalism is growing. They will influence world oil markets,
which will affect Canadian interests, and nationalism in the Central Asian region will be a source
of political uncertainty for the foreseeable future.

4. Conclusions
The “new” ICT-driven globalization is not necessarily unstoppable if its costs, in terms of
increased volatility, inequality and unfairness, are perceived to outweigh its benefits. Canadians
benefit from their economic openness, but need to invest more in creating the conditions for long
term success. We have reduced our vulnerability to financial volatility with public sector
reforms. But we will experience more shocks, such as rising US protectionism and greater dollar
volatility in the next few years. These shocks could increase the political attractiveness of closer
economic links to the US dollar or a regional currency, but ways will have to be found to ensure
the accountability of the regional monetary authority. At the same time, we should invest in
developing counterweights to US economic dominance, with the wider links we are already
forging in the western hemisphere, but also by deepening our linkages with the Asian economies,
particularly Japan.
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“What economists need most is humility”

Bill Emmott
Introduction

Bradford DelLong (1998) has identified the process of global economic integration and a general
productivity slowdown as the two dominant forces shaping the world scene over the 1980-2015
period. He has suggested that these two broad trends have had and will continue to have important
impacts on Canada: (1) globalization entails large-scale international capital flows, a crisis of the
labour movement as a consequence of labour being the least mobile factor of production, and a
decline in Canada’s macro-economic autonomy; (2) the productivity slowdown has already had
major consequences: reduction in the rate of growth of real income per capita, the end of the
expansion of the welfare system, and a challenge to social democracy. And from his analyses,
DeLong has derived some generic scenarios (power shift to East Asia, rising inequality and the end
of free trade, increasingly virulent financial crises).

Interesting though these scenarios may be, they are not without reminding one of 16™ century maps
— elegant but not very helpful to navigation.

The rate of return on the production of speculative forecasts being rather low, what is needed is a
modest effort at validating these trends in a rough manner and much effort at developing an effective
strategy to deal fruitfully with these forces.

In the first section, | sketch a conceptual framework to guide our analysis. In the following sections,
| probe the existing tensions between the two dominant forces and the mediating structures likely
to attenuate their impacts on Canada, but also to provide Canada with a greater degree of leverage
on the world scene. In the final section, | explain why Canada is still in denial about the potentially
deleterious effects of both the globalization and the productivity crises, and consequently does not
feel the need for putting in place the distributed governance system and the mediating structures that
would appear to be required.

1. A framework

Even in the old world of hierarchical and somewhat partitioned governance, the boundaries
economy, polity and society were never well-defined either conceptually or statistically: they did not
correspond to a rigid frontier, but rather to a wavering and evolving fracture zone between subsets
of organizations and institutions integrated by different mechanisms but co-evolving in some
manner. This has become even more true in the new world of horizontal and interactive governance.
Any discussion of Canada’s economic challenges for the 21* century is fraught with references to
Canada’s “political” economy, and no discussion of the declining standard of living or of the
growing polarization of household income distribution can avoid mentioning the transformation of
the Canadian family and other social institutions. Any useful framework must therefore deal with
the economy, the society, and the polity as an integrated whole.



Kenneth Boulding has proposed a simple conceptual scheme to map out this difficult terrain
(Boulding 1970): a triangle containing three generic ensembles of organizations and institutions
dominated more or less by different mechanisms of integration: quid pro quo exchange in B
(market economy), coercion and redistribution in C (polity), and gift or solidarity or reciprocity
in A (community and society). Each of these mechanisms of integration in its purest form is located
at one of the apexes; all the inner territory represented organizations and institutions embodying
different mixes of these integrative mechanisms. A lightly modified version of this sort of triangle
is presented in Figure 1.

Economy

Society A C Polity

Figure 1

A stylization of the organizational terrain of many modern socio-political economies would reveal
that society (A), economy (B), and polity (C) each occupy roughly one third of the terrain, and that
the central point is a rough approximation of the center of gravity of the organizational triangle. This
does not correspond to the statistical portrait emerging from official agencies, mainly because zone
A activities are grossly under-reported: activities in the home, within not-for-profit associations, and
in general beyond the market and the state, are poorly recorded and remain largely underground.

These three sectors have not always had equal valence, and need not have a similar weight. A century
ago, the C portion was quite limited and the Canadian scene was dominated by the other two sets of
organizations. From the late 19th century to the 1970s, government grew in importance to the point
where probably half of the measured activities fell into the general ambit of state and state-related
activities at the end of the period. More recently, there has been a vigorous counter-movement of
privatization and deregulation that has caused a reduction of the state sector, and a reverse shift of
the boundaries (Paquet 1999a).

There has been, in parallel with these swings (giving more valence to one or another of the family
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of integration mechanisms), a tendency for the new socio-economy to trigger the development of an
ever larger number of mixed institutions, blending these different mechanisms to some extent
(market-based public regulation, public-private-social partnering, etc.) in order to provide the
necessary signposts and orientation maps in this new confused world. The three sectors have become
more and more intermingled. This has translated in the recent past into a much denser filling in of
the Boulding triangle with mixed institutions capable of providing the basis for cooperation,
harmonization, concertation, and even co-decision involving agents or organizations from the three
sectors (Laurent et Paquet 1998). Indeed, the new broad forces in the economic environment have
generated pressure to put in place a more distributed governance system, a system built on the
highest and best use of the mechanisms of the three sectors, and on the broadest possible distribution
of power over the range of stakeholders within these sectors.

It is my hypothesis that a more distributed governance system can serve as a very effective mediating
structure capable not only of limiting the negative impacts of the forces of globalization and
productivity slowdown, but also of enhancing the capacity of the Canadian socio-economy to have
more influence and more effectiveness on the world scene.

2. The globalization/regionalization-regime nexus

The global integration movement has been well documented. Between 1987 and 1997, the volume
of world trade has nearly doubled, and foreign direct investment has more than doubled between
1990 and 1997. As a result of this more globalized context, there has been an increase in the
turbulence of the international world environment and in the fragility and vulnerability of all national
socio-economies forced to adjust continually to external shocks in this more highly integrated world
economy.

This being said, globalization has neither been as pervasive as is often claimed and nor has it been
accepted in the different segments of the world economy as an unmixed blessing, i.e. without some
counter-movements. First, the elusive “national character” of production, trade and investment has
remained important. This is the Helliwell-McCallum effect showing that the intensity of the intra-
national trade flows is dramatically more important than trade flows between regions of different
nations given the distance between these sub-national segments and their economic size (Helliwell
1998). There is a similar “home bias” in capital markets that has been very well documented (de la
Mothe and Paquet 1998). Secondly, there has been a strong expansion of intra-regional patterns of
trade and investment within each region of the Triad. The proliferation of these loosely-coupled
regional economic zones and of sectoral regime agreements (which is the sectoral equivalent of
regional groupings) have contributed significantly to tempering the impact of the globalizing forces
and to insulating groups of countries from the cyclonics emanating from the global system. These
patterns of regionalization have not emerged organically. They have been to a great extent
orchestrated by transformative states (Weiss 1998). Finally, the North-South chasm is still alive and
well, and globalization has not reduced it much.
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The most daring of these experiments has been the European regional integration movement. This
has been the cumulative effect of all sorts of developments — from the minimalization of obstacles
to intra-regional trade, investment, immigration, etc.to the elaboration of particular protocols
pertaining to competition policy or sub-national regions powers to enter into agreements with other
sub-national units in other countries, to the creation of a single currency and central bank — has
brought into existence a distinctive European entity.

The European Union has succeeded in increasing importantly the degree of internalization of trade
and investment flows and as a consequence to render the European group of countries less directly
vulnerable to crises elsewhere, but it has also freed its own sub-national units and regions from the
obligatory constraint of responding to all external challenges in a uniform one-size-fits-all way by
allowing these sub-national units to develop agreements and even to sign treaties with other sub-
national units of other countries if this provides them with a greater ability to react fruitfully to
external shocks.

Many have claimed that such regional/sectoral groupings have resulted in a loss of allocative
efficiency as a consequence of the impediments to trade and investment flows that they have erected
for countries outside the group. However, there has been a gain in multistability of the overall system
as a result of the partitioning of the world system in a multiplicity of these semi-disconnected zones.

A mutistable system is one in which a greater ability to adapt is ensured through discontinuities
between sub-systems — an adjustment called for by a shift in some essential variables being
delegated, so to speak, to a partial system enabling the overall process to adjust to important shocks
in the environment in a manner that would have been either impossible or very time-consuming had
the overall process been forced to adjust in toto (Ashby 1960; Paquet 1978).This has reduced
considerably the probability of the whole system crashing as a result of a systemic crisis spreading
to the whole system. A comparison of the impact of the 1930s crash and its propagation throughout
the world with the impact of the Japanese crash of the early 1990s shows that the latter was
contained much more and was resolved faster (Emmott 1999:17).

The regional zone/regime strategy amounts to a limitation of the dominium of the market place over
the world economy through governance mechanisms imposing restraints on flows of commerce and
capital across borders into the “regional zone” and ensuring some collaborative action on the part
of this clutch of countries vis-a-vis the rest of the world.

Canada has joined one such regional grouping in North American over the last decade, and this has
generated an increase in the concentration of Canada’s trade with the USA. This increased trade has
undoubtedly had a dampening effect on the pains of labour market restructuring that have been
triggered by shocks elsewhere in the world system. But it has not increased Canada’s geo-political
power over its own future since Canada and Mexico have remained very much “satellite economies”
vis-a-vis the United States in a hub-and-spoke type arrangement.

One way for Canada to gain more influence on its own future is to ensure that a broader regional
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economic zone containing all of the Americas is constructed. In such a club, Canada might be able
to develop alliances with other significant middle-range economies of the Americas to ensure that
the “regional zone” does not only serve the interest of the dominant economies (the United States
in the North and Brazil in the South), but also those of other significant partners. According to
Daudelin and Dosman (1998), this is the only if indirect way in which Canada can increase its geo-
political importance on the world scene.

This “hemispheric governance strategy” has been articulated in Canada in 1989. Canada has joined
the Organization of American States and has participated in many summits where this strategy has
been slowly unfolding. By 2005, it is planned that 34 of the 35 countries of the Americas (Cuba
excepted) will become members of a free trade area. However,Canada may not have been promoting
this strategy actively enough, and it may not have necessarily done it in the right way.

This is not to deny that there has been action on this front. It has not translated yet into a significant
growth of the relative importance of Canada’s trade with Latin America and the Caribbeans (LAC).
Over the last decade, Canada’s trade with the LAC has remained a bit under 2% of its total trade. But
the stock of Canadian direct investment abroad in thenLAC has doubled over the last decade: from
8.3% in 1989 to 17.2% in 1998. This is a harbinger of foreign trade to come since foreign trade
follows foreign investment. But it is important to note that two thirds of this direct investment is is
Bermuda and the Caribbeans and that the pace at which Canada would appear to invest in Latin
America is relatively slow when compared to what the European strategy.

Moroever, Canada is not taking action domestically to take advantage of its own potentially greater
valence in the free trade scheme of the Americas. The Canadian knowledge and competence base
about Latin America is limited, and the “winning conditions” for greater penetration of LAC markets
have not been analyzed extensively. Indeed, hemispherically distributed governance is neither
promoted nor even discussed openly, so Canada is unlikely to be in a position to take full advantage
of this new distributed governance scheme when it materializes.

Instead of promoting in a persistent but sensitive way the development of a stronger mediating
structure binding the Americas together and the design of a strategy to take advantage of the
synergies and opportunities for increased leverage it offers, Canada is currently tempted to scatter
its efforts in a diffuse way in all sorts of directions. The unfocused nature of Team Canada’s
activities illustrates this sort of scattered approach that may not only disperse ineffectively scarce
resources but end up putting Canada in a multiplicity of bilateral dependencies built on dyadic
engagements with dominant economies like the USA and Japan. This is unlikely to foster either the
development of mediating structures capable of protecting Canada from international cyclonics or
the development of a stronger geo-political power base for Canada.

A sensitive and effective way to promote hemispheric governance does not simply suggest an
extension of the North American free trade agreement to the rest of the Americas. This approach is
unlikely to succeed as larger economies in the South, notably Brazil, are unwilling to become a
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spoke to the USA’s hub. Rather, what is likely to generate a consensus is the proliferation of ad hoc
functional arrangements negotiated in a variety of arenas as a “disaggregating response of sovereign
states to the complexity of a highly interconnected world” (Falk 1999).

These arrangements entail a devolution and dispersion of authority, and the participation in the rule-
making of private, public and civic sector representatives. While it may not square well with the
promotion of a single agreement as the United States would like to see the 2005 process evolve, the
progress via this piecemeal approach might serve as a reasonable way to test whether middle-power
countries like Canada (in alliance with other middle-power countries) may be able to gain an
influence within the Americas. Influencing the process itself would be a meaningful test case.

3. The productivity/government-business-society nexus

The worldwide productivity slowdown is also well documented. In the case of Canada, average
productivity growth was over 2% in the 1960s while in the period from 1979 to 1997, the average
rate of growth of productivity was 0.3%. This has been rather important since these numbers would
indicate that Canadians could double their standard of living every 35 years at the former rate, while
at the more recent rate, it would take 230 years.

The roots of this productivity slowdown have been sought in a variety of economistic sources like
the increase in oil prices or changes in the capital/output ratio. This has led many observers to argue
that there is nothing to this slowdown that could not be cured by freer trade and extensive growth
efforts through more human and physical capital. But this is too reductionist a perspective.

In a knowledge-based economy, additional human and physical capital does not suffice. Much
depends on the development of forms of organization designed for effective learning. The lack of
intensive growth (based on a capacity for continuous innovation and on the requisite development
of organizational capital) is at the source of the productivity slowdown.In this new world, the
conflictive activities of government, business ans society are dysfunctional: new collaborative ways
in which the sectors cooperate and co-evolve are at the core of an effective learning economy (Paquet
1998).

This latter message flows from studies like the one produced by the Public Policy Forum (1993) that
emphasized the lack of good government-business relations as a major source of the productivity
slack, or from the work that has more recently pointed to the decline in social capital as a probable
cause of productivity slowdown (Paquet and Roy 1998). These studies have drawn attention to the
fact that the source of our lack of productivity growth might be ascribable to the lack of smooth
interaction and co-evolution among the three sectors of the Boulding triangle.

For these observers, the root cause of the productivity slowdown has much more to do with the
inadequacy of what Alfred Marshall called “organizational capital”. As he put it “capital consists in
a great part of knowledge and organization; and of this some part is private property and other part
is not” (Marshall 1920: 138). Brian Loasby has shown that for Marshall organizational capital
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referred both to the internal organization of the units and to the network of relationships (region,
district, etc.) within which it is embedded , and the set of capabilities they embody (Loasby 1991).

Coherence and innovation demand forms of organization that are capable of some co-ordination of
economic activities but not too much, so that some discretion is left for discovery and learning. A
lack of productivity is evidence that the organizational capital is not capable of generating both the
requisite coherence and the right unbalance that triggers innovation. Nothing less than a massive
investment in re-organization and new organizational capital can solve the problem (Granovetter
1973; de la Mothe and Paquet 1999).

Triangle-wide governance would appear to hold the key to a useful response to the productivity
slowdown. It provides a recipe for making the highest and best use of the different integration
mechanims by intermingling these private, public and civic sector principles into both domestic and
transnational organizations and institutions capable of generating the requisite coordination and
gumption in the socio-economy.

This may take many forms, but all of them point to a network society in which the different partners
find ways to coordinate better their activities. This may require the intervention of the catalytic state,
since the organizational capital may not emerge organically and require modifications in the legal
structures (de la Mothe and Paquet 1997). For example, a shift from shareholder capitalism to
stakeholder capitalism might transform the socio-economic performance by shifting from an
exclusive emphasis on the well-being of a limited number of actors toward a system that attempts
to take into account the well-being of all of them. The productivity record of Canada would in all
likelihood be dramatically affected by such a massive organizational transformation. But such a
transformation would require some overhauling of both corporate law (to avoid corporate boards
being accused of diverting corporate profits from what might be regarded in the present context as
their rightful owners — the shareholders) and in the very notion of property rights in good currency.

In the same way that the economic cyclonics generated by the world economy, as trade and
investment flows increased, have had to be tamed by distributed governance — groups of regionally-
joined or regime-joined governments imposing some light constraints on an ever greater share of
world trade and investment — it can be said that distributed governance through a variety of moral
contracts binding the stakeholders is needed to constrain the operations of the national economies
if they are to be productive (Pratt 1997).The central problem has to do with the way in which this
can be accomplished. It is our view that what is required is a transformation of the governance
structures to ensure that a more decentralized, more participative, less technocratic system is put in
place that draws on the most effective mix of the private, public and civic sectors (Hock 1995;
Paquet and Roy 1998).

4. Distributed governance and mediating structures

The Canadian socio-economy has much resilience. It has already reacted to both the increasing
globalization and the productivity slowdown even though one may have reservations about the depth
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of the adjustment of its governance system, and the extent to which it has fallen short of what was
and is needed. Suffice it to say that Canada has gone beyond the sheer fatalistic speculations about
the world trends and its relative inability to do anything more than simply cope.

As explained in the last sections, counter-strategies to both these world trends have entailed the
construction of mediating structures embodying some form of distributed governance or triangle-
wide governance (i.e. some arrangements capable of generating, through cooperation among the
private, public and civic sectors, some attenuation of the negative impacts of the broad forces at work
on the world scene).

1) the hemispheric strategy

It is more than a decade since Joe Clark announced Canada’s Latin American Stratregy and there has
been a strategy update in 1996 (DFAIT 1996). If one were to judge Canada’s policy by this latter
public statement, one would feel very encouraged by the enthusiasm it displays. But reality is less
glorious.

Canada has become ever more integrated into a strictly North American production structure over
the last decade. Canadian trade and investment in the rest of the Americas has grown relatively
slowly. Despite trade missions to the south of the hemisphere in 1995 and 1998, the commercial
basis for Canada’s integration into the whole hemisphere has been shrinking. As Daudelin and
Dosman (1998) suggest, there is no functional necessity to Canada’s option for the Americas. Only
a robust policy initiative would appear to be able to generate some effort in this direction. But this
policy initiative has to be more sophisticated than the simple suggestion of quick trade liberalization
and elimination of capital controls and the negotiation of a single agreement for all countries where
the USA would be eminently first among equals. Latin American countries are more concerned about
the United States unilateralism than Canada. Therefore a soft and slow regime-type approach might
be called for.

This strategy goes of necessity through the Organization of the American States (OAS) which could
be a deliberative forum through which governments, business communities and civil societies might
be able to shape a regional consensus. Such a consensus is unlikely to be constructed except on a
piecemeal basis through some regime-building in different areas until the time is ripe for more
universal rules. But this will require a creative leadership on the part of the Canadian government
to ensure that both the Canadian business and NGOs communities are mobilized, and the requisite
resources for capacity-building in Canada are found. For the degree of ignorance in Canada about
Latin America is immense. By the way, it is not much better in the United States.

It is only if and when there is the requisite mobilization and capacity building that one can expect
the Canadian government to be able to take the leadership in the development of an organized system
of cooperation with Brazil, Argentina, Venezuala, Peru, Chile, etc.Such cooperation will require
much imagination especially when it involves countries like Brazil and Argentina that might be seen
as competing with Canada in a number of key areas. But this also provides opportunities for joint
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strategies.

The integration of the Americas par morceau (around Brazil in Latin America as it has proceeded
around the USA in North America) is promising in the long run. As the United States’ valence in
the world economy diminishes with the strenghtening of regional groupings such as the European
Union, and Latin American countries become much more sizable economic powers than Canada in
the next decades, Brazil, Argentina and other LAC countries are likely to remain throughout this
slow process of integration the natural allies of Canada against the forces of the United States which
tend to foster protectionism and unilateralism (Lipsey and Meller 1997).

These alliances would work in a variety of ways: through some constraints on the flows of commerce
and investment to insulate somewhat a region or a group from catastrophes elsewhere, through the
development of zone or regime institutions to facilitate the adjustment of the group to external
shocks, through policy coordination enabling the group to define more effective ways either to
prevent the shock hitting the group or at least to attenuate the impact, through compensatory
mechanisms put in place to ensure that those most seriously hit by these shocks are somewhat
compensated through some sort of redistribution scheme, and through collaborative mechanisms
capable of providing adequate forums for consultation and co-decision.

2 the network strategy

If the external organizational capital on which Canada might build is a loose and progressive
integration with the rest of the Americas through regime-building, involving the private, public and
social sectors, the corresponding internal organizational capital has to be constructed on a much
closer collaboration among government, business and civil society.

The required speed, flexibility and innovative adaptation necessary in the new globalized socio-
economy can only be generated by non-centralization. Hierarchical structures have proved
inadequate. What is required as a result of this “dispersive revolution” is a more distributed
governance (de la Mothe and Paquet 1994). Another reason for this development has been the
process of democratization that has multiplied the number of players involved in the process of
governance. These two features have generated the need for cooperative arrangements among the
public, private and civic sectors.

The reason why the guidance system has to be decentralized, collaborative and adaptative is that this
sort of arrangement is best if one needs to continually adjust to new circumstances in order to
generate knowledge value-addition. This is also the recipe for productivity gains in a world of
alliances and partnerships across borders, and among different layers of networks.

Hierarchies have limited learning abilities, and markets have limited capacities to process
information effectively. Network alliances are a way to counter these failures: they reduce
uncertainty and adaptation costs arising from the complexity of the environment through an increase
of the collective organizational capabilities of the partners (Paquet 1999a).These collaborative
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arrangements through networks foster faster and more effective learning, but the development of
such arrangements call on the state to recognize that it cannot achieve its goals by simply relying on
its resources. The state must assume a dominant role in coalition-building both internationally and
domestically. This is what Michael Lind (1992) has called “the catalytic state”.

The proliferation of regional/regime agreements and the evolving character of close government-
business-society relations in Japan, Germany, etc. are manifestations of the new importance of the
catalytic state (Weiss 1998 :210). But not all states have the same catalytic capabilities. Some like
the US have the clout necessary to exploit international leverages; others like Germany and Japan
have both domestic and international clout in coalition building; still others like Canda would appear
to lack both capacities.

Indeed, it may well be that the sort of consensus required among provate, public and civic partners
is not possible for large fractured countries like Canada; that the only way to generate catalytic action
is at the level of region-states, through the empowerment of sub-national powers (Courchene 1999).
This is a pattern that has developed in the European Union where sub-national segments of a country
A may enter into agreements or treaties with sub-national segments of country B without asking any
permission from higher order governments. Maybe in Canada such decentralization is the only way
to ensure that the socio-economy in toto can evolve faster toward a less ineffective governance par
morceau. This would appear to be a model worth examining in Canada for the design of learning
organizations well adapted to different cultures is not simple. Sparsely connected networks are
stagnant, and overly connected networks are frozen; maximal nimbleness would appear to be
achieved at low connectivity especially diagonal interdependence across boundaries for they are
more likely to stimulate innovation.

3 cognitive dissonance

It may be difficult to understand why those strategies are not naturally evolving very rapidly in the
face of globalization and slower productivity increase. Yet, they are not.

On the international scene, Canada would appear to be betting on a blind search for liberalization
in all directions as if this were a panacea. Moreover, our foreign commercial policy would appear
to neglect the possibilities of hemispheric governance both because of our culture of dependency vis-
a-vis the United States, and because of the cultural barriers that would appear to stand in the way.

Moreover, when alternative strategies are proposed, they would all appear to be short-run driven
(simply because the market shares are there -- i.e. Japan) without much serious geo-political
reflection.

On the national scene, our collective action is based on a culture of contentment. Even though the
productivity slowdown has hit Canada more than any other member of the G-7, we are still in a state
of denial about the need to do something about productivity. For our political leaders, it has been
easy to deny the reality of the productivity gap vis-a-vis our trade partners, the erosion of social
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capital in Canada, and the difficulty in generating the requisite amount of collaboration among
government, business and groups in civil society by pointing to the United Nations’s rating of
Canada’s quality of life. Since, according to opinion-molders, there would appear to be no problem
with our present performance, there is no need felt for any overhaul of our governance system.

Moreover, whenever Canadian political leaders have been mugged by reality, as in the critical period
of the late 1980s and early 1990s, there would appear to have been a disconnect between the mood
of the country and the mood of the political class when occasions were provided (through votes on
the Meech or the Charlottetown accords) for decisions about proceeding with decentralization of
the Canadian governance process in an orderly way.

Despite the fact that an extensive literature has shown that, both internationally and nationally, the
new distributed governance system has proved most effective in coping with globalization and
productivity slowdown (Naisbitt 1994; v.N Whitman 1999; Leadbeater 1999), the degree of
cognitive dissonance remains high in Canada. The cumulative effect of a certain degree of glibness,
much blindness, an immensity of denial, and a pervasive centralized mindset that prevents the
engineering of the requisite degree of decentralization (Paquet 1999b) has amounted to accepting
many broad world trends somewhat fatalistically, and to suggesting that we need not worry about
the needed governance overhaul for Canada is obviously capable of surfing on these trends
successfully.

Conclusion

The root causes of our predicament when one examines the challenges facing Canada in the next
6000 days are a multitude of factors amounting to a crisis of leadership. These are seriatim — the
lack of clear foreign policy, the denial syndrome of Ottawa vis-a-vis the external threats Canada
is facing, the crippling effect of political correctness on national debates in a Canadian forum where
dissent amounts to treason, the lack of a meaningful role of the media in the process of social
learning, the rational apathy of the citizens without the help of a meaningful opposition in the House
of Commons to guide them, etc.

None of these factors in isolation really amounts to an explanation of Canadian lethargy. But all of
them together have created a bizarre situation in which complacency, denial, etc. entail that Canada
is not developing a meaningful strategy to overhaul its governance in order to face more effectively
the challenges brought forth by globalization and productivity decline.

This fatalistic and myopic attitude does not necessarily mean disaster in the short-run. However in
the long haul, it can only mean disaster.
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PREFACE

S A NEW MILLENNIUM APPROACHES, Canadians are going through a time of

dramatic economic change. Markets are becoming global and economic
activity across nations is becoming increasingly integrated. Revolutionary
developments in computer and communications technology are facilitating
globalization, and are also altering a great deal the workplace and the lifestyles
of Canadians. At the same time, largely as a consequence of the information
revolution, knowledge-based activities are becoming increasingly important
within the Canadian economy as well as the economies of other industrialized
nations.

These and related major transformations of the economic environment
invite comparison with the Industrial Revolution of the 1800s. As in the earli-
er time, major structural changes are giving rise to uncertainties. Firms and
workers are struggling to find their place in the new economic order. Canadians
collectively face the question of whether their nation’s physical, human and
institutional resources will provide a firm foundation for continued prosperity.
Many see Canada’s prospects as being much less secure than in earlier years,
when the country’s rich natural resources played a major role in shaping the
Canadian economy.

To examine fully the medium to longer-term opportunities and challenges
of these developments, the Micro-Economic Policy Analysis Branch of
Industry Canada asked a group of experts to provide their “vision” for Canada
in the 21st century on a number of important issues. Each author was required
to undertake two formidable tasks: first, to identify major historical trends and
develop scenarios to illustrate how developments in his/her respective area
might unfold over the next ten to fifteen years; and second, to examine the
medium-term consequences of these developments for the Canadian economy.

The papers coming out of this exercise are now being published under the
general heading of “Canada in the 21st Century”. This series consists of eleven
papers on different aspects of Canada's medium-term outlook. The papers are
divided into three major sections. The first section, Scene Setting, focuses on
important developments that are going to shape the medium-term economic
environment in Canada. The second section, Resources and Technology, looks at
trends among some important components of Canada’s wealth creation and
considers the actions needed to ensure that these factors provide a firm foun-
dation for continued prosperity. The last section, Responding to the Challenges,
explores individual, corporate and government responses to the medium-term
challenges and offers some options for appropriate course of action.

In the final paper of the Scene Setting section, the implications of the
aging Canadian population for the domestic economic environment are exam-
ined by David Foot, Richard Loreto and Tom McCormack of the Madison
Avenue Demographics Group. The authors argue that, by 2006, significant
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shortages of workers under the age of 35 might occur in some service sector
activities where it is not easily possible to substitute technology for labour. In
addition, self-employment is likely to increase in future years as the baby
boomers generation move into its peak self-employment years. These changes
in the nature of the labour supply are likely to be accompanied by some signif-
icant, demographically-related shifts in spending patterns toward leisure,
health services and financial services.



INTRODUCTION®

hE PURPOSE OF THIS PAPER is to describe and analyse demographic trends in

Canada and to discuss their implications for public and private sector
activities during the next ten years. Although our findings and conclusions rest
on the large body of empirical work listed in the “Bibliography”, the paper has
been commissioned by Industry Canada as a non-technical work that will be
used to facilitate discussion among a variety of stakeholder groups. Accordingly,
the use of data in the text has been limited and specific references to sources
have not been made. This information, typically found in academic work, can
be obtained by consulting the listed references or contacting the authors.

The paper is organised in four sections. The first one positions the paper
in terms of its purpose, approach, and organisation. The second one examines
key demographic trends at the national, provincial, and urban levels, both on
a retrospective and prospective basis. The next section examines the general
implications of demographic change for a variety of products and services in
the public and private sectors. The fourth section provides a general conclu-
sion on the relative importance of demographic analysis in public and private
sector policy development.






THE “DEMOGRAPHICS LESSON”
OVERVIEW OF DEMOGRAPHIC TRENDS?

ALTHOUGH DEMOGRAPHICS ARE CONCERNED With the interplay of many vari-
ables including ethnicity and gender, our analysis gives primacy to the impact
of the age variable through the life cycle since age is the primary demographic
determinant of economic behaviour. In determining the impact of demograph-
ics on economic behaviour, age explains “two-thirds of everything”.

Canada's population is aging due to a prolonged (and likely continuing)
period of low fertility and increasing life expectancy. Given Canada's popula-
tion distribution, the age composition of the population will have a substantial
impact on the provision of goods and services by the public and private sectors.

Canada's population growth is determined by two factors:

= net natural causes — the difference between births and deaths; and
= net migration — the difference between immigration and emigration.

On the birth side of the net natural equation, a useful distinction must
be made between the fertility rate and the birth rate. The fertility rate is the

FIGURE 1
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FIGURE 2

CANADA’'S POPULATION AGE DISTRIBUTION, 1996
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average number of births per female over her lifetime and it can be considered
as a proxy for family size. The birth rate is the number of births in a given time
period divided by the population.

Fertility in Canada has been declining since the 1960s and currently
stands at 1.7 children per woman. This rate is below the replacement rate of 2.1.
All of the provinces have fertility rates below replacement, with Newfoundland
now having the lowest rate ever recorded for a province (1.3 in 1993). Only in
Canada’s aboriginal communities is fertility substantially above replacement.

Despite this low fertility, the number of births increased annually during
the 1980s as the post-war “baby boom” generation traversed its prime child-
bearing ages. Births peaked in 1990 and have been on a steady downward trend
during this decade (a decrease of 4.7 percent between 1990-1994).

In terms of net natural population growth, the template of the “baby
boom, bust, and echo” generations provides the key analytical framework for
understanding the past fifty years and the next ten. The baby boom, born
between 1947 and 1966, account for almost one-third (9.8 million) of Canada’s
current population of 30 million (see note no. 2). An important sub-cohort,
within the boom generation, is those individuals born between 1960 (the peak
of the boom) and 1966, the so-called “Generation X” who number approxi-
mately 2.6 million. The baby bust cohort, born during a period of declining fer-
tility between 1967 and 1979, encompasses 5.4 million Canadians (around
55 percent the size of the boom cohort). The echo generation, born during the
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1980s and first part of the 1990s, are the children of the boomers. They are more
numerous (6.9 million or about 70 percent of the boom) than the preceding bust
generation not because of an upswing in fertility but as a consequence of the
sheer size of the baby boom cohort. Looking ahead it is now possible to discern
the next generation or “millennium kids” that will be born during the period
from 1995 to 2010. These are essentially the children of the baby bust gener-
ation and hence they will be a relatively small component of the Canadian
population.

The “boom, bust, and echo” template is evident for Canada as a whole,
Ontario, and the western provinces. The echo generation is not a salient factor
in the populations of Quebec and the Maritime provinces due to relatively high
levels of internal out-migration of the boom generation during the past several
decades.

In relative terms Canada's baby boom was one of the largest of those devel-
oped nations that experienced this phenomenon in the post-war period (i.e.,
United States, Australia, and New Zealand). The importance of demographics
to understanding past and future trends in public policy and market behaviour
in Canada is the sheer size of the boom generation, the substantially smaller size
of the bust generation, and the “middling” dimensions of the echo generation
(i.e., smaller than the boom but larger than the bust generation). Given the pri-
macy of the age variable on economic behaviour, the impact of these different
cohorts marching through the various stages of the life cycle leaves an indelible
stamp on the demand and supply of public and private goods and services.

Despite falling mortality rates, the number of deaths has increased
steadily during the past fifty years and will continue to do so because of the
aging of the population. Also, at today's mortality rates, there is a “gender gap”,
i.e., women, on average, live longer than men (81 versus 75 years).
Notwithstanding the long-term increase in the mortality rate, in 1994 there
were almost twice as many births (386,550) as deaths (211,535) in Canada.

Given these patterns of fertility and mortality, the net addition to
Canada'’s population from natural means will be zero by the second decade of the
next century. In the absence of population gain through immigration, Canada's
population would then enter a long period of gradual decline.

Immigration has always been an important factor in the growth and
vitality of Canada's population. Over time immigration has been used as a tool
of economic policy, i.e., higher levels during good times when the economy is
able to absorb the additional population and lower levels when economic
growth is weak. However, a break with this linkage between the health of the
economy and immigration policy was evident during the 1990s. Despite
Canada'’s poor economic performance during much of this decade, immigration
levels have been maintained at relatively high levels in historical terms.

Currently, slightly more than 200,000 immigrants come to Canada annu-
ally. When emigrants are factored in, there is a net gain of approximately
150,000 people annually from migration as a source of population growth. It is
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interesting to note that at this level net migration is only slightly below net
natural increase as a source of population growth.

Immigrants arriving in Canada vary in age but the majority are 20 to 44
years old, the period in life when individuals are most mobile. This period of
peak personal mobility is applicable both to international and internal migra-
tion. Therefore, the component of population growth attributable to net
migration adds more to some population cohorts than others.

Moreover, the destination within Canada of a majority of immigrants is
Ontario (51.9 percent in 1994), particularly the Greater Toronto Area. Hence,
net migration also affects the regional distribution of population both among
and within provinces.

During the 1950s and 1960s the bulk of Canada's immigrants came from
Europe. During the past twenty-five years, the majority of immigrants have
come from Asia, the Caribbean region, and Central/South America. This
reflects the aging (and hence lower mobility) of the European populations
and the higher fertility (and higher mobility) of populations in Asian,
Caribbean, and Central/South American countries. Given global patterns of
fertility and mortality, immigration will not only add to Canada's population
growth but also continue the process of ethnic and racial diversity that is a
hallmark of our society.

Demographics provide a basis for projecting not predicting future
trends. Projections are made on the basis of assumptions about fertility, mor-
tality, and net migration (both international and internal). Scenarios for
periods five, ten, or twenty years into the future can be constructed.
Although projections can be made for periods further out, the longer the pro-
jection time frame, the less it is possible to control the other “one-third” of
variables that affect economic behaviour. Therefore, given plausible assump-
tions, demographic projections have their most effective impact for periods
from five to fifteen years in the future.

Our projections assume fertility and mortality rates at current levels and
net migration of 150,000 annually. This creates a future scenario in which
there is a continuing decline in the number of births and a continuing increase
in the number of deaths. Consequently, population growth declines and net
migration gradually becomes more important than net natural increase as a
source of population growth.

CANADA’S POPULATION BY PROVINCE IN 1996

SINCE 1991 CANADA'S POPULATION HAS INCREASED by 6.4 percent from
27,296,900 to 29,033,500 (see note no. 2). Canada’s people are unevenly distrib-
uted throughout the country. The most populated province, Ontario, had a total
of about 10,823,300 persons in 1996, accounting for 37.3 percent of the country’s
entire population. Quebec, the second most populated province, had a total of
about 7,187,300 persons (24.8 percent of the total). British Columbia, placing
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TABLE 1

PoruLATION OF CANADA, BY PROVINCE, 1996

Percent Percent
Population Change Share,
Province 1996 1991-1996 1996
Newfoundland 563,009 -1.0 1.9
Prince Edward Island 135,978 4.8 0.5
Nova Scotia 923,615 2.6 3.2
New Brunswick 737,635 1.9 2.5
Quebec 7,187,252 4.2 24.8
Ontario 10,823,307 7.3 37.3
Manitoba 1,121,821 2.7 3.9
Saskatchewan 1,000,439 1.2 34
Alberta 2,717,369 6.7 9.4
British Columbia 3,731,184 13.7 12.9
Yukon 28,954 4.1 0.1
Northwest Territories 62,916 9.2 0.2
Canada 29,033,478 6.4 100.0

TABLE 2

SOURCES OF PorPuLATION GROWTH, CANADA, BY PROVINCE, 1991-1996

Net Net Total

Births Deaths Natural Migration Change
Newfoundland 31,031 19,280 11,752 -17,228 -5,476
Prince Edward Island 8,737 5,719 3,017 3,210 6,228
Nova Scotia 56,451 37,530 18,920 4,755 23,675
New Brunswick 43,105 28,674 14,431 -681 13,750
Quebec 446,222 257,429 188,793 102,488 291,282
Ontario 697,258 376,347 320,911 417,497 738,407
Manitoba 81,702 46,129 35,574 -5,703 29,871
Saskatchewan 70,689 40,617 30,073 -18,564 11,509
Alberta 194,191 75,898 118,293 53,521 171,814
British Columbia 219,154 127,867 91,287 357,842 449,129
Yukon 2,250 629 1,621 -492 1,129
Northwest Territories 7,061 1,300 5,761 -480 5,281
Canada 1,857,851 1,017,419 840,433 896,165 1,736,598




THE “DEMOGRAPHICS LESSON”

third, has about 3,731,200 (12.9 percent) while Alberta, in fourth place, has
about 2,717,400 (9.4 percent). These four provinces, therefore, account for
84.2 percent of all Canadians. The remaining population — totaling
4,574,300 persons (or 15.8 percent of the total) — is scattered throughout the
remaining six provinces and two territories.

The rate of growth of the population by province has varied significantly
since the 1991 census. British Columbia grew fastest (13.7 percent over that
5-year period) followed by the Northwest Territories (9.2), Ontario (7.3),
Alberta (6.7), Prince Edward Island (4.8), Quebec (4.2), the Yukon (4.1),
Manitoba (2.7), Nova Scotia (2.6), New Brunswick (1.9), Saskatchewan (1.2),
and Newfoundland (-1.0).

The variation in growth rates among the provinces over this period is due
to variations in the fertility and mortality rates, variations in the age distribu-
tions of the base populations against which these rates apply, and variations in
the degree to which each is an attractor for migrants from abroad or from other
provinces or territories.

Table 2 reveals those provinces and territories exhibiting the fastest
growth rates do so because of net migration. For example, British Columbia grew
by 449,100 persons over the last five years, but 79.7 percent of that growth was
due to net migration. Quebec, on the other hand, grew by 291,300 persons, but
only 35.2 percent was due to net migration. Newfoundland’s population fell by
5,500 — despite an 11,800 increase in its population due to net natural causes —
because migration resulted in a net outward movement of 17,200 persons.

CANADA’S PorPULATION BY URBAN AREA IN 1996

As oF 1996 CANADA's 29,033,500 peorLE were heavily concentrated among
the largest urban areas of the country. For example:

= the 54 largest urban areas in Canada — including all Census
Metropolitan Areas and all Census Agglomerations with populations
in 1991 exceeding 50,000 persons — accounted for 69.8 percent of
Canada’s total population in 1996;

= these 54 collectively grew by 1,329,700 persons over the period from
1991 to 1996; thus they accounted for a disproportionate 76.6 percent
of Canada’s total growth over this period,;

= the 54 urban areas as a group achieved a growth rate of 7.0 percent
over the 1991 to 1996 period; in sharp contrast, the rest of Canada
grew by only 4.9 percent (Canada’s total gain was 6.4 percent);

= the four largest areas — each with a population exceeding 1,000,000
persons — account for 35.4 percent of Canada’s total population;
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= the 16 largest urban areas — each with a population of 250,000 persons
or more — account for 56.2 percent of the total population in Canada.

The growth rate of Canada’s population by urban area over the 1991 to
1996 period was uneven, however, ranging from a high of 22.7 percent in the
Barrie, Ontario area (a compound annual growth rate of 4.2 percent) to a low
of 0.4 percent in the Thunder Bay, Ontario urban area (a compound annual
growth rate of 0.0 percent).

CANADA’S PorPuULATION GROWTH FROM 1996 1O 2006

OVER THE NEXT DECADE, Canada’s population is projected to grow by about
2,593,000 persons. That projection is based on the following assumptions:

= the total fertility rate will hold at a rate of 1.74 live births per female;

= mortality rates by age and sex will hold constant at the rates prevailing
during the early 1990s;

= net international immigration will average about 150,000 persons per
year (i.e., immigration will average 200,000 per year, in line with cur-
rent federal targets, and emigration will average 50,000 per year, in line
with historical precedent).

The expected stability in the total fertility rate over the next decade
implies the number of births on an annual basis will hover between 370,000
and 380,000 between now and 2006.

CANADA’S PoPULATION GROWTH BY AGE FROM 1996 1o 2006

CANADA’S EXPECTED POPULATION GROWTH of 2,593,000 persons over the next
decade is expected to be unevenly distributed by age. Over this period we
expect the following:

= the age group expected to show the greatest growth in absolute terms
over this period is that including all those over the age of 70; this group
is expected to grow by about 705,000 persons over this period, thus
accounting for 27 percent of all of Canada’s population growth;

= the age group 55 to 59 is expected to grow by 548,000 and the age
group 50 to 54 is expected to grow by 529,000; thus those in their 50s
are expected to account for 1,077,000 of Canada’s 2,593,000 growth
over this period, or almost 42 percent of the total; this group represents
those who are currently between the ages of 40 and 49, the front end
of the baby boom generation;
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TABLE 3

PopuLATION OF CANADA BY URBAN AREA

RANKED BY PoPULATION, 1996

Percent Percent
Population Change Share
Urban Area Province 1996 1991-1996 in 1996
Toronto Ont 4,222,790 8.5 145
Montreal Que 3,258,915 4.2 11.2
Vancouver BC 1,811,962 13.1 6.2
Ottawa-Hull Ont 1,005,150 9.2 35
Edmonton Alb 869,029 3.5 3.0
Calgary Alb 827,567 9.8 2.9
Quebec Que 677,155 49 2.3
Winnipeg Man 669,587 2.6 2.3
Hamilton Ont 626,076 4.4 2.2
London Ont 406,395 6.5 14
Kitchener Ont 387,501 8.7 1.3
St. Catharines-Niagara Ont 379,310 4.0 13
Halifax NS 336,291 49 1.2
Victoria BC 306,830 6.6 11
Windsor Ont 278,924 6.4 1.0
Oshawa Ont 258,618 7.7 0.9
Saskatoon Sask 220,998 5.2 0.8
Regina Sask 196,746 2.6 0.7
St. John’s Nfld 177,239 31 0.6
Chicoutimi-Jonquiére Que 165,372 2.8 0.6
Sudbury Ont 161,914 2.7 0.6
Sherbrooke Que 145,468 45 0.5
Kingston Ont 143,317 5.1 0.5
Trois-Riviéres Que 139,817 2.6 0.5
Kelowna BC 136,629 22.2 0.5
Abbotsford BC 135,383 19.2 0.5
Saint John NB 126,687 1.4 0.4
Thunder Bay Ont 124,951 0.4 0.4
Sydney NS 117,052 0.8 0.4
Barrie Ont 113,070 22.7 0.4
Moncton NB 111,542 4.7 0.4
Guelph Ont 104,201 7.2 0.4
Brantford Ont 102,319 5.4 0.4
Peterborough Ont 101,188 3.2 0.3
Belleville Ont 100,293 5.6 0.3
Sault Ste. Marie Ont 91,416 7.5 0.3
Nanaimo BC 89,285 215 0.3
Sarnia-Clearwater Ont 88,928 1.2 0.3
Kamloops BC 80,193 18.2 0.3
Prince George BC 77,095 10.7 0.3

10
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TABLE 3 (CONT’D)

Saint-Jean-sur-Richelieu Que 76,941 12.6 0.3
Fredericton NB 76,450 6.5 0.3
Chilliwack BC 73,928 23.0 0.3
North Bay Ont 66,647 5.3 0.2
Lethbridge Alb 66,206 8.6 0.2
Granby Que 64,135 8.0 0.2
Drummondville Que 63,931 6.4 0.2
Red Deer Alb 63,350 9.0 0.2
Shawinigan Que 62,002 0.4 0.2
Charlottetown PEI 60,631 5.6 0.2
Saint-Jéréme Que 59,975 15.4 0.2
Medicine Hat Alb 58,334 10.8 0.2
Cornwall Ont 55,768 4.1 0.2
Saint-Hyacinthe Que 51,146 1.9 0.2
Sub-Total 20,272,645 7.0 69.8
All Other Canada 8,760,833 49 30.2
Canada 29,033,478 6.4 100.0

the next largest gains are expected among those aged 60 to 64 (up
407,000), those aged 45 to 49 (up 339,000) and those aged 65 to 69
(up 233,000); the 45-49 group represents those born at or near the
peak of the baby boom;

every five year age group under the age of 45 is expected to grow less
than any of those groups over the age of 45, and in some cases signifi-
cant declines are expected; these cohorts represent Generation “X” as
well the baby bust and echo generations;

the declines are expected to be especially large among those aged 30 to
39; these people —who as of 1996 are between the ages of 20 and 29 — are
members of the baby bust generation and were born in the 1967 to 1976
period when births fell significantly compared to the previous decade;

Canada’s population among those under 45 is either growing by only a
small amount or declining over the next decade despite the major
inflows of immigrants assumed in these projections; immigrants tend to
be relatively young, concentrated among the age groups from 20 to 44
(57 percent of immigrants between 1990-1992 were in this age group),
often with young children in tow; if it were not for this immigration
inflow Canada’s population under the age of 45 would grow even less
quickly over the next decade than we currently anticipate.

11
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FIGURE 3

CANADA’'S PoPULATION GROWTH BY AGE, 1996-2006
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CANADA’S POPULATION GROWTH BY
PRrRoVINCE FROM 1996 TO 2006

OVER THE NEXT DECADE WE EXPECT fertility rates and mortality rates by province
will hold constant at recent levels, and we project net migration — representing
net flows from abroad and from province to province — will heavily favour
growth in Ontario, British Columbia and, to a lesser extent, Alberta (Quebec
will be favoured, but only by net international migration, as it is a net loser in
terms of net inter-provincial migration). Ontario, British Columbia, and
Alberta are favoured by both types of migrants because they afford higher liv-
ing standards and greater economic opportunities compared to all of the other
provinces. Net migration will also be a positive factor for population growth in
each of Nova Scotia, New Brunswick, and Prince Edward Island, but it will
negatively impact the populations of Saskatchewan, Newfoundland, Manitoba,
the Northwest Territories, and the Yukon. Thus, we expect Canada’s popula-
tion by province will grow over the next decade as indicated below.

12
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TABLE 4
SOURCES OF PoPULATION GROWTH, CANADA BY PROVINCE,
CuUMULATIVE CHANGE, 1996-2006

Net Net Total
Births Deaths Natural ~Migration  Change

Newfoundland 57,432 44,518 12,914 -21,091 -8,177
Prince Edward Island 17,583 12,580 5,003 4,296 9,299
Nova Scotia 104,757 84,363 20,394 14,957 35,350
New Brunswick 80,723 65,234 15,489 5,042 20,531
Quebec 821,374 632,375 188,999 245,929 434,929
Ontario 1,335,339 922,400 412,938 689,618 1,102,556
Manitoba 153,632 102,015 51,617 -7,015 44,602
Saskatchewan 136,603 88,620 47,983 -30,799 17,184
Alberta 368,497 190,758 177,739 78,806 256,545
British Columbia 466,580 319,081 147,499 523,120 670,619
Yukon 3,965 1,804 2,161 -476 1,686
Northwest Territories 14,203 3,550 10,653 -2,767 7,885
Canada 3,560,687 2,467,298 1,093,389 1,499,620 2,593,009

CANADA’S POPULATION GROWTH BY
URBAN AREA FROM 1996 10 2006

IN GENERAL WE EXPECT THOSE URBAN AREAS OF CANADA exhibiting the fastest
and/or most significant absolute growth during the period from 1991 to 1996 to
continue to do so over the next decade. For example, in relative terms we
expect the ten fastest growing areas to be Barrie, Ontario followed by
Chilliwack, Kelowna, Nanaimo, Kamloops and Abbotsford in British
Columbia, Saint-Jérébme in Quebec, Vancouver in British Columbia, Saint-
Jean-sur-Richelieu in Quebec, and Prince George in British Columbia.

We expect the ten urban areas making the greatest contribution to
Canada’s growth in absolute terms to be Toronto in Ontario, Montreal in
Quebec, Vancouver in British Columbia, Ottawa-Hull in Ontario-Quebec,
Calgary and Edmonton in Alberta, Quebec City in Quebec, Winnipeg in
Manitoba, Hamilton in Ontario, and Kelowna in British Columbia.

Our expectations regarding urban growth in Canada over the next decade
are summarized in the following table.

13
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TABLE 5

PorpuLATION GROWTH, CANADA BY MAJOR URBAN AREA, 1996-2006

% Change
1996 2006 96-06 96-06
Toronto 4,222,791 4,720,406 497,614 11.8
Montreal 3,258,907 3,456,544 197,637 6.1
Vancouver 1,811,934 2,124,981 313,047 17.3
Ottawa-Hull 1,005,187 1,131,547 126,361 12.6
Edmonton 869,003 912,409 43,406 5.0
Calgary 827,570 936,966 109,396 13.2
Quebec 677,165 724,665 47,500 7.0
Winnipeg 669,586 696,033 26,448 39
Hamilton 626,051 664,169 38,118 6.1
London 406,402 443,268 36,866 9.1
Kitchener 387,517 433,815 46,298 11.9
St. Catharines-Niagara 379,302 401,021 21,719 5.7
Halifax 336,297 360,168 23,870 7.1
Victoria 306,817 334,819 28,002 9.1
Windsor 278,909 303,654 24,746 8.9
Oshawa 258,617 283,395 24,778 9.6
Saskatoon 221,006 238,447 17,442 7.9
Regina 196,743 204,656 7,913 4.0
St. John’s 177,238 187,310 10,072 5.7
Chicoutimi-Jonquiere 165,385 172,381 6,996 4.2
Sudbury 161,892 168,364 6,473 4.0
Sherbrooke 145,457 155,325 9,868 6.8
Kingston 143,313 153,477 10,164 7.1
Trois-Riviéres 139,815 145,610 5,794 4.1
Kelowna 136,625 173,625 36,999 27.1
Matsqui 135,365 167,592 32,227 23.8
Saint John 126,688 129,423 2,735 2.2
Thunder Bay 124,973 125,493 520 0.4
Sydney 116,977 118,317 1,340 1.1
Barrie 113,050 146,513 33,463 29.6
Moncton 111,535 119,561 8,027 7.2
Guelph 104,204 114,311 10,106 9.7
Brantford 102,305 109,805 7,501 7.3
Peterborough 101,198 105,572 4,374 43
Belleville 100,293 107,645 7,352 7.3
Sault Ste. Marie 91,419 100,714 9,295 10.2
Nanaimo 89,337 112,492 23,155 25.9
Sarnia-Clearwater 88,918 90,128 1,210 1.4
Kamloops 80,194 99,456 19,262 24.0
Prince George 77,108 89,048 11,940 155
Saint-Jean-sur-Richelieu 76,994 90,129 13,136 17.1
Fredericton 76,524 83,878 7,354 9.6

14




THE “DEMOGRAPHICS LESSON”

TABLE 5 (CONT’D)

Chilliwack 74,089 95,021 20,931 28.3
North Bay 66,637 72,132 5,496 8.2
Lethbridge 66,215 74,277 8,062 12.2
Granby 64,175 71,530 7,356 115
Drummondville 63,943 69,885 5,943 9.3
Red Deer 63,354 71,240 7,886 12.4
Shawinigan 61,949 62,109 159 0.3
Charlottetown 60,668 65,607 4,939 8.1
Saint-Jérome 59,981 71,779 11,799 19.7
Medicine Hat 58,355 67,141 8,786 15.1
Cornwall 55,748 58,592 2,844 51
Saint-Hyacinthe 51,139 52,383 1,243 24
Sub-Total 20,272,862 22,268,828 1,995,966 9.8
All Other 8,760,595 9,357,638 597,043 6.8
Canada 29,033,457 31,626,466 2,593,009 8.9

CANADA’S LABOUR FORCE GROWTH BY AGE AND
GENDER FROM 1996 1O 2006

LABOUR FORCE PARTICIPATION INITIALLY INCREASES WITH AGE and then declines
with age (an inverted U-shaped relationship). Therefore, we project that
between 1996-2006 (and beyond to 2021) overall participation rates will
decline. Participation rates by gender exhibit a different pattern. In general
terms the rates for females over 35 will increase while the rates for men over 35
will decrease. This reflects the later entry of females into the paid labour force
during the postwar period and male dominance of jobs in the primary and sec-
ondary sectors where substantial corporate “downsizing” has taken place.

Between 1981 and 1991 the labour force participation rate in Canada
increased from 65.3 percent to 66.7 percent. However, given poor job prospects
over the last five years, it fell to 64.8 percent, or below its rate in 1981. The
decline occurred among males of all age groups and among females under 35.
Interestingly, rates among females over 35 continued to climb during the reces-
sion.

In the future we expect the following participation rate trends to emerge:

= over the next five years we expect some cyclical recovery in the rates
among males under 35 and among females under 25;

15
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= beyond 2001 we expect rates among both males and females 15 to 19
to hold steady, while those among males 20 to 34 and among females
20 to 24 should resume their pre-recession long term rates of decline;

= among males over 35 we expect the pre-recession long term decline to
continue, but at a reduced rate of decline;

= among females over 35 we expect rates to continue to climb; as their
rates reach those of males in the same age group, however, we expect
them to decline in tandem.

As a result of these shifts the total participation rate in Canada will
increase from 64.8 percent currently to 65.2 percent by 2001, then gradually
decline to 63.9 percent by 2006 (and to 59.2 percent by 2021), a trend con-
sistent with the predicted aging of Canada's population.

These participation rate changes in conjunction with the changes in pop-
ulation by age and gender discussed earlier will result in the following labour
force trends:

= over the next decade the labour force among males under 25 years of
age and among females of the same age group will increase by only
about 100,000 persons for each gender; over the last decade these two
groups declined significantly; over the period from 2006 to 2016 this
labour force age group is not expected to grow at all;

= over each of the next two decades neither the males 25 to 44 nor the
females 25 to 44 age group are expected to contribute to Canada’s
labour force growth, in sharp contrast to the last ten-year period dur-
ing which they were among the main contributors;

= over the next decade — from 1996 to 2006 — both males and females
over 45 will be almost the only contributors to labour force growth;
beyond 2006, however, their contribution will drop significantly
(although they will still be the only overall contributors, with females
in this age bracket contributing most of all).

The trends for the next ten years demonstrate, once again, the impact of
the aging of the baby boom, bust, and echo generations. Lower labour force
growth for persons under 45 is linked to the predominance of the bust and echo
generations in this age category. The higher growth rate in the 45 and over cat-
egory illustrates the predominance of the baby boom, especially its large front end
and peak cohorts. So as Canada’s population ages, its labour force ages in lock-
step, with trends in growth and participation rates reflecting the impact of aging.
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FIGURE 4

LABOUR FORCE GROWTH IN CANADA, 1986-2016
TEN-YEAR CHANGE IN THOUSANDS
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CANADA’S EMPLOYMENT GROWTH BY INDUSTRY FROM 1996 10O 2006

ONE IMPORTANT ECONOMIC TREND UNDERWAY IN CANADA is the changing profile
of job creation. In the ten-year period ending in 1995 the number of jobs in
Canada increased by 1,764,000. The primary sector — which includes agriculture,
fishing, and forestry — lost 53,000 jobs over this period while the manufacturing
sector lost 3,000, and public administration lost 20,000. These losses, however,
were more than offset by major gains in the services, trade, finance, construc-
tion, and utilities sectors. These trends in job growth by industry are expected to
continue into the foreseeable future.
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TABLE 7

EMPLOYMENT GROWTH IN CANADA BY INDUSTRY, 1985-1995

THOUSANDS OF PERSONS

Change % Change % Change

1985 1995 85-95 85-95 1995
All Industries 11,742 13,506 1,764 15.0 100.0
Primary 1,074 1,022 -53 -4.9 7.6
Manufacturing 2,064 2,061 -3 -0.1 15.3
Construction 608 724 115 19.0 5.4
Utilities 919 1,033 114 12.4 7.6
Trade 2,088 2,307 219 10.5 17.1
Finance 660 809 149 22.6 6.0
Services 3,795 5,036 1,241 32.7 37.3
Business services 527 867 340 64.4 6.4
Educational services 768 944 176 23.0 7.0
Health and social services 1,012 1,340 328 32.4 9.9
Accommodation, food, beverages 664 861 197 29.6 6.4
Other service industries 825 1,025 200 24.3 7.6
Government 830 810 -20 -2.4 6.0
TABLE 8
EMPLOYMENT GROWTH IN CANADA BY INDUSTRY, 1996-2006
Change % Change
1996 2006 96-06 96-06
Primary 760,948 792,632 31,684 4.2
Manufacturing 2,070,587 1,865,013 -205,574 -9.9
Construction 764,451 959,568 195,117 25.5
Utilities 1,029,566 1,106,875 77,309 75
Trade 2,313,934 2,408,197 94,264 4.1
Finance 818,675 1,019,955 201,280 24.6
Services 5,120,863 6,193,025 1,072,163 20.9
Government 785,718 800,235 14,517 1.8
Total 13,664,741 15,145,501 1,480,759 10.8
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THE IMPLICATIONS OF CHANGING DEMOGRAPHICS
APPLYING THE TEMPLATE

THE UNDERLYING ASSUMPTIONS REGARDING THE APPLICATION Of the template are
that “every year each person gets a year older” and that “people tend to act their
age”. The first assumption is almost a tautology (i.e., a few people do not make
it to the next year) and it is linked to Canada's population structure. The baby
boom generation accounts for about one-third of the current population, the
bust generation is 45 percent smaller, and the echo, while larger than the bust,
is only 70 percent of the boom cohort. In combination the three generations
represent almost three-quarters of Canada’s population.

To understand the impact of demographics it is important to position the
age range of the members of the three cohorts in a given period. For example,
in 1996 the baby boom ranges in age from 30 to 49 years; the bust generation
from 17 to 29 years; and the echo from birth to 14 years. This observation
brings into play the second assumption about “acting your age” or that age is
the most important determinant of economic behaviour.

Are the recreational or educational or housing needs of the three cohorts
the same? Are the members of one cohort more inclined to save or to spend
money? If the largest cohort, the boom generation, ranges from 30 to 49 years
in age what is the future of activities such as tourism, major league sports, or
the opera?

SuPPLY FACTORS
Youth Employment

Traditionally the youth employment market has been described in relation to
the 15-24 years cohort. More recently, the youth cohort has sometimes been
analysed in terms of the 15-29 years cohort. This re-definition of the age
boundaries of the youth cohort reflects the reality that more youth are
obtaining higher education up to the graduate level of study, a phenomenon
attributable in part to the poor economic conditions (and hence poor prospects
for full-time employment) in Canada during this decade.

“Generation X” should also be considered as part of the youth market.
This is the cohort that represents the last quarter of the baby boom (just under
27 percent); it is not the “twenty something” generation popularly depicted in
the media. “Generation X” merits inclusion in a demographic analysis of youth
employment because it is the generation that has been hardest hit by the demo-
graphic and economic realities of the last fifteen years. Members of this cohort
entered the labour force in the late 1970s and were victimised by the recession
of the early 1980s. In addition, they have been the prime victims of the sub-
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stantial downsizing of government and business organisations that has taken
place during the 1990s. The pernicious impact of downsizing is most evident
where seniority, not merit, is the primary basis of employment tenure (for
example, the recent laying off of young primary and secondary teachers in
Ontario as a result of reductions in provincial government transfers).

In 1981 the distribution of the Canadian population in the prime labour
force participation years (i.e., 15-64 years) exhibited the triangular shape that
has been evident since 1921. A triangular distribution means there is a broad
base of younger workers that gradually tapers at the top to a smaller group of
older workers who are on the cusp of retirement. The year 1981 is a good
proxy for the period when the bulk of the baby boom was entrenched in the
labour force.

Our projection of the Canadian population in 2006 shows that compared
to 1981 there will be substantially fewer people under the age of 35 years and
more over the age of 35 years. The deficit in the under 35 years cohort exists
even with substantial immigration and the continuing entry of the echo gener-
ation into the labour force. Some of the deficit in the under 35 age cohort will
be absorbed by the greater use of technology, a trend that has been evident in
large manufacturing companies (for example, the automobile manufacturers)
for some time. However, is technology as a substitute for labour the answer in
the much larger and faster growing (in terms of employment) services sector? If
technology is an inappropriate substitute for labour in the services sector, there
will be a high demand for young workers in a market where they will be in
shorter supply.

In small and medium-sized manufacturing firms, the construction indus-
try, and the primary sector there is a potential shortage of tradespersons. During
the post-war period, the youth cohort has supplied the candidates for appren-
ticeship and immigrants, mostly from Europe, have supplemented the ranks of
journeypersons. Both of these groups will be in short supply in the future.
Demographic studies of selected trades in the Ontario construction industry
have revealed a labour force that is currently older than the population at large.
Two independent studies have raised this issue in relation to firms in the
Hamilton, Ontario labour market. TransSKills, a training broker in Hamilton-
Wentworth region, reported that demographic factors will create a shortage of
skilled workers by 2005. A survey by the Hamilton YWCA Employment
Services of the area's small- and medium-sized enterprise (SME) sector
observed that skilled jobs were available in 26.5 percent of the 170 firms con-
tacted.

Self-employment
Between 1976 and 1987 the number of self-employed persons in the labour

force increased from 1 million to 1.6 million, a growth rate of 60 percent. In
1987 about 54 percent of the self-employed were own-account workers, i.e.,
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they did not usually employ paid staff. By 1995 the ranks of the self-employed
had swelled to 2.1 million.

These data are derived from studies on self-employment conducted by
Statistics Canada. The studies also establish the fact that the older the work-
er, the more likely she or he is to leave corporate employment and go into
business for themselves. In 1987 some 20 percent of workers aged 45 to 64
were self-employed compared to 13 percent of workers aged 25 to 44 and only
5 percent of those aged 15 to 24. This relationship was also detected in the
1995 data. The direct link between age and self-employment reflects the dif-
ferentials in experience, skills, resources, and opportunities between older and
younger workers.

The front end of the baby boom reached the age of 40 in 1987. With the
peak of the baby boom at age 36 in 1996, the largest group within the “big gen-
eration” has not arrived at its peak self-employment years. Furthermore, this
trend towards self-employment is accelerated by the rash of downsizing in both
the public and private sectors.

However, not all the casualties of downsizing are well positioned to
become self-employed. Workers under the age of 35 are at a disadvantage
compared to those in their 50s or 60s who are likely leaving corporate or
institutional employment with a substantial severance package including
transitional assistance.

Computer Literacy

Longitudinal data available from Statistics Canada show that computer litera-
cy is related directly to household income (i.e., the greater the income, the
higher the literacy) and inversely to age (i.e., the older you are, the lower your
literacy level). A 1989 study revealed a substantial drop in literacy levels for
persons age 45 and over. A similar study in 1994 found that the drop off point
had shifted to age 55 but only 55 percent of respondents aged 45 to 54 could
use computers (38 percent in 1989).

A 1996 Statistics Canada survey by Paul Dickinson, an economist at
McGill University, and George Sciadas, an employee of the agency, shows that
the penetration rate of computers has increased from 19 percent of Canadian
households in 1991 to 28.8 percent in 1995 (25 percent in 1994). They also
identify how penetration rates vary by region within Canada. About one-third
of households in Alberta, British Columbia, and Ontario have computers com-
pared to one-quarter of households in Quebec, Saskatchewan, Manitoba, and
Nova Scotia and one-fifth of households in Newfoundland and New
Brunswick. Prince Edward Island at 16 percent has the lowest rate.

An indication of whether Canadians are using the Internet is provided by
a survey conducted by Gallup Canada and Goldfarb Consultants for Andersen
Consulting Canada. The most recent annual survey obtained the views of
1,337 people. The results show that more people are hooked up (29 percent in
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1996 versus 12 percent in 1995) and that the Internet is used mostly for trans-
actions. However, there is a reluctance to purchase goods that the potential
customer can not inspect.

Another survey conducted this year gives a glimpse of how businesses are
using the Internet. A Compas Inc. survey for the Toronto consulting firm
A. T. Kearney Inc. polled senior executives of 412 companies from across
Canada and representing various sectors and firm sizes. Forty (40) percent of
the firms polled are hooked up to the Internet (compared to 20 percent six
months ago) and the share is expected to reach 80 percent within 12 months.
Twenty-two (22) percent of the hooked-up firms have Web sites and the share
is expected to reach 60 percent within 12 months. Eighty (80) percent express
either strong or moderate support for the Internet as an important business tool
while only 12 percent regard it as a “fad” (8 percent are undecided). Finally, the
degree to which a firm's workers are on-line varies:

under 10 employees: 36% of firms
10-25: 21%

26-50: 24%

51-75: 8%

over 75: 8%

Don't know: 2%

In the opinion of Jeffrey Gilchrist of A. T. Kearney, Canadian firms on
average are at the end of the first stage of implementing the Internet, i.e., infor-
mation retrieval. The stages yet to be completed are information provision to
customers and transactions (for example, making reservations or filling out
forms). Nadir Desai, president of the Canadian subsidiary of PSINet Inc., the
world's largest provider of Internet access to corporations, observes that at this
point companies use the Internet primarily to communicate with each other. In
his view it will be a long time before the Internet emerges as an electronic shop-
ping centre. This is because people are reluctant to buy what they cannot see.
An exception to this trend may be cheap items (for example, a song from a CD
for $1.00). Stephen Kiar, a partner in A. T. Kearney, believes the obstacles to
increased business use are not costs, privacy, or unclear economic benefits but
rather the complexity of the technology. Therefore, proponents of the “Net”
should focus on education.

The banking industry is the best example within the service industry of
the deployment of computer technology. Furthermore, it is being implemented
in a downsizing context. Braxton Associates (Deloitte & Touche) in a 1995
survey of 200 banks in Canada, the United States, Great Britain, and Europe
found that technology will reduce branches by one-half and employees by one-
quarter over the next decade. In the U.S. 450,000 jobs will disappear. A similar
trend is evident in Canada — staff at the “big six” banks has been decreasing by
2.5-3.0 percent per year during the last three years. The predominant notion is
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that technology will handle routine transactions and staff will be oriented to
sales and customer service for those who can afford personal financial services.

A recent survey by Payment Systems Inc., a banking industry market
research firm in Tampa, Florida, found that while one-third of households own
a computer and a majority of those have a modem, just 1 percent of consumers
currently use computer banking and only 18 percent would use it if it were
available. Of the 2,590 people surveyed, 63 percent were not even aware if their
financial institutions offered it. Respondents who are not likely to use computer
banking did not see a need for it or lacked confidence in it. Almost one-quarter
had concerns about security and privacy. In addition, although 78 percent of
respondents owned personal financial management software, only 46 percent
to 59 percent actually use it.

In Canada, Canada Trust's CTConnect is currently the only national
computer banking program. Royal Bank research shows that 20 percent of its
customers would like to use the service. Canadian banks have also found that
automatic teller machine (ATM) use is declining due to the use of debit cards,
telephone banking, and credit card rewards programs. Other research has
shown that older customers do not use ATMs to any great extent. The bank's
response has been to make more services available through ATMs in the hope
of attracting more customers.

One observer of the American banking scene suggests that the move
towards technology will not be easy. A. Christian Frederick, managing director
of Dove Associates Inc. in Boston states:

PC home banking is going to be a very difficult selling job for financial
institutions. Getting consumers to change how they bank and pay their
bills is going to be a tremendous challenge and it will take an effective
marketing campaign.

We put forward two hypotheses about the impact of age on computer lit-
eracy (and technological literacy in general). The first hypothesis is in line with
the findings of the Statistics Canada studies that over the past ten years have
shown a consistent inverse relationship between the ability to use a computer
and age. Under this hypothesis individuals do not continue to develop com-
puter skills acquired at an earlier age. Instead those skills, so formidable when
one was a twenty-five year old graduate student, are “congealed” in your 40s
and 50s as other activities make demands on your scarce time, anything from a
greater interest in travel to taking care of your ailing mother who lives in
another community. From this perspective the seventy-three year old comput-
er illiterate of today was probably (and still is) most adept with the information
technology of the 1960s. Another aspect of this hypothesis is the emphasis on
quality and service by the older customer or client. In this regard it is our con-
tention that quality and service are better dispensed by a well-trained person
on the front line than information conveyed by a computer screen or voice
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on the front line than information conveyed by a computer screen or voice
messaging system.

The second hypothesis focuses on the penetration rates of computer tech-
nology. Several of the surveys mentioned earlier provide an indication of how
far computers have been woven into the fabric of everyday life for both individ-
uals and businesses. Under this hypothesis the penetration rates for computers
are compared with those of other forms of technology (for example, microwaves
or compact disk players) to judge when they will be used on a widespread basis.
This hypothesis assumes that you carry forward your level of computer literacy
(if not increase it) and that computers, like other forms of technology that are
now commonplace, will become increasingly “user friendly”.

Indeed, the imperative of user friendliness is a bridge between the two
hypotheses. However, the penetration hypothesis assumes that this happens
over time while the congealment hypothesis assumes, at least implicitly, that it
does not to any sufficient extent.

Education and Training

Given that children are required by law to attend school until the age of 16
years, demographics can project school enrolments with great accuracy.
Appropriate adjustments can be made for projections of enrolment beyond the
mandatory age.

One approach to projecting the future demand for education services is to
determine at any point which cohort is moving through which level of the edu-
cation system. During the next ten years the children entering primary school
will be the back end of the echo generation and the “millennium kids”. These
cohorts are relatively small. The echo component is essentially the kids born
after the peak in births in 1990; the millennium kids are the children of the
baby bust generation. The need for new facilities and teachers will decrease,
especially in those provinces where the echo generation is less pronounced.

The peak and back end of the echo generation move through the secondary
system during the 1996-2006 period. This will put pressure on the supply of
facilities and staff, particularly in Ontario and the western provinces.

The post-secondary system is a unique case in that it will attract clients
from all age groups to meet the labour force re-training and leisure needs of an
aging population. Furthermore, corporate downsizing magnifies both needs in
two ways. First, the “survivors” of downsizing will require higher and continu-
ous levels of training and education to maintain productivity, especially as the
technological component of their work increases. Second, depending on the
exit path chosen, the “victims” of downsizing will be prime consumers of edu-
cation and training services. Some will need new skills to take up positions with
new employers or to pursue self-employment; others will seek knowledge in line
with retirement goals.
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The key question is whether colleges and universities are positioned in
terms of their learning methodologies and administrative policies to cater to an
adult learner who will demand a level of quality and service much different
than that of a nineteen year old undergraduate? The front end of the echo
generation begins to enter the post-secondary system in the late 1990s. Will
institutions respond instinctively and traditionally to this enrolment blip and
leave the potentially more lucrative adult education market to the private sector?

Demographic change also creates challenges for industry-based training.
Compared to their counterparts in countries such as Germany or Japan,
Canadian employers have been reluctant to invest in their employees to the
same or greater extent that they invest in machines and equipment. This is a
problem that some have described as the absence of a “training culture”. The
Ontario studies referred to earlier (see Youth Employment section) highlight this
issue in relation to skilled trades jobs. It is also an issue for corporations in the ser-
vice sector that emphasise cost containment in their restructuring strategies.

Corporate Restructuring and Career Paths

In relating demographics and public sector labour force trends, four types of
generic career paths should be identified: steady state, linear, spiral, and tran-
sitory. One of the implications of current demographic trends in Canada is
the transition from linear to spiral and transitory career paths. However, the
current emphasis on downsizing — the stripping of jobs to enhance short-term
profitability or reduce the deficit — is creating a situation of demographic
imbalance within public and private corporate structures that will reduce long-
term productivity and profitability.

The steady state career is characterised by little or no movement because
the worker essentially holds one occupation during her or his working life.
University professor is a good example of this career path. The type of organi-
sation corresponding to the steady state career is a flat, almost rectangular,
structure. There is a hierarchy but it pales before that found in government
departments or major business corporations. There are few opportunities for
advancement and the reward system favours employment security initially and
compensation levels once security is achieved.

The linear career path emphasises upward movement through the numer-
ous levels of a hierarchical (“triangular”) organisation. Individuals pursuing this
career path may ultimately have two occupations, one on the service delivery
side of the organisation and the other in senior management. The reward system
is based on the progressive accumulation of both authority and compensation
through promotion. A career within the police service or the military illustrates
the linear conception well, but so do the careers of the thousands of workers
who are employed in government agencies or large private corporations. During
much of the postwar period, successive waves of workers have expected to pur-
sue linear careers within triangular structures.
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The spiral career path is characterised by both upward and lateral organ-
isational movement. Individuals who pursue this career path can expect to
have several occupations during their working years. One may start out as an
accountant and then be promoted eventually to the position of director of
financial services, i.e., the first rung of the senior management level. At this
point the next occupation may involve a lateral move to become the director
of program evaluation. In sum, over time one progresses within the organisa-
tion through a series of vertical and lateral moves.

A spiral path requires a substantially different organisational structure and
reward system than that of the linear path. The organisation is still a triangle but
it is much flatter in shape. Individuals are not motivated by the continual
prospect of promotions but by the challenges of different occupations and the
opportunities associated with re-education and re-training.

The transitory career path emphasises lateral movement among different
projects either within one organisation or among several. Individuals pursuing
this path will have many occupations during their career. The concept of the
temporary team is the organisational structure that fits best with the transitory
career path. Independence, variety, and a flexible work schedule are the
rewards; the absence of security and a fixed level of compensation are the con-
straints. Own-account workers within the ranks of the self-employed in Canada
illustrate this career path.

The baby boom represents a twenty-year “rectangle” of workers moving
through a triangular corporate world. The central issue is that the boom gener-
ation challenges the leaders of traditionally-structured organisations, where lin-
ear careers are the norm, to “push a rectangle up a triangle”. The problem is
“plateauing” or career blockage for large groups of workers conditioned to
regard upward mobility as the signpost of success. The response is delayering
and reengineering to strip out unnecessary levels of management and work
processes and create a flat and responsive organisation. However, in too many
cases another step has been taken — the downsizing of staff to contain financial
costs. From the perspective of demographics plateauing, reengineering, and
delayering, but not downsizing, are “inevitable surprises”.

The impact of demographics on organisational structure and career
paths is not simply an issue of the 1990s. This issue will become increasingly
problematic over the next ten years. In 1981, as the last of the baby boom
generation began to enter the labour force (defined as workers between 15-64),
the distribution of the working age population still exhibited its traditional tri-
angular shape, i.e., a mass of younger workers at the base and increasingly fewer
and older workers as the ranks approach the apex. By 2006 the baby boom will
range in age from 40-59 with the peak at 46. Projections show this cohort as
the broad top end of a barrel-shaped labour force. The bottom levels of the old
triangular labour force (i.e., workers under 35) will be less occupied than in the
past. Downsizing, as currently practised, accelerates this natural trend.
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Federal government employment data for 1995-1996 lend further support
to the thesis that the baby boom dominates organisational ranks. During 1995-
1996 the federal public service was reduced by just under 8 percent.
Notwithstanding absolute drops in all major age cohorts, the proportion of work-
ers under age 35 fell by more than 2 percent and the proportion of workers 35 and
over increased by more than 2 percent. The increased share for “older” workers
favoured the baby boom generation. Boomers increased their share by about 2.5
percent. Furthermore, the older front end and peak boomers (age 35-49) fared the
best with an increase of well over 3 percent. “Generation X” declined slightly.

The juxtaposition of the huge baby boom generation with the manage-
ment strategy of downsizing raises a number of important questions for
Canada's governments and corporations. How should organisations adjust their
structures, policies, and procedures to manage the transition of the boomers
(and pre-boomers) from linear to spiral and transitory career paths? How
important will workplace training become as a means of maintaining morale
and productivity? What are the longer-term economic and social consequences
of the blunt instrument of downsizing?

Downsizing, either in place of or in conjunction with reengineering, rep-
resents the conventional wisdom on how governments (and businesses) can
escape their financial woes. As ministers face citizens' wrath over excessive
levels of deficit spending and public debt, the reflex response to this pressure is
to implement a scheme that works, at best, in the short term.

Downsizing as the preferred “short term solution” typically involves three
elements:

1. cutting staff usually across the board or on the basis of seniority;

2. organisational restructuring that emphasises greater centralisation of
senior management authority; and

3. substituting technology for people nominally to improve service delivery.

Although there may be short-term financial benefits, the long-term
problems created by downsizing outweigh the benefits (our discussion of these
problems parallels the 1993 study conducted by The Wyatt Company in the
United States). The first problem is that the survivors of the corporate blood-
letting are often left in a demoralised and less productive state. In addition,
“corporate loyalty” often evaporates in the aftermath of downsizing.

There are other negative consequences associated with downsizing.
Where younger workers (under 35) are the prime victims of cuts, governments
and businesses run the risk of having a less computer-literate work force.
Longitudinal studies undertaken by Statistics Canada have consistently
demonstrated the inverse relationship between computer literacy and age (i.e.,
the younger the worker, the higher the literacy level). The tendency in downsiz-
ing scenarios to replace people with technology (although some critics contend
that downsizing is more focused on the short-term cost reduction obtained
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through cutting jobs, not strategic investment in technology), fails to recognise
that technological solutions are potentially ineffective in an aging society, both
for the client and service provider. At this point machines are not an appro-
priate replacement for front line staff. Technology must become extremely “user
friendly” to have the desired impact on effectiveness. Moreover, technology
does not replace everybody, therefore, substantial training expenditures will be
required to develop the skills of the workers who must use the technology.
Training costs will be higher for the older work force left in the wake of down-
sizing compared to one that is demographically balanced.

Downsizing also indiscriminately liberates some of an organisation’s best
employees. This observation reflects the hypothesis that two categories of
workers tend to exit as a result of downsizing, i.e., the “young” (under 35) who
have limited seniority but high potential and high computer literacy and the
“old” (over 50) who have the experience and knowledge. Furthermore, it is our
view (based on anecdotal evidence) that, regardless of age, those who depart
are the government’s most entrepreneurial and creative people — the people
who feel that they can make it on their own particularly with or without the
assistance of an attractive severance package.

The exodus of “good people” creates a number of “organisational deficits”.
An organisation without a significant youth cohort runs the risk of exhibiting
low levels of “energy”, client responsiveness, and computer literacy. In this
regard governments and businesses will not only face a competitive future
market for workers under the age of 35, but they will also face an even more
competitive market for the best workers. At the older end of the employee
spectrum the exit of “good people” means the loss of strategic expertise and
“institutional memory”, deficits that often lead to inefficiency and ineffective-
ness. Recent press reports from Alberta indicate that the cumulative impact of
years of wage decreases and reductions in operational resources is inducing
senior civil servants to seek (and obtain) higher salaries in the private sector.
There is now concern that the Alberta Government is losing strategic expertise
and its most innovative managers.

Unfortunately, for many organisations the “good people” liberated by
downsizing are probably not coming back. Those with professional and man-
agement backgrounds are swelling the ranks of the self-employed and will be
available as consultants. They will not form part of the “core” employee group
that the senior executives of downsized organisations suggest is sufficient to
reach even higher levels of productivity. They will revel in the variety and flex-
ibility of their transitory careers and continue to make an important contribu-
tion to the economy as a whole.

Indeed, many governments make it relatively easy for the “good people”
to leave. The case of the federal government is instructive. During the 1995-96
fiscal year, just under 77 percent of the separations were under various incen-
tive programs, particularly the Early Retirement Incentive (29 percent), Civilian
Reduction Program (20 percent), and Early Departure Incentive (18 percent).
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The Early Departure Incentive (EDI) is potentially lucrative — depending on
years of service and age it could pay out up to 90 weeks of salary and $7,000 for
counselling and re-training. The federal government initially estimated that
about 4,000 of the 50,000 eligible employees would take up the EDI. In 1995-96
3,557 federal employees accepted the EDI. The “job swap” program is also both
popular and an indicator of the desire of some civil servants to start new careers.
In 1995 it was reported that the ratio of swaps for members of the Professional
Institute of the Public Service was 2:1 in favour of exit.

In sum, by the 1980s the sheer size of the baby boom generation began to
put pressure on the vertical structure and linear career paths characteristic of
large-scale public and private sector organisations, thereby making the transi-
tion to flatter corporate structures with spiral and transitory career paths
inevitable. By the 1990s economic factors, some global in origin, increased the
pressure on government and business leaders to improve short-term financial
performance. Downsizing, with its emphasis on containing costs through job
cuts and related measures, meets this goal but it creates longer-term problems
that will be accelerated by demographic trends.

The alternative to downsizing is to “flatten the triangle” and humanely
and creatively move displaced staff from linear to spiral and transitory career
paths. Downsizing flattens corporate structures but it also sheds employees in the
name of short-term financial benefit. Our perspective assumes that demograph-
ic balance within organisations is a key ingredient for long-term productivity
and financial health. Also, it calls for much more flexibility in the workplace.
One approach would be to offer the front end of the boom the option of a
20 percent reduction in compensation in return for a 20 percent reduction in
workload. In addition, their employers must guarantee them job security based
on performance. This option must be voluntary and requires flexible, individu-
alised career plans (and generates the type of creative work that human
resource management staff should be doing). The savings generated can be allo-
cated to both the “bottom line” and the careers of “Generation X” and today's
“twenty somethings”. Adopting this option would reflect an uncharacteristic
long-term perspective on productivity in government and business operations.

DEMAND FACTORS: PRIVATE SECTOR
Primary, Secondary, and Tertiary Economic Activities

The consumption of a “younger” population (under 50 years) is mostly focused
on the output of the primary and secondary sectors of the economy. Therefore,
the demand for durable goods such as houses, automobiles, and refrigerators as
well as for food and alcoholic beverages is high. The front end of the baby
boom is about to enter a period when saving for retirement and the consump-
tion of particular types of services (for example, leisure or health services) will
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be paramount. Therefore, the “service economy”, already well entrenched in
Canada, will become an even more salient description of our marketplace.

Given the impact of aging on consumption (primarily the shift from
durable goods to services), what Canada imports and exports will change.
Assuming that industry productivity levels can be maintained or increased,
Canada will export manufactured goods to the parts of the world with younger,
goods-consuming populations. Domestically the consumption of services, par-
ticularly in areas such as health, travel, and financial planning will drive the
economy.

The application of technology and the upgrading of the skills of workers
who will use the technology continues to hold out the prospect of productivity
gains in the primary and secondary sectors. However, where technology is a fac-
tor older workers will likely be less productive than younger workers who tend
to be more literate. The relative productivity of older and younger workers may
be further affected by differences in educational attainment and attitudes
towards training. For example, studies of various trades in Ontario's construc-
tion industry have shown that a worker's level of formal education and interest
in training programs are inversely related to age. This development means that
employers will have to balance two issues — the need to provide continuous
training for older workers, who have lower literacy and interest levels, and the
need to recruit younger workers, who have higher literacy and interest levels,
in a market where their supply will be tight.

In the services sector we have raised the question of whether technology
is always an appropriate substitute for labour. The alternative is the develop-
ment of highly skilled, flexible workers. Notwithstanding these implications,
some service sector industries, most notably the banks and government, are
travelling down the “technology for people” route. The surface rationale for the
increased use of technology is improved service to the customer or citizen. The
underlying purpose is profitability for business and cost reduction for govern-
ment. However, the main obstacle for service industries attempting to meet
financial objectives through the deployment of technology will be the older
consumer's emphasis on quality and service. The technology option assumes
that a machine can provide a higher level of quality and service in a nursing
home, government employment office, or bank.

Quality and Service

As the baby boom ages into its 50s and 40s during the next ten years, the mar-
ketplace will be serving a consumer that places greater value on quality and
service. This trend reflects the observation that the older consumer increasingly
has the discretionary income but not the time to conduct a comprehensive
search for the best combination of price, quality, and service. Data provided by
Statistics Canada show that household income, consumption, and savings
peak about the age of 54. However, although the mortgage may be paid off and
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saving for retirement is a new priority, household heads in their 50s may still
face a scenario in which their well-educated but underemployed “Generation
X” children live at home to cut costs and “eighty something” parents are less
able to care for themselves. When career pressures are added to personal ones,
the net result is too little time to meet everybody's needs.

With the front end of the baby boom approaching 50, there is some evi-
dence to support our hypothesis in the results of a March 1996 survey of 8,800
Canadians conducted by A.C. Nielson for the Consumers' Association of
Canada and the National Quality Institute. The survey is the first of its kind to
be conducted in Canada. Nearly all respondents stated that quality is important
and two-thirds are willing to pay more to obtain better goods and services. The
highest marks were awarded to pharmacies (93 percent), credit unions, and
small retailers; government departments, cable TV companies, and Canada
Post received the lowest marks. Two factors associated with higher levels of
consumer satisfaction appear to be small scale of operation and the intensity of
human interaction at the front line service. Moreover, about 70 percent of
respondents said they were unhappy obtaining assistance through a voice-mail
system, an approach more likely to be adopted by large-scale organisations in
both the public and private sectors.

Notwithstanding these survey findings, both large and small businesses
have the potential to provide quality and service to their customers. However,
they face different constraints. Downsizing by Canada's corporate giants is
accelerating the trend towards substituting technology for people, even at the
front line (for example, automatic teller machines or voice mail). The small
business sector is less reliant on technology and more labour-intensive but it is
generally reluctant to invest in staff training, including customer service train-
ing. If the constraints can be overcome, both types of business will be better
positioned to cater to the quality and service demands of the older consumer
that will soon rule the marketplace.

Retail Trade

A young population that is focused on the consumption of essential goods and
services and that is in debt to finance this consumption is concerned with price.
An older population that is less burdened with debt and has more discretionary
income can be more concerned with quality and service. The concern with
quality and service reflects the time squeeze attributable to career and personal
demands as well as the “retail wisdom” of the older consumer. How will the
retail sector adjust to the fact that the largest segment of the market is con-
suming fewer durable goods and more services and that what older consumers
value most is quality and service? In our view neighbourhood specialty stores
where “everybody knows your name” are better positioned to face the more
demanding consumer of the future than “big box” retailers that keep prices
down through volume purchase of standardised goods, the minimal deployment
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of staff with limited expertise and training, and spartan facilities. Moreover, in
the future the customers of “big box” retailers will be less willing to accept the
“pbulk purchase” imperative (i.e., one can buy eight tins of the same soup but
not two tins or eight tins of several different soups) that is appropriate for
younger households with children but less so for the one- and two-person
households characteristic of an older population.

A second implication of demographic trends for retailing is the specific
goods and services that will be favoured by an aging population. Our previous
research for Industry Canada's Office of Consumer Affairs has identified a list
of “winners” and “losers” during two projected time periods: 1996-2006 and
2006-2016. The results were arrived at by two methods of analysis. The first
assumes that age is the most important driver of consumer spending; the bench-
mark of market success is whether projected expenditures on a good or service
will grow at a rate that exceeds the average annual rate of household growth.
Over 400 individual goods and services were analysed to determine the pro-
jected consumer preferences of Canada's aging population. Secondly, some
130 items were analysed on the assumption that the key driver is real dispos-
able (after-tax) household income growth; the benchmark is whether a good
or service is growing faster or slower than the average annual rate of income
growth. In bringing income into our analysis, our earlier observations about the
linkage between household consumption, income, and saving and age should
be kept in mind.

Projecting consumer spending on the basis of age and household income,
respectively, does produce to some extent different lists of specific goods and
services that are “winners” and “losers” during the next ten to twenty years.
However, the broad trend associated with population aging is upheld, i.e., the
shift in consumption from durable goods and related services to specialty goods
and services, particularly related to travel, health, and recreation. The results
of this research are integrated into our discussion of the remaining demand
factors in both the private and public sectors. Emphasis is placed on the age-
driven winners and losers.

Food and Beverage Consumption

People in their 20s, 30s, and 40s not only consume more food and drink than
those in their 50s and 60s but their income often determines the quality of the
products that they purchase and where consumption primarily takes place.
Therefore, the beer ads had it right during the 1970s and the 1980s when they
focused the need of “twenty somethings” to wash down their burgers with mass
quantities of inexpensive lager and ale. This was the period when the front end
to the peak of the baby boom was traversing its prime beer consumption years!

The 1989 National Alcohol and Other Drugs Survey conducted by Statistics
Canada on behalf of Health and Welfare Canada pointed out that the propor-
tion of current drinkers in the Canadian population peaked at the ages of 20 to
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24 (88 percent) and 25 to 34 (87 percent) and declined in successively older
age groups (for example, 54 percent of people aged 65 and over are current
drinkers). Consumption (measured in terms of the average weekly number of
drinks) follows a similar pattern, although the rate of decline through the older
age groups is less. Men are more likely to consume alcohol than women and
they consume more on a weekly basis. However, consumption peaks at different
ages for men and women. Alcohol consumption is highest for men aged 20 to
24 and for women aged 45 to 54 (at a level less than half that of men in the
same age group).

Our research confirms the finding that alcohol consumption will decline as
a result of the aging of Canada's population during the next ten years and beyond.
We project that the purchase of alcoholic beverages at licensed premises will be
less favoured and that the purchase at stores will grow at the same pace as
households generally. There will also be shift in what type of alcoholic bever-
age is consumed. Beer consumption is not favoured, wine consumption will
keep up with household growth, and liquor consumption (store purchases more
so than licensed premises) will increase at a rate well above household growth.

The aging of the population will also have an impact on what Canadians
eat. Data from Statistics Canada show that over the past several decades:

= the consumption of red meat (mostly beef), eggs, standard milk, and
butter is on a downward track;

= the consumption of poultry, fish, 2 percent milk, fresh vegetables, and
cereals is on an upward track.

We expect these trends to continue during the next ten years.

The inclination of Canadians to eat out will be impacted by population
aging. A 1988 Gallup Canada Inc. survey revealed an inverse relationship
between eating out (defined as the proportion of the population who ate out
during the past three days) and age. Participation in this type of social activity
declines steadily from 63 percent of people aged 18 to 24 to 27 percent of those
aged 65 and over.

Our projections confirm this trend. The aging of the population means
that food purchased from stores will grow faster than food purchased from
restaurants. However, food purchases, from either restaurants or stores, will
grow at a rate exceeding that of households when made in conjunction with
overnight or longer travel. Food purchased from restaurants while at work or
school and between meals purchases will grow very slowly.

Housing

The baby boom generation tore through the rental market in the 1970s and the
housing market during the 1980s to the delight of landlords and home builders,
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respectively. However, the baby boom is now largely housed, although there
will be some activity in the trade-up and renovation markets as it faces the
potential reality of dealing with teenagers, a live-in parent, and a home busi-
ness under the same roof. The cohort entering the housing market over the
next ten years is the much smaller baby bust generation; the bust generation
and front end of the echo generation will move into the rental market.

Our projections show that significant increases in household formation
will occur in age groups 45 and older. In terms of household type the greatest
increases will be in couples (42 percent) and single persons (40 percent). Both
the absolute number of households and household size will decline in response
to population aging.

Between 1996-2006 we project that both rented and owned shelter
expenditures will grow less quickly than households. The gap will be largest for
rented shelter. Spending on shelter other than the primary residence will grow
considerably faster than households, particularly in the vacation home and
motel categories.

Commercial, Industrial, and Institutional Property Development

Property development in the “ICI” sector flourished during the 1970s and
1980s as the large baby boom generation entered the labour force. However,
since the mid-1980s, the bust generation is the cohort that has entered the
labour force and it will be followed by the echo generation at the turn of the
century. Given this demographic reality, the downturn during the 1990s in this
market sector was predictable and so is the modest rebound in the first decade
of the next century (although demand will likely be absorbed by the existing
building stock).

The ICI sector is also affected by the interrelated factors of corporate
downsizing, technology, and the “home work” phenomenon. Downsized staff
are increasingly turning to self-employment as a career option and the afford-
ability of information technology, particularly the fax machine and the com-
puter, makes the home office a cost-effective alternative to one in a strip mall
or downtown corporate tower. According to Statistics Canada, by 1991
743,000 non-farm workers worked at home. Two-thirds were “tele-commuters”
(and therefore likely employed by a large corporation) and one-third were self-
employed. Although most of the home workers were men, woman had
embraced this option at a faster rate between 1981-1991 (69 versus 29 percent).

Financial Services
Individuals in their 20s and 30s typically incur debt to finance higher education,
a car, furniture, or a house. Once the children leave home and the mortgage is

paid, discretionary income increases (recall our earlier observation that house-
hold savings increase with age and peak around the age of 54 years). The front
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end of the baby boom is poised to turn 50. Boomers are reaching their prime
savings years and looking ahead to retirement. This observation is reflected in
the results of a survey conducted in 1996 by Gallup Canada Inc. for Investors
Group Inc., a mutual fund company. Just under 56 percent of respondents had
an RRSP or RRIF. The distribution by age shows the high interest of the baby
boom generation in an investment vehicle developed and promoted during the
post-war period:

18-29 years 43.9%
30-39 69.0%
40-49 64.2%
50-64 59.9%
65+ 43.2%

The data also indicate that the amount invested generally increases with
age. For example, about 40 percent of persons in their 40s had invested $50,000
— 100,000 compared to about 5 percent of those in their 30s; just over 15 per-
cent of persons in their 50s had invested over $100,000 compared to just over
6 percent of those in their 40s.

The aging of the baby boom over the next ten years and beyond will be a
boon for the financial services industry. Banks and trust companies will reap
less through interest payments as debt is paid down and more through charges
on routine transactions and the provision of financial planning advice.
Brokerage and mutual fund companies are also positioned to do well in an envi-
ronment in which a higher savings level will track interest rates downward and
force investors to seek out better rates of return in the stock market.

DEMAND FACTORS: PuBLIC SECTOR
Transportation

Data from the Ontario Ministry of Transportation on travel within the Greater
Toronto area in 1986 suggest that peak car utilisation (measured in trips per day)
occurs when drivers reach the age of 40. Transit trips, on the other hand, peak
in the late teenage years and decline gradually to the 70+ years group. Data from
the 1986 General Social Survey on commuting lends support to the observation
that automobile travel peaks around age 40. Commuting, the largest component
of travel time (28 percent), peaks in the 35-44 age group (52 percent).

With the peak of the baby boom at age 36, the current problems of traf-
fic congestion and money-losing transit systems in our major urban centres will
persist during the next ten years. There will, however, be an upturn for public
transit as the echo generation enters its prime transit utilisation years.
However, our projections also show a greater emphasis on inter-city air and bus
services as an aging population increasingly seeks leisure travel experiences.
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Crime

From the perspective of demographics, most of the crimes that the citizenry
worries about such as homicide, break and enter, and vehicle theft are perpe-
trated by people in their teens and 20s. On the other hand, a crime such as
fraud is more likely to be carried out by someone in their 30s and 40s. In the
1990s both reported crimes and crime rates (measured on the basis of crimes per
100,000 population) have been on a downward track for violent, property, and
other criminal code offences. This reflects the aging of the baby boom into its
30s and 40s and the passage of the smaller baby bust generation through its
crime-prone years.

Data from the 1995 Uniform Crime Reporting Incident-based Research File,
collected by the Canadian Centre for Justice Statistics and representing 46 per-
cent of the national volume of reported crime, illustrate these generalisations.
The median ages for persons charged with major Criminal Code offences range
from 19 for break and enter and motor vehicle theft to 34 for impaired driving.
The lowest median age (24) is in the property crime category, however, the medi-
an age for fraud (29) shows that it is a crime committed by a more experienced
perpetrator. The median age for violent crime is 29. Within this category, the
younger offender is likely to be charged with robbery (22), attempted homicide
(26), or homicide (28); the older offender with assault (30), abduction (31),
sexual assault (32), or other sexual offences (34). The median age for impaired
driving is 34. Possession of cannabis has a median of 22 but trafficking is the
preserve of an older offender (26). Both the possession and trafficking of
cocaine are the illicit activities of older offenders (median age of 29).

In 1996 the baby boom generation ranges in age from 30-49. This positions
the boomers in an age category where crimes such as fraud, assault, and
impaired driving are likely to increase and crimes such as homicide, break and
enter, and motor vehicle theft are likely to decrease. This is reinforced by the
presence of the bust generation in its most crime-prone period (i.e., 17-29
years). Looking ahead the echo generation is poised to enter its high crime
years. It currently ranges from 2-16 and by 2006 it will range from 12-26. If the
current relationship between age and crime holds, police services can expect a
continuing decline in per capita crime rates, especially those pertaining to vio-
lence and property.

Social and Health Services

Demographics have a profound impact on the structure of the family and hence
social policies. The number of marriages in Canada has been on a downward
trend since 1972. In 1992 the average age of first marriage was 27 for women
and 29 for men, an increase of four years for both sexes from the averages that
prevailed in the 1970s. Not only are marriages fewer and later but they are not
lasting as long. The average duration of a marriage that ends in divorce has
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gradually fallen from 11.5 years in 1980 to 10.8 years in 1993. In addition,
30.5 percent of those divorced in 1993 had been married five or fewer years
(24.2 percent in 1980). Furthermore, the proportion of marriages where one
spouse has been married previously increased from 12.3 percent to 32.9 percent
between 1967 and 1993.

The drop in fertility means fewer children per family and the aging trend
results in a gradual decline in household size. Therefore, demographics impacts
on a whole range of social policies from child care to pensions. The prospects
for child care are framed by the fact that the potential clients come from the
last years of the echo generation and the “millennium kids”, a small cohort.
The issue of public pensions will be a problematic one if changes are not made
to accommodate the “big generation” when it reaches the traditional age of
retirement in 2012. However, given the projection time frame of this paper, the
implications of the retirement of the baby boom are beyond our scope of analysis
(i.e., a 25-year time frame).

The consumption of health services is clearly linked with age. Starting at
age 50, when one is more likely to die of a heart attack or cancer, the trend in
consumption of health services such as those provided by doctors and hospitals
is steadily upward and reaches a peak in the retirement years, especially the last
six months of life. The bad news for this costly area of public policy is that the
baby boom generation will consume increasing amounts of health care and will
expect quality and service in its delivery. The good news is that the first
boomers do not enter the “senior” years for another fifteen years.

John Kettle observes that more than half of the social benefits that an
individual receives over a lifetime come after the age of 56. On average, per-
sons aged 35 to 39 are the least costly age group since they require low health,
education, and welfare expenditures and do not have a pension. Education
expenditures are highest for the 5-19 group; health expenditures begin a steady
upward climb after the age of 50. By 2006 the front end of the baby boom will
be well into its higher health spending period but 10 to 20 years away from the
dramatic increases that occur in the 70+ years group. The bust generation will
be moving through the low social expenditure years and the echo generation
and “millennium kids” will be firmly entrenched in the educational system.

Volunteering and Charitable Donations

The giving of donations to charities, and gift giving generally, increases with
age. According to Statistics Canada, the average age of donors filing tax returns
in 1990 was 47 years and the inclination to donate and average contributions
increased with age. Nine (9) percent of individuals under 25 made donations
compared to 33 percent of those aged 35 to 44. The average donation of the
15-24 group was $166 compared to $800 for the 55 and over group. Our pro-
jection for charitable donations shows that this form of consumer spending will
grow at a rate that is well in excess of the growth rate for households.
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Volunteering is another activity that increases with age, particularly as
discretionary time increases in the pre-retirement and retirement age groups. A
key consequence of a greater supply of volunteers in the future is the flow of
strategic human resources and funds into the not-for-profit sector. The public
sector may also benefit if the concept of coproduction of services takes hold.

By 2006 the baby boom generation will be well into the period during
which volunteerism and charitable donations will be important and growing
social activities.

Leisure, Recreation, and Culture

Recent research has debunked the myth that the boomers are more fit than
their parents' generation. Notwithstanding one's health and fitness levels, with
aging comes an inevitable slowing of physical activity and performance. An
aging society will shift from spectator sports (where the seats aggravate already
sore backs) and direct participation in sports to more passive recreational,
leisure, and cultural pursuits ranging from resting to birding and from attending
the opera to gardening. In addition, international travel is an activity that
shows up prominently in our projections for consumer spending.

The impact of demographic trends on this composite area has implica-
tions for both public and private sector service providers. For example, the need
for public amateur sports facilities such as arenas or soccer fields will be lower
as the echo generation and “millennium Kkids” dominate the youth sports scene.
However, with the baby boom in its 40s and 50s the demand for walking trails
and conservation areas will likely increase. Private sector entrepreneurs will
face the pressure to deliver services that exhibit quality and service (for exam-
ple, the difference between a narrow, plastic seat in the Toronto's SkyDome and
a spacious, ergonomically-designed pew in the new concert hall). The sale of
gardening tools and supplies will far exceed the sales of power tools or health
club memberships.
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CONCLUSIONS

Our analysis of the implications of demographic trends for the products
and services provided by the public and private sectors emphasises the
primacy of age as an explanatory variable. The utility of the age variable is
linked to a population distribution that is a consequence of an extended (and
continuing) period of low fertility and increasing life expectancy. Thus, the
absolute and relative sizes of baby boom generation and the smaller bust and
echo generations behind it have a discernible impact on economic behaviour
throughout the life cycle.

Although other factors affect economic behaviour (for example, real dis-
posable income, interest rates, or relative prices, particularly in the short-term),
demographic projections based on assumptions tied to the age variable yield
robust results regarding relative product and service growth rates over medium-
and long-term time frames.

Notwithstanding the explanatory power of demographics, leaders in
both government and business have generally eschewed its use in their plan-
ning and decision-making processes. This tendency may reflect either a low
level of knowledge regarding demographic trends and their implications or a
preference for a short-term perspective. Whatever the reason for this neglect,
our general prescription is that Canada's government and business leaders
must pay greater heed to demographic analysis as they develop policies during
the next ten years and beyond.
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NOTES

This paper was researched and written by the three partners of the Madison
Avenue Demographics Group — David K. Foot, Richard A. Loreto, and Tom
McCormack. The Madison Avenue Demographics Group is a consulting partner-
ship committed to the competent and continuing use of demographic information
in both the private and public sector planning and decision making.

Readers will note that 1996 population estimates in this paper differ slightly from
recent reports in the popular media. This difference is explained as follows:
Population by age and sex are sourced from the Census of Canada for each of 1981,
1986, and 1991. No attempt has been made to revise these figures to reflect national
estimates produced by Statistics Canada to reflect estimates of the census undercount
by age and sex or for shifting the annual date of estimation from June 1st to July 1st.
Figures for the inter-censal years (1982 to 1985 and 1987 to 1990) are interpolated by
Strategic Projections Inc. Figures for 1992 to 1995 are estimated by Strategic
Projections Inc. tied to national post-censal estimates of population growth published
by Statistics Canada based on administrative files. Figures for 1996 to 2021 are as pro-
jected by Strategic Projections Inc.
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PREFACE

S A NEW MILLENNIUM APPROACHES, Canadians are going through a time of

dramatic economic change. Markets are becoming global, and economic
activity across nations is becoming increasingly integrated. Revolutionary
developments in computer and communications technology are facilitating
globalization, and are also altering a great deal the workplace and the lifestyles
of Canadians. At the same time, largely as a consequence of the information
revolution, knowledge-based activities are becoming increasingly important
within the Canadian economy and the economies of other industrialized
nations.

These and related major transformations of the economic environment
invite a comparison with the Industrial Revolution of the 1800s. As in the ear-
lier time, major structural changes are giving rise to uncertainties. Firms and
workers are struggling to find their place in the new economic order. Canadians
collectively face the question of whether their nation’s physical, human and
institutional resources will provide a firm foundation for continued prosperity.
Many see Canada’s prospects as being much less secure than in earlier years,
when the country’s rich natural resources played a major role in shaping the
Canadian economy.

To examine fully the medium to longer-term opportunities and challenges
of these developments, the Micro-Economic Policy Analysis Branch of
Industry Canada asked a group of experts to provide their “vision” for Canada
in the 21st Century on a number of important issues. Each author was required
to undertake two formidable tasks: first, to identify major historical trends and
develop scenarios to illustrate how developments in his/her respective area
might unfold over the next ten to fifteen years; and second, to examine the
medium-term consequences of these developments for the Canadian economy.

The papers coming out of this exercise are now being published under the
general heading of “Canada in the 21st Century”. This series consists of eleven
papers on different aspects of Canada's medium-term outlook. The papers are
divided into three major sections. The first section, Scene Setting, focuses on
important developments that are going to shape the medium-term economic
environment in Canada. The second section, Resources and Technology, looks at
trends among some important components of Canada’s wealth creation and
considers the actions needed to ensure that these factors provide a firm foun-
dation for continued prosperity. The last section, Responding to the Challenges,
explores individual, corporate and government responses to the medium-term
challenges and offers some options for an appropriate course of action.

As part of the third section, Responding to the Challenges, this paper by
Professor Paul Beaudry and David Green of the University of British Columbia
examines the reaction of young workers to the dramatic labour market changes
of recent years. The authors document the significant deterioration in the posi-
tion of recent labour market entrants. New male entrants (over the age of 25)
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in the 1990s face a 20 to 30 percent lower level of real earnings over their life-
time than individuals who entered the labour force in the 1970s. For females,
the dominant trend has been the successful integration of large numbers of new
entrants into the labour force. But the authors find that, when appropriate
adjustments are made to account for the upward trend in employment and hours
worked up to 1989, females have also experienced a decline in real earnings.

The authors project a continuation of the negative labour market trends
for young workers, accompanied by a further increase in school enrolment
rates. The steady rise in female participation and employment rates, however,
appears to have ended. Over the long run, the authors see two conflicting
forces. Globalization and increased competition from low-cost labour overseas
might be expected to make life even more difficult in the future for young and
low skilled Canadian workers. On the other hand, unskilled males are likely to
face less competition from new labour market entrants, since the pressures on
labour supply from demographic factors and increasing female participation
have abated.



INTRODUCTION

Change is the single most pervasive element emphasized in current research on the
labour market.
Stephan F. Kaliski, 1985

M ore than TEN YEARS LATER, Kaliski’s statement about the perceived state of
change in the Canadian labour market is still relevant. Canadian society
today is concerned with the effects of ongoing events such as the arrival of the
information age, the constraints imposed by high public-sector debt and the
impact of persistently high rates of unemployment. Those effects will be deter-
mined by the responses of individuals, firms and government, all bound by the
framework set by Canada’s institutions and place in the world economy. This
paper, focussing on individual responses, has two goals: First, we seek to docu-
ment recent patterns in individual labour market-related outcomes such as
earnings, employment, school enrollment and family formation. Second, we
shall attempt to predict how individual outcomes will continue to evolve in the
next decade. In meeting these goals we shall concentrate on youth since we are
concerned with how current and future turbulence in the labour market will
permanently affect new entrants.

To document recent patterns, we must characterize the major labour mar-
ket trends. However, observed trends over the last two decades reflect several
different phenomena occurring simultaneously. For example, they reflect aggre-
gate business cycle effects, differing relative outcomes for newer versus older
cohorts of labour market entrants, and the ageing patterns of older cohorts. To
understand how individuals may respond to current turbulence, it is important
to untangle whether poor outcomes for young workers in the 1990s are due
mainly to cyclical effects that will pass if and when aggregate labour market
conditions improve, or whether they reflect permanent declines in the relative
performance of recent labour market entrants. Predictions for youth would be
gloomier if the poor outcomes in the 1990s reflect permanent declines for new
cohorts rather than a particularly strong cyclical downturn that may soon be
reversed. For this reason, a major part of the analysis is concerned with disen-
tangling cohort versus business cycle effects.

Projecting observed trends into the future can take two forms. The first is
a mechanical extension of past trends. This is useful for a short period but it
becomes more uncertain the farther ahead we try to predict. Even mechanical
extension, though, will depend on our success in untangling cyclical from
cohort effects in the recent past. This is particularly true since we are more
concerned with welfare over the entire life cycle of current youth rather than
simply the nature of adjustments they must make in the short run. We are par-
ticularly interested in predicting the relative long-term success of new entrants
rather than whether their outcomes will improve in the short run because of a
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cyclical upswing. Using this first prediction approach, we project outcomes for
new entrants in the very near future.

To predict outcomes beyond the very short run of, say, three to five years,
one needs a theory of what has caused existing trends and how that cause itself
is likely to change. This is the second form of projection. Unfortunately, no one
theory presents itself but information on past trends provides the extra service
of helping us evaluate competing theories. We use past information in that way
and settle on two plausible theories of underlying causes. We then describe two
different predictive scenarios built from those theories.

As discussed above, our overriding concern is with outcomes for youths.
However, we focus largely on and make predictions for 25- to 34-year-olds. We
do so because we view this age as the time of a crucial transition to stable work
patterns, accelerating careers and family formation. If change in the economy
and the responses of youths to it generate permanent scars, these will be most
evident in the time immediately following youth. The naturally high degree of
flexibility of young people will make such scars difficult to detect directly.
Alternatively, if current changes in the labour market require more adjustments
from youth (for instance, in the form of prolonged schooling) but those adjust-
ments still lead to stable work patterns at older ages, changes for youths may
not arouse as much concern. We can evaluate this possibility directly by exam-
ining the experiences of different cohorts as they advance from age 25 to 34.

The remaining sections of the paper are structured as follows: In the next
section, we provide an extensive overview of the changes occurring in the
labour market, emphasizing how these changes are distributed across the popu-
lation. The third section, which is the most novel aspect of the paper, presents
a cohort-based analysis of observed changes in order to identify how opportu-
nities are shifting for young workers. Drawing on the information presented in
both the second and third sections, we map out, in the fourth section, two dif-
ferent scenarios of plausible adjustments by individuals to present changes.
Finally, we summarize our main findings in the final section.



BAsic TRENDS IN THE LABOUR FORCE, EMPLOYMENT,
EARNINGS AND NON-LABOUR ACTIVITIES

LABOUR FORCE TRENDS
Population Trends

We begin our analysis of labour market trends by examining the growth of the
source population for the labour force. This essentially consists of the civilian
population over the age of 15. The defining feature of the population growth
rate has been a surge as members of the baby boom passed the age of 15, followed
by a sharp fall. Figure 1 shows the size of the population in the 16-24, 25-34 and
35-44 age groups from 1950 to the present.t The baby boom is strongly in evi-
dence in the more than 100 percent rise in the size of the youth population from
1960 to its peak in 1980 as well as in the parallel, lagged patterns for the other
two age groups. In the next two to three decades, the population age distribu-
tion will shift: the peak of the baby boom will move close to retirement and the
proportion of the source population in the youngest age category will be rela-
tively small. The demographic shift is likely to be a central feature in defining
the labour market experiences of new youth cohorts. The contrast between this
situation and that in the previous two to three decades (when the youth cohorts
were either the baby boomers themselves or the cohorts directly following them)
should be kept in mind when projecting any past trends into the future.

Employment Rates by Age Group

We start our examination of labour force trends for those in the source pop-
ulation over the last 20 years by focussing on employment. We believe this is
a useful place to start because employment is both the goal and the main
labour market experience for most of the source population, something that
is often forgotten in the more standard focus on unemployment and labour
force participation. Also, this is the element of the labour force that is least
subject to measurement error. Figure 2 shows the ratio of employment to the
source population from 1965 to 1995. The pattern over that time period may
be roughly characterized as an upward trend with cyclical swings increasing
in amplitude. In the late 1970s, for example, the employment-to-population
ratio declined by between 1 percent and 2 percent but it then surged to a
much higher level by 1981. In the 1981-82 recession, the ratio fell by about
4 percent but by 1990 it again surged to levels well above the previous peak.
The 1990s have so far been marked by a very sharp drop in the ratio, which
has remained persistently low.

Underlying this general pattern has been a complex set of employment
trends for various age, gender and education groups in the source population.
Figure 3a shows the employment-to-population ratio by age group for males as
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FIGURE 1
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well as the ratio of the employment-to-population ratio for youths to that for
males aged 25 to 54. The overall pattern seen in Figure 2 is not strongly in evi-
dence for any of the age groupings presented for males. For males aged 15 to
24, the same strong cyclicality is evident as in Figure 2 but the overall trend is
flat or downward. For all males over the age of 25, a sharp trend downward
may be observed over the last 20 years with only small cyclical movements.
The negative trend is often attributed to the impact of earlier retirement
among men over the age of 55. However, the employment-to-population ratio
for 25- to 34-year-olds falls by nearly 10 percent over this period. The trend for
the latter age group suggests that trends in male employment are of more con-
cern than might be warranted if they could be attributed purely to retirement
decisions. Both the youngest age group and the 25- to 34-year-olds show strong
cyclical patterns in their employment ratios. One might expect this feature in
the case of young workers who have alternative uses of their time for invest-
ment in education and training. For the 25-34 age group the cyclicality is more
of a surprise, as is the strong downward trend. Finally, the ratio of the employ-
ment-to-population ratio for youth to that for all workers over the age of 25
indicates that the relative position of youth is essentially unchanged from start
to end of the period.

In Figure 3b, the results for females indicate much less cyclicality than
that observed for males, and they show a strong upward trend for several of
the age groups. The greatest cyclical variation is again evident in the
youngest age group, with the drop being particularly large and persistent dur-
ing the most recent labour market downturn. A comparison of cyclical peaks
(1980 and 1989) indicates that an upward trend existed for youth before
1990. Relative to the employment patterns for those over the age of 25, how-
ever, employment for female youths fell dramatically over the period. Finally,
in contrast to the situation for males, the 25-34 age group of females has more
in common with older age groups than with youth. The 25-34 age group
shows the same strong upward trend and minor cyclicality as the overall line
for all age groups 25 and older.

One key result from Figures 2, 3a and 3b is that overall trends can hide
very significant differences between sub-populations, and particularly between
males and females. While females’ employment ratios have strongly increased
over the last 20 years, those of males have plummeted even for age groups not
near retirement. Further (a perhaps surprising finding), the male series display
more cyclicality than their female counterparts. Similarity between males and
females appears mainly in the youngest age group, where both males and
females have experienced sharp employment downturns in the 1990s.
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FIGURE 3a

EMPLOYMENT-TO-POPULATION RATIO BY AGE GROUP, MALES
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Employment Rates by Education Group

Strong trends and interesting patterns for sub-populations are also evident from
an examination of employment trends by education level. Riddell (1995) shows
that since 1980 there has been a substantial movement in the educational com-
position of the workforce away from the lowest education categories and toward
postsecondary categories. In particular, over the period from 1980 to 1993,
Riddell documents a 57 percent drop in the number of employed workers with
an elementary education and a 77 percent increase in the number with a uni-
versity degree. Those trends have accelerated in the 1990s (see Riddell, 1995,
Table 2). Underlying these patterns are changes induced by the retirement of
older, less educated cohorts as well as by the education choices of new cohorts,
plus the poorer labour force performance of the least educated workers in eco-
nomic downturns. Whatever the exact reason for the changes, however, the
scale of the shifts is remarkable.

Tables 1-4 present employment-to-population ratios by gender, age and
education for 1981, 1982, 1988 and 1992 respectively. A comparison of Table 1
to Table 3 shows trend effects from one cyclical peak (1981) to another (1988).
It is not possible to arrive at a simple statement in terms of a common drop in
employment rates for elementary-educated workers of both sexes or all age
types. While such a trend exists for prime-age males, the employment rate of
low-educated males aged 15 to 24 actually increases over this period. For males
over the age of 25 in most education groups, the employment rates can best be
described as high and relatively stable. Perhaps the main trend observable over
this time period is the increase in the employment-to-population ratios for
females over the age of 25 in all education categories above elementary - an
indication that the trends for older females discussed earlier are present across
virtually the entire education range. For young females, the pattern of increases
and decreases in the employment rate across education categories is mixed. It
is difficult to provide a full interpretation of the patterns for the youngest age
group since they will reflect changes in employment opportunities as well as in
school enrollment rates.

A comparison of Table 3 and Table 4 reveals how employment rates
changed as the economy moved into the labour market difficulties of the early
1990s. For all age and sex groups, there are sharp reductions in the employment
rates of individuals with an elementary education. For the youngest age groups,
this finding may reflect decisions to stay in school longer in the face of a reces-
sion; for the older workers, however, it is an indication that the least educated
bear the brunt of economic downturns. For workers over the age of 25, the
recession has caused drops in employment rates for most education groups, with
the smallest drops occurring for those with more than a high school education.
Among young workers, declines may be seen in the employment rates for all
male education groups but there is a substantial increase in the employment
rate for females with a high school education.
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Finally, a comparison of Table 1 and Table 2 reveals the effects of the
onset of an earlier recession. While we can see some of the same patterns as
those at the onset of the recession in the early 1980s (the employment rates for
the least educated decline in both cases), the movements are much smaller in
1981 and 1982 compared with 1988 and 1992. By this measure, the changes
observed in the early 1990s cannot be attributed to a “standard” recession
effect.

Overall, there is evidence of substantial downward shifts in employment
rates for low-educated workers and upward shifts for the most educated. The
1990s witnessed sharper and more sustained falls in employment rates than
occurred in the recession of the early 1980s.

Industrial Composition

The labour force has also undergone substantial shifts in its sectoral composi-
tion in the last two decades. Kaliski (1985) and Riddell (1985) discuss trends
in industrial and occupational composition of the workforce up to the early
1980s, and Riddell (1996) extends the analysis into the 1990s. The main indus-
trial composition trends before 1980 are a strong shift away from all primary
sector industries, a rise in employment in manufacturing and construction, and
a much stronger rise in employment in the service industries. Much of the
growth in relative importance of the service sector occurred before 1973 but it
has continued unabated to the present. In the 1980s, the manufacturing sector
showed near-zero employment growth while the service sector grew strongly,
particularly in the financial services industries. In the 1990s, employment
growth in manufacturing turned sharply negative. Service sector employment
continued to grow but within that sector there were very significant drops in
growth in the financial services industries and the public sector. As
Betcherman and Morissette (1994) note, the latter trend could be seen as par-
ticularly troubling for youth, for whom government jobs have provided a high-
quality entry port to the labour force in the past. Finally, it is worth noting that
youth and female workers account for a disproportionate share of the growth in
the service sector.

The stagnant growth in employment in Canada’s manufacturing sector
has fuelled an ongoing concern that significant structural change is occurring
in the labour market, leading to more unstable work patterns. Riddell (1996)
discusses this issue in the context of shifts in employment both across broad sec-
tors and within the manufacturing sector. He concludes that there is little evi-
dence of a recent increase in structural change across broad sectors relative to
the 1960s and 1970s, but there is evidence of more upheaval within the man-
ufacturing sector in recent times.

12
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Trends in Job Tenure

To investigate whether perceived structural changes have created more
job instability, Green and Riddell (1996) examine the distribution of
non-self-employed job durations over time. Figure 4 (which recreates their
Figure 1) shows the proportion of ongoing jobs of various (incomplete) dura-
tions in March of each year, from 1979 to 1991. On the basis of this figure there
does not appear to be substantial evidence of increased job instability since the
proportion of jobs that are of very short duration has not increased over time.
There is some evidence of cyclicality, particularly in terms of reductions in the
proportion of jobs lasting less than one year in the recessions of the early 1980s
and early 1990s. The overall picture masks significant differences between sub-
groups, however. After controlling for business cycle conditions, Green and
Riddell find statistically significant and substantial increases in the proportion
of jobs lasting under one year for males and females aged 20 to 24 in virtually
all education groups over the period from 1979 to 1989. Increases in this pro-
portion are also evident for males aged 25 to 34 in all education groups, and for
workers with less than a high school education in virtually all age groups (both
males and females). The fact that, by this measure, there has been an increase
in job instability for males aged 25 to 34 but not for females in this age group
provides an interesting parallel to the trends in employment discussed earlier.

FIGURE 4

TENURE PROPORTION FOR THE ENTIRE LABOUR FORCE
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It should be noted, though, that while positive trends are stronger for males in
this age category, females still have a higher probability of holding jobs lasting
one year or less. The increased instability for these groups is offset by a trend
toward longer-lasting jobs among women over the age of 25 and men in the
35 - 44 age category. Overall, the job duration distribution has experienced a
“hollowing out” of the middle: instability is greater for the young and least edu-
cated, and also for males aged 25 to 34.

Non-Standard Employment

Job instability may show up in shifts toward non-standard forms of employment
as well as in changes in job duration. One interesting trend in this regard has
been an increase in the proportion of self-employed workers in the economy.
Crompton (1993) documents a slow but steady increase in self-employment
from 1971 to 1991. Self-employment constituted 14 percent of total employ-
ment in 1989 and 15 percent in 1994 (Krahn, 1995). More specifically, for
own-account self-employed (self-employed individuals who have no employ-
ees), the equivalent figures are 7 percent in 1989 and 9 percent in 1994, with
the percentages being slightly higher for men than women. Self-employment
seems not to play a large role in youth labour market experience, with only
5 percent of males and under 3 percent of females aged 15 to 24 being classified
as own-account self-employed (Krahn, 1995). Self-employment rates increase
significantly with age, as might be expected. There appears to be no trend
toward self-employment among the youngest age cohort in the 1990s, but there
is a slight (statistically insignificant) shift in that direction for workers aged 25
to 34 (Krahn, 1995).

Further evidence of reduced labour market stability is found in the rapid
rise in part-time employment. From 1976 to 1994 the percentage of the work-
force working less than 30 hours per week rose from 11 percent to 17 percent.
Within that trend there are strong differences by gender and age. For example,
part-time employment for females aged 15 to 24 rose from approximately
23 percent in 1976 to 46 percent in 1994. For males in the same age group, the
increase was from 18 percent to 36 percent. For men aged 25 to 54, the part-
time rate was only 4 percent in 1994. In the 1990s the rate of growth of part-
time employment has essentially stopped, but this overall trend hides large
growth in part-time employment for both sexes in the youngest cohort (from
40 percent in 1989 to 46 percent in 1994 in the case of females aged 15 to 24),
offset by declines for all age groups aged 25 to 54 (Krahn, 1995). Whether these
trends are to be seen as worrisome depends to some extent on whether the
individuals involved are choosing part-time employment. The majority of
part-time workers voluntarily work less than 30 hours a week. In 1995, the
proportion of part-time workers who listed themselves as involuntarily
employed part-time was 25 percent for 15- to 24-year-old males, 28 percent for
15- to 24-year-old females, 42 percent for males over the age of 25, and 32 per-
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cent for females over the age of 25. However, there has been a strong upward
trend in the proportion of involuntary part-timers for both sexes and all age
groups in the 1990s.

Why has part-time work increased in importance for young workers but
not for their older counterparts in the 1990s? The close similarity of trends in
the involuntary part-time component for youth and older workers in the 1990s
suggests that the answer does not lie in relatively poorer labour market condi-
tions for younger workers. Instead it may be related to the strong increase in
school enrollment for 15- to 24-year-olds in the same period. If that is so, the
rise in youth part-time employment may be less of a concern than it first
appears. We return to this point later when we discuss enrollment trends.

Job instability may also be indicated by increases in contract jobs with a
fixed termination date set in advance. An increase in contract jobs, even if the
distribution of job durations remains unchanged, would indicate a weaker con-
nection between workers and a specific firm as well as a career path that
involves more job switches. As with other types of non-standard work, contract
jobs are more common among the young than in other age categories. In 1994,
17 percent of 15- to 24-year-old females and 16 percent of males in the same
age category held contract jobs, while the figure was below 9 percent for the
remaining workforce. In the 1990s there has been a small upward trend in the
proportion of young workers in these categories. Most other age groups show
either no increase or a slightly negative trend in the 1990s for females but there
are increasing rates for males, with the percentage of males aged 25 to 34 who
hold temporary jobs increasing from 6 percent in 1989 to 10 percent in 1994
(Krahn, 1995).

The various types of non-standard employment exhibit a high degree of
overlap. For example, part-time jobs are also more likely to be of short tenure.
To aid in understanding net movements in non-standard employment, Figure 5a
plots the proportion of males in various age groups who worked full-year/full-
time in various years. Full-year/full-time workers are defined as individuals who
worked over 50 weeks in a year and who list themselves as full-time workers
on their main job in a year. Not surprisingly, the proportion varies consider-
ably for youths and older workers. For both youths and older age groups, it is
tempting to compare 1988 with perhaps 1993 and to draw a conclusion that
non-standard work has been on a steep upward path in recent years. This may
be true in part, but a comparison with the early 1980s indicates that the pro-
portion working full-year/full-time declined sharply at that time as well. In the
third section, we attempt to untangle common year effects, such as might be
caused by a recession, from “permanent” differences facing new labour force
entrants in the 1990s versus those in earlier periods.

Figure 5b presents the same information as Figure 5a for females.
Considerable similarity is apparent in patterns for males and females in the
youngest age group. For both genders, there is a strong cyclicality and a very
large drop in the proportion who hold full-year/full-time jobs in the 1990s. For
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FIGURE 5a
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older age groups, however, the pattern for females is much the same as patterns
in employment rates seen earlier. In particular, a strong upward trend in the
proportion of full-year/full-time workers through the 1980s becomes flat in the
1990s. The most striking difference between males and females is found in the
age 25 - 34 category. The male pattern is much more similar to that for youths
among males.

Non-standard employment as a whole can be summarized as following an
upward trend, with some particularly sharp rises in the 1990s. The rises in the
1990s have been most noticeable for youths of both sexes and males aged 25
to 34. But while non-standard employment has certainly played a substantial
role in adjustments by workers to the weaker labour market of the 1990s, it is
not clear whether trends in the 1990s represent a cyclical reaction or a more
permanent change. We return to this issue in the empirical work presented in
the third section. It should be kept in mind, however, that none of the indi-
vidual types of non-standard employment make up a very large proportion of
total employment. Similarly, claims that the labour market has shifted dra-
matically toward unstable work arrangements are overstated, especially for
prime-age workers.

Labour Force Participation

Underlying the employment trends we have been examining are movements in
the labour force participation rates. Until the late 1980s these movements have
been dominated by large and continual rises in the female participation rate,
which was 23 percent in 1953 and approximately 60 percent in 1990. In the
1990s, the increase in the female participation rate has stalled. Figure 6a shows
the participation rate for women in various age groups. For the youth compo-
nent, aged 15 to 24, a very rapid increase up to 1981 slowed through the 1980s
and then turned sharply negative in the 1990s. One might expect a downturn
in youth participation in economic declines as youths respond to poor labour
market opportunities by withdrawing and enrolling in education or training.
However, a comparison of the small downturn in the youth participation rate
in 1982-83 with the large drop in the 1990s suggests that something more than
a standard cyclical response is occurring. For older age groups, the female par-
ticipation rate has essentially stayed constant in the 1990s, with a slight fall for
25- to 34-year-olds and small increases for older groups (Butlin, 1995).

The patterns for males shown in Figure 6b are quite different. In contrast
to females, the participation rate for males over the age of 25 shows a continu-
al downward path over the last two decades, falling from 81 percent in 1976 to
74 percent in 1995. In part, this trend is a reflection of an ongoing move toward
earlier retirement among men over the age of 55. However, the other two age
group lines in the figure indicate that retirement is not the sole explanation of
the overall trend. Males aged 15 to 24 show a pattern somewhat similar to
females in the same age group. Their participation rate is essentially flat
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FIGURE 6a

LABOUR FORCE PARTICIPATION RATE BY AGE GROUP, FEMALES,
1976-1996
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through the 1980s and then falls sharply, from 73 percent in 1989 to 64 percent
in 1995. The male rate appears to be more cyclically sensitive than the corre-
sponding female rate; again, however, it appears unlikely that drops in the male
rate in the 1990s are simply a replay of the cyclical downturn in the early 1980s.
More surprising than the recent decline in the youth participation rate is the
fall in the participation rate for 25- to 34-year-old males. After remaining near
95 percent up to 1989, their participation rate fell to 91 percent by 1995.

Participation rates for males over the age of 25 can be summarized as fol-
lowing a downward trend with an accelerating decline in the 1990s. Females
over the age of 25 experienced strong growth in participation rates up to 1989,
followed by a plateau in the 1990s. Young males and females share a pattern of
a relatively flat trend in the 1980s, turning into a large drop in the 1990s.

Unemployment

A useful way to understand the labour-related performance of the Canadian
economy over the last two decades is to compare trends in the participation
rate to trends in the employment-to-population ratios. For females, there are
strikingly rapid increases in both participation and employment rates up to
1989. From 1981 to 1989, the labour force participation rate for females aged
25 to 34 increased by approximately 11 percent from 66 percent in 1981 to
77 percent in 1989. At the same time, the employment-to-population ratio for
that group rose from 61 percent to 70 percent. The economy thus managed to
provide a large number of new jobs for a very large increase in the labour force.
The employment creation rate did not quite match the labour force growth rate
over this period, however, and the result shows up in the unemployment rate.
Figure 7a shows the unemployment rate by age group for females. As expected,
the unemployment rate for females aged 25 to 34 increased slightly between
1981 and 1989. The patterns for all females over the age of 25 are very similar
to those for females aged 25 to 34 in this period: rapid increases in the labour
force participation rate, not quite matched by strong growth rates in employ-
ment. In the 1990s, as we have seen, the growth in participation stalled for
women over the age of 25, and the unemployment rate pattern has been deter-
mined by employment growth that first declined and then recovered slightly.
For females aged 15 to 24, there is much more cyclical variation in all
three rates. However, matching the cyclical peaks of 1981 and 1989, there may
be seen an increase in the participation rate of 4 percent and an increase in the
employment rate of 5 percent. For this group: mild (compared with older
females) participation growth was more than matched by mild employment
growth. The result was a drop in the unemployment rate for young women dur-
ing the 1980s. In the 1990s both the participation and employment rates for
this group have plunged, with the employment rate dropping faster in the early
1990s and causing a sharp rise in the unemployment rate. Overall, women have
found the 1990s very different from any time in the previous two decades. Up
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FIGURE 7a

UNEMPLOYMENT RATE BY AGE GRoOUP, FEMALES, 1976-1996
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to 1989, variations in unemployment were generated by differing rates of
increase in participation and employment rates. In contrast, the 1990s have
witnessed stagnant or negative growth in most participation rates, accompa-
nied by a decline and then resumption in employment growth for women over
the age of 25 and a drop in employment growth for women under 25.

For males over 25, the past two decades brought continual declines in
both participation and employment. While the decline has been quite smooth
in the case of the participation rate, the employment rate has shown marked
cyclical swings; the result is the large cyclical variation in the unemployment
rates shown in Figure 7b. Again, the most surprising decline may be for 25- to
34-year-olds: their labour force participation rate fell from 95.5 percent in 1981
to 94 percent in 1989, at the same time as their employment rate fell from
89.4 percent to 87 percent. This group thus faced poorer employment outcomes
offset by some withdrawal from the labour force as well as an increase in the
unemployment rate. In the 1990s, the experience of 25- to 34-year-old men has
been worse: their employment rate fell by 7 percent while their participation
rate fell by 2 percent from 1989 to 1993. The overall pattern is in striking con-
trast to the positive employment growth for females in the same age group.

Males in the youngest age group followed a different pattern. Their
employment rate actually grew from 1981 to 1989 while their participation rate
was relatively steady, leading to a drop in their unemployment rate. Along with
patterns in the 1990s, this situation is very similar to the pattern for females in
the same age group. Movements in the youth labour market thus seem to differ
from those in labour markets for older age groups of either sex. As with females,
the male youth unemployment rate in the 1990s has not risen to the levels it
reached in the recession of the early 1980s. On the other hand, for older males
and females, unemployment rates in the 1990s have nearly matched or sur-
passed those in the early 1980s. Thus, while one would not describe youth
labour market experiences in the 1990s as good, their outcomes in terms of
unemployment are better (when compared with older workers) than in the
recession of the early 1980s. This phenomenon is mainly the result of much
greater labour force withdrawal among young workers in the 1990s; it masks the
relatively poor (for young compared with older females) or relatively constant
(for young compared with older males) employment experiences for youths in
the 1990s compared with the early 1980s.

Table 5 presents unemployment rates by gender and education level. As
might be expected, unemployment rates fall continuously as education levels
rise for both sexes. For males, there is much stronger cyclicality in unemploy-
ment rates in the two lower versus the two higher unemployment rates.
Unemployment rates for both elementary- and some high school-educated
workers show very sharp jumps in 1990, to levels that are comparable with rates
witnessed for these groups in the recession of the early 1980s. In contrast, the
unemployment rate for individuals with a postsecondary degree does not
increase substantially until 1992 but it reaches higher levels than those in 1982.
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For females the pattern is similar, apart from the fact that unemployment rates
climb much higher for males in the lower two education categories in the 1990s
than for females in the same education groups.

Movements in unemployment rates can occur because more people enter
unemployment (i.e., the state of being without work but searching for work),
either through leaving a job or starting to search for a job when they are with-
out one. Movements can also occur if there is variation in how long individuals
stay in a given unemployment spell. The first avenue for unemployment rate
movements is called the incidence of unemployment while the second is called
duration. Incidence can be studied by examining movements in the probability
that individuals will leave a job and enter unemployment, or that they will leave
the “Not in the Labour Force” state (i.e., the state of being without work but not
looking for work) and entering unemployment. The duration of unemployment
spells is determined by the probability that an unemployed individual leaves
unemployment by getting a job or ceasing to search for work. The latter move-
ment can occur when unemployed individuals become discouraged about their
job prospects and simply stop searching. As the economy moves through a cycle,
the number of discouraged workers can vary a great deal, sometimes causing
apparently perverse movements in the unemployment rate. For this reason, the
unemployment rate can be described as a rubber ruler when it comes to mea-
suring the business cycle.

CHANGING PATTERNS IN LABOUR EARNINGS
Overall Trends

In recent years, researchers have directed considerable effort toward document-
ing changes in the distribution of labour earnings in Canada. The results provide
a rather complete but intricate description of the changes that have occurred
over the last 15 years. With the aim of offering a simple description of the major
findings, we review this earnings literature by first documenting the overall
movements in the distribution of annual earnings, then breaking down these
movements into broad age and education groups, and finally discussing the
breakdown of the observed changes between hours worked and hourly wages.
Throughout we report findings for men and women separately. Most of the
information summarized here derives from the Survey of Consumer Finances.
The overall changes in real annual earnings for men and women are sum-
marized in Table 6. For men, median annual earnings have been declining since
the early 1980s. However, the behaviour of the median does not summarize all
changes appropriately; in particular, from 1981 to 1993 there has been sub-
stantial polarization. During this period, the gap between the top and bottom
decile of the earnings distributions widened considerably: earnings of the top
decile decreased by only 1 percent while those of the bottom decile decreased by
more that 27 percent. This increased disparity in earnings indicates a particularly
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TABLE 6

PERCENTAGE CHANGE IN ANNUAL REAL EARNINGS
BY SELECTED DECILES, ALL EARNERS

1981-88 1988-93
Decile Males Females Males Females
10- 10 11
- 17 12
50 -4 1- 5 10
an 0 Q 1 A

Note: Based on authors’ calculations using the Survey of Consumer Finances, various years.

harsh drop in absolute and relative earnings for those at the bottom of the dis-
tribution. Recent work by Morissette and Bérubé (1996) further suggests that
the observed changes in annual earnings actually reflect changes in lifetime
earnings. Using a panel data set based on income tax records, Morissette and
Bérubé show that the increased dispersion in earnings over the 1980s was not
associated with increased mobility across the income distribution. Therefore,
the observed increased polarization of annual earnings over the 1980s can be
reasonably interpreted as indicating increased inequality in permanent income.
The picture for women is substantially different from that for men.
The earnings of women continued to grow throughout the 1980s and early
1990s. As might be expected, much of the growth in women’s earnings is
due to increases in annual hours worked. In fact, when we focus exclusively
on full-year/full-time workers (an approach that limits the changes in earn-
ings attributed to changes in hours worked), we observe that the earnings for
women in the bottom decile have actually fallen relative to the median.

Breakdowns by Age and Education

Once it is recognized that there have been substantial movements in the
earnings distribution, it is natural to ask whether the observed changes are
attributable to changes in the composition of the workforce or to changes in
earnings between different groupings of workers. The decomposition that has
attracted the most attention is on the basis of age (or experience) and educa-
tion groupings. Effort has also been devoted to assessing the importance of
changes in industrial and occupational composition (see, for example,
Richardson, 1994). Since the latter decomposition explains little of the overall
trends, we concentrate on documenting how the increased inequality in earn-
ings relates to age and education.
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The first important finding related to age and education (see, for exam-
ple, Morissette, Myles and Picot, 1993) is that the increased polarization of
earnings observed over the 1980s is not due simply to a change in the age-
education composition of the working population. In fact, as we shall see later
in this paper, the changes in the age-education composition of the workforce
have most likely contributed to a narrowing of earnings disparity.

Table 7 reports changes in earnings for different age and education group-
ings. The period covered is from 1981 to 1993. It should be noted that the analy-
sis must be split by gender to obtain a clear picture of the changes. The first and
perhaps most important observation from this table relates to age. For both men
and women there were considerable declines in the absolute and relative earn-
ings of workers aged 17 to 24 and, to a lesser extent, workers aged 25 to 34. In
contrast, most workers aged 45 to 54 experienced increasing earnings during this
period.

TABLE 7

PERCENTAGE CHANGE IN REAL ANNUAL EARNINGS

BY AGE AND EDuCATION, 1981-93

GENDER

1. All earners Male Female
16 - 24 years - 0.36

- 0.24

25 - 34 years - 0.16 0.06
35 - 44 years — 0.10 0.15
45 - 54 years 0.02 0.29
Educational level

Elementary - 0.20 0.03
Some high school— 0.12 0.07
Some postsecondary studies— 0.19

- 0.11

Postsecondary certificate— 0.12 0.06
University degree— 0.05 0.09
Il. Full-year/full-time workers

16 - 24 years - 0.14 0.01
25 - 34 years — 0.07 0.03
35 - 44 years - 0.05 0.17
45 - 54 years 0.04 0.05
Educational level

Elementary - 0.07 0.08
Some high school— 0.06 0.06
Some postsecondary studies— 0.01

- 0.02

Postsecondary certificate— 0.08 0.02
University degree— 0.03 0.06
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The changes in earnings across different education groups reported in
Table 7 show no clear pattern of increase or decrease in the returns to education.
This observation contrasts sharply with findings for the United States, where
changes in earnings have been strongly and positively related to education.
One possible explanation for the discrepancy is that institutions in Canada
may better protect older workers and, as a result, any downward pressure on
wages for less educated male workers would appear only among young or less
experienced Canadian workers. If this is the case and we assume that Canada
is subject to the same fundamental wage pressures as the United States, we
should expect changes in Canadian earnings to be much more positively relat-
ed to education levels among young workers than among the population at
large. This is precisely what is found in Bar-Or et al. (1995). In particular, for
workers with only one to five years of experience (i.e., mainly young workers),
Bar-Or et al. report that the 1980s saw a substantial increase in the relative
earnings of university- over high school- educated workers.

In summary, the 1980s and early 1990s have been a period of widening
disparity in labour earnings. Part of the greater disparity is due to the fall in
earnings for young workers and especially young less educated workers.
Notwithstanding the importance of these between-group changes in earnings,
it should be emphasized that they do not explain all the observed increase in
disparity. In fact, as noted by Morissette, Myles and Picot (1993), an important
fraction of the increased disparity in earnings has arisen from disparity within
age-education groupings. Therefore, even though older workers have on average
fared better than younger workers, there are many older workers who have also
experienced substantial deterioration in labour market outcomes.

Weekly Earnings, Hours Worked and Hourly Wages

The previous discussion concerns changes in annual earnings and therefore
considers changes in both hours worked and hourly wage rates. To provide an
accurate picture of labour market trends, it is useful to break down changes in
annual earnings into hours and wage rate components. To this end, we begin by
briefly discussing whether changes in weekly earnings mirror changes in annual
earnings and how changes in weekly earnings relate to changes in annual weeks
worked. We then proceed to describe the decomposition of weekly earnings
into weekly hours and hourly wages.

Richardson (1994) documents changes in the distribution of weekly earn-
ings from 1981 to 1992 and reports a pattern of rising inequality very similar to
that found for annual earnings. In effect, the similarity between changes in the
distribution of weekly and annual earnings can be inferred indirectly from
Table 7. As seen in this table, age-related changes are quite similar across the
samples of all earners and the sub-sample containing only full-time/full-year
workers. Since full-year workers undergo only limited changes in the number of
weeks worked, this observation indicates that increased dispersion in weekly
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earnings has been a factor contributing to the increased dispersion in annual
earnings. The increased inequality in annual earnings cannot be attributed
exclusively to increased inequality in the number of weeks worked.

Kuhn and Robb (1995) provide further information relevant for under-
standing how changes in weeks worked has contributed to changes in the
distribution of annual earnings. For the period from 1971 to 1991, Kuhn and
Robb found changes in weeks worked to be highly positively related to changes
in weekly earnings. This finding indicates that variations in weeks worked actu-
ally amplified the effect of increased weekly earnings inequality on annual
earnings. In particular, Kuhn and Robb’s results suggest that the large fall in the
bottom quintile of the annual earnings distribution was due to a combined
effect of falling weekly earnings and a drop in the number of weeks worked per
year.

Morissette (1995) provides information on the breakdown of weekly
earnings into its hourly wages and weekly hours components (see also
Morissette and Sunter, 1994). Beginning with weekly hours, Morissette docu-
ments a substantial hollowing of the weekly hours distribution. For example,
over the period from 1981 to 1989, he finds a 9 percent decline in the fraction
of male workers working between 35 and 40 hours per week. Simultaneously,
he finds an increase of almost 4 percent in the fraction of male workers work-
ing more than 50 hours a week. Morissette also reports that the increase in the
over-50-hours work week is most prevalent among older and more educated
workers, while younger and less educated workers have an increased incidence
of part-time work (less than 30 hours per week). These observed changes in the
distribution of weekly hours are also found to be quite widespread, arising in
most industries and occupations.

Documenting changes in the distribution of hourly wages is somewhat
problematic in Canada given the limited reliable data. Nonetheless, using the
Survey of Work History (1981) and the Labour Market Activity Survey (1988),
Morissette, Myles and Picot (1995) provide information on how the distribu-
tion of hourly wages changed between 1981 and 1989, and how these changes
are related to changes in the distribution of weekly hours. The overall picture
indicates that the distribution of hourly earnings has neither clearly deteriorat-
ed nor improved over this period. The finding might at first suggest that the
observed increased dispersion in weekly earnings is therefore due entirely to
the increased dispersion in weekly hours. However, this is not the case.
Although the variance in hourly wages decreased slightly over the period stud-
ied, the covariance between hourly wages and weekly hours has increased sub-
stantially. This increase in covariance is the main contributor to the increased
dispersion of weekly earnings. In fact, for women it is solely because of this
increase in covariance that there has been a rise in the variance of weekly
earnings.2 If we combine information regarding weeks worked and weekly
hours, we reach the conclusion that the increased dispersion in annual earnings
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is due mainly to an increased dispersion in annual hours worked and its
increased covariance with hourly wages.

Although the above discussion suggests that there has been no marked
change in the overall distribution of hourly wages, such an assumption hides
important changes in hourly wages between the different age and education
groupings. Morissette, Myles and Picot (1995) document a substantial deterio-
ration of hourly wages for young workers and a marked improvement for older
workers, as was the case for annual earnings. This phenomenon may reflect the
fall in the proportion of young workers employed in high-wage sectors, such as
goods producing sectors and government, and the rise in the proportion of young
workers employed in the relatively low-paying sectors of retail trade, food and
accommodation (see Riddell, 1996). The pattern is less clear for education cat-
egories but it nevertheless suggests that hourly wages for more educated workers
increased to some extent, especially for workers with a university degree.

YouTH ADJUSTMENT, EDUCATION AND
FAMILY FORMATION

THE PREVIOUS SECTIONS DOCUMENT how employment and labour earnings
have evolved over the last 15 years. One of the most striking features noted is
the marked deterioration of labour market conditions for youth. An obvious
question is how youth have responded to these changes. In particular, how
have the changes affected education decisions, living arrangements and fami-
ly formation?

Possibly the most notable change over the last 15 years is the significant
increase in school enrollment. According to Card and Lemieux (1996), in 1981
approximately one third of youths aged 15 to 24 were enrolled as full-time stu-
dents. By 1995 slightly more than one half were enrolled, a finding that implies
an increase of over 50 percent. In comparison, over the same period, enroll-
ment rates in the United States increased by less than 15 percent. It should be
emphasized that Canada started the period with a lower enrollment rate than
the United States. However, by around 1990 Canada’s youth enrollment rate
had caught up to that of the United States, and by 1995 Canada’s rate was over
5 percent higher than the U.S. rate. The increased enrollment is strongly
reflected in the increase in university attendance. Riddell (1995) reports that
in 1982-83 only 20 percent of 18- to 21-year-olds were attending university,
while by 1990-91 the figure had risen to over 30 percent.® The implication is
that postsecondary enrollment increased by a phenomenal 70 percent
(Education Quarterly Review, spring 1996).

The large increase in school enrollment has occurred alongside changes
in living arrangements and family formation. For example, Card and Lemieux
(1996) report that the proportion of 20-year-old men living with their parents
increased from 67 percent in 1981 to over 76 percent in 1994, while the pro-
portion of women living with their parents went from 54 percent to 63 percent.
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The decline in the proportion of young adults starting families is even more
pronounced. In 1981, about 16 percent of men aged 20 were the head or spouse
of their own household; by 1994 that figure had fallen to 8 percent. For women
of the same age, the decline was from 31 percent to 20 percent.

A rather clear picture emerges from the behaviour of youth. In response
to decreased labour market opportunities, young men and women have contin-
ued living with their parents, prolonged formal schooling and postponed fami-
ly formation. One question that arises is whether the substitution of education
for work accounts for most of the fall in employment for this age group. If it
does, employment is being replaced by investment in skills. If it does not,
declines in employment correspond to increases in non-utilized human
resources. To shed some light on this issue, it is helpful to examine changes in
inactivity rates for young men and women.* The inactivity rate is the propor-
tion of people who are neither working nor attending school in a reference
week. For men aged 15 to 19, the inactivity rate decreased from 14 percent in
1981 to 7 percent in 1988 and finally to 6 percent by 1993. For men aged 20 to
24, the inactivity rate remained close to 20 percent over the entire period. We
may thus infer that most of the drop in young men employment has been due
to substitution by schooling (full- or part-time) as opposed to inactivity.

The picture for women is slightly more complex since changes in activ-
ity rates at least partly reflect changes in child rearing. Not surprisingly, the
inactivity rate fell substantially from 1981 to 1993. Even in the sole category
of young women without children, we observe that the inactivity rate
decreased from 10 percent to 5 percent for females aged 15 to 19, and from 20
to 16 percent for females aged 20 to 24. Again, these patterns support the view
that the recent deterioration in labour market conditions have not led to con-
siderable increases in inactivity among young people but have instead pushed
them toward prolonging their education.
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Y ANY OF A NUMBER OF MEASURES from the data presented in the first sec-

tion, it seems clear that a wide variety of workers experienced little labour
market success in the early years of the 1990s. In making predictions for the
next decade, it is clearly necessary to evaluate the extent to which these out-
comes are responses to a temporary, if somewhat prolonged, cyclical downturn
or represent fundamental, permanent shifts in the labour market. The aim of
this section is to shed light on the nature of current changes and, in particular,
to determine whether recent changes represent an ongoing process or the
adjustment to a major one-time event.

We proceed by examining what has happened to different cohorts as they
advance from the age of 25 to 38.5 Even though our overriding concern is about
outcomes for youth in the next decade, we focus on 25- to 38-year-olds for three
main reasons. First and most important, in evaluating impacts of labour market
changes on youths we need to know whether the impacts will continue to affect
them throughout their working lives. One of the main reasons analysts focus on
youth is a concern that bad outcomes at the start of life can permanently scar
workers and thus are more important than outcomes at a less sensitive stage of
the life cycle. Alternatively, if new employment arrangements in an economy
demand more flexibility of young workers but those workers are still able to
move into stable work patterns when they are older, concerns about increased
turbulence in the youth labour market might be lessened. To understand which
of these outcomes is relevant, we need to evaluate labour market experiences
of workers as they enter the part of the life cycle immediately after their youth.
While youth is a time when we might expect individuals to be flexible and to
spend substantial amounts of time investing in education and training, the
ensuing years are a time when we might expect individuals to settle into longer-
term jobs and accelerating career paths. Understanding whether that transition
to more permanent jobs has changed in recent years is an important element in
evaluating future prospects for youths.

The second reason for focussing on 25- to 38-year-olds is that there have
already been extensive studies of younger workers. There is thus more to be
gained from examining the transition period as individuals pass out of their
youth. Third, we believe that the work histories of these individuals may be par-
ticularly informative about changes occurring in the labour market since this age
group has more limited substitution possibilities that younger individuals (espe-
cially in terms of education and living arrangements). In effect, by focussing on
this age group we can more reasonably interpret changes occurring as a cohort
ages in terms of changes in demand as opposed to changes in supply.

Our analysis centres on the changing nature of age-experience profiles for
different measures of labour market outcomes. We begin by focussing on annu-
al labour earnings since this is a quite comprehensive measure of labour market
performance. In fact, we present results using earnings averaged over samples
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that include individuals with zero earnings and both self-employed and regu-
larly paid employed workers. Movements in our earnings measures will thus
reflect changes in employment rates, weeks worked per year, hours worked per
week and hourly wages, as well as movements into and out of self-employment.
What we want to know is how the relationship between age and earnings has
changed. Has the age-earnings relationship deteriorated for successive cohorts?
If so, is the fall decelerating or accelerating? Alternatively, for more recent birth
cohorts, do earnings begin at a lower level but grow faster with age? By answer-
ing such questions we hope to better isolate the nature of recent change and
thereby have a basis on which to project into the future.

Figures 8 through 11 report realized age-earnings profiles for different birth
cohorts as they advance from the age of 25 to 38. The figures are given for men
and women separately and are divided according to broad education groupings.
Our low education group comprises individuals having at most a high school
diploma. Our high education category comprises individuals with at least one
postsecondary degree or certificate. Note that an individual in our low educa-
tion category may have some postsecondary education but not a postsecondary
degree. The 11 cohorts we follow correspond to individuals aged between 25 and
26 in the years 1972, 1974, 1976, 1978, 1980, 1982, 1984, 1986, 1988, 1990 and
1992. We refer to each of these years as the year of entry of a cohort (since it is
the year a given birth cohort enters the 25- to 38-year-old group). The years of
observation used are 1981 to 1993; accordingly, different cohorts are within our
observation window for different lengths of time. For example, we follow the
early cohorts when they are in their thirties, while the later cohorts can be fol-
lowed only while they are in their twenties. The earnings measure is the real
average yearly labour earnings (in 1981 dollars) of all earners within a cohort.
The data is drawn from the Survey of Consumer Finances and the exact years of
observation are 1981, 1982, 1984, 1986, 1988, 1990, 1992 and 1993.

Several observations emerge immediately from an examination of Figures
8 through 11. First, it is remarkable how much flatter are the age-earnings pro-
files for women than for men. In particular, women appear to have almost no
earnings growth as they age, while there appears to be substantial growth for
men. Second, average earnings for men are quite similar at age 25 for the two
education categories but increase much faster for workers with higher education.

To obtain a first impression of how age-earnings profiles may change
across the different entry cohorts, it is helpful to examine the differences in
earnings at a particular age. For example, let us consider highly educated males
at age 29. It is clear that earnings at age 29 have been lower for more recent
cohorts than early ones, and that the difference is substantial (approximately
25 percent). In contrast, for highly educated females, the cohort ranking is
essentially reversed: average earnings at age 29 have been higher for more
recent cohorts than earlier ones. These observations suggest that any charac-
terization of changes in age-earnings profiles is likely to be very different for
females and males.
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The difficulty with making inferences about the ranking of age-earnings
profiles by examining different cohorts at a particular age is that the observa-
tions are taken at very different points in the business cycle. For example, let
us again look at highly educated males at age 29. The observation for the 1988
cohort is taken in 1992, a time of a business cycle trough. Therefore it should
not be surprising that this cohort has lower earnings at age 29 than most other
cohorts. To make an inference about average labour market opportunities, it is
necessary to control for business cycle effects. In Figure 11, this could be done
by comparing earnings at age 29 for the 1978 cohort with that of the 1988
cohort since both observations date from years of depressed labour market
conditions. We turn next to a more systematic approach to delineating cohort
effects while holding constant the effects of the business cycle.

ESTIMATING COHORT-SPECIFIC AGE-EARNINGS PROFILES

EARNINGS OBSERVED FOR WORKERS OF A PARTICULAR AGE (e.g., 29) at a particu-
lar time (e.g., 1992) can be conceptually related to three underlying effects.
The first of these is what we will term a year effect, that is, an effect common to
all workers at that time. The year effect will capture the impact of common
events such as recessions. The second effect is what we will call a cohort effect;
this captures the average earnings level of individuals who entered the mature
labour market at a particular time, compared with those who entered at a dif-
ferent time. Knowing the cohort effect, one can assess whether recent labour
market entrants are disadvantaged compared with earlier entrants in terms of
their average long-run earnings. The third effect is an ageing effect; this repre-
sents earnings growth that occurs naturally over a worker’s life cycle, holding
constant any differences across cohorts and any year effects. Earnings for a
29-year-old in 1992 will reflect whether 1992 was a bad year, plus whether the
individual entered in a relatively good cohort, plus the fact that this individual
is relatively early in his or her life cycle.

Earnings ought to be broken down into each of these components in as
flexible a manner as possible. The difficulty with such a decomposition is that
the three effects are related through an identity: if we know a person’s entry
cohort (e.g., the cohort that turned 25 in 1988) and the year in which earnings
were observed (e.g., 1992), we can calculate the individual’s age exactly (in this
case, 29). Econometrically, a flexible representation of the three effects in an
earnings regression would include dummy variables corresponding to each age,
entry cohort and year of observation. In that case, setting a particular entry
cohort and year-of-observation dummy variable to 1 would always imply that a
particular age dummy variable would also be set to 1. The result is a singular
covariate matrix. The three pieces of information (cohort, age and year) are
thus not independent and their effects cannot be independently identified
without some extra restriction. The most common approach to this problem is
to impose a normalization on one or more of the effects. For example, we could
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assume that year effects exactly follow the business cycle and that the business
cycle can be captured using the unemployment rate. In that case, year of obser-
vation dummy variables could be replaced with the unemployment rate and the
year effect, cohort effect and age effect variables would no longer add up per-
fectly. With this normalization, flexible estimation of both age and cohort effects
is possible in principle.

In our empirical work, we run regressions of the log of average earnings for
a particular cohort in a particular year on a set of variables designed to capture
cohort, year and age effects. We impose two restrictions on our specification.
First, for parsimony we restrict the age effects to be captured by a quadratic in
age. Second, we include a set of dummy variables corresponding to the different
years of observation but group 1981 and 1988 together to form a grouped omit-
ted category. The latter restriction reflects an assumption that 1981 and 1988 are
at identical stages in the business cycle. It should be noted that this restriction
allows us to identify cohort, age and time effects. All year effects are estimated
relative to the business cycle stage occurring in 1981. We also include a complete
set dummy variables corresponding to each of the 11 cohorts described earlier.

Before discussing results of this estimation, it is worth clarifying the
assumptions underlying our specification. First, by allowing for a full set of
cohort dummies, we are allowing the age-earnings profile to have a different
intercept for each cohort. However, we are not allowing the age-earnings pro-
file to change shape with the different cohorts. Since this assumption is rather
restrictive, we explore alternative specifications below. Second, we are restrict-
ing the shape of the age-earnings profile to quadratic. Although this is again
restrictive, our exploration of alternative specifications has not found it to be
unduly so. Third, by allowing for a restricted set of year dummies, as opposed to
parameterizing business cycle effect directly as a function of the unemployment
rate, we are allowing the effects of the downturn of the 1990s to be arbitrarily
different from that associated with the downturn of the 1980s. This approach
seems particularly attractive since there is considerable discussion about
whether or not the 1990s recession was similar to previous ones. Nonetheless,
it should be emphasized that our identifying strategy imposes the assumption
that there is no common trend affecting all cohorts between 1981 to 1988.

The results of our decomposition of earnings into cohort, age and time
effects are presented in Figures 12 to 15. In Figures 12a to 12d, we plot the esti-
mated value of cohort dummies for different gender and education groupings.
The value of a cohort dummy can be interpreted as the average earnings of the
cohort at age 25 if the labour market conditions were those prevalent in 1981.
In each of these figures we also plot the estimated quadratic trend associated
with the cohort effects. The first element to be noted from Figures 12a to 12b
is the marked difference in pattern for males and females. In particular, average
earnings are successively higher for more recent cohorts of women, while the
opposite is true for men.
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FIGURE 12a
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FIGURE 12C

COHORT EFFECT FROM LoG REAL EARNINGS, MALES, Low EDUCATION,
1972-1992
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The pattern revealed by the estimated cohort effects is quite discouraging
for young males, and especially so for men with lower education. For both high-
and low-educated males, a recent cohort is estimated to earn about 30 percent
less than a cohort born 20 years earlier. In both cases, there is no sign that the
deteriorating labour market outcomes for more recent cohorts is likely to stop
or reverse itself in the near future. In fact, the evidence suggests that the fall in
earnings for recent cohorts of low-educated males is actually accelerating. It
should be recalled that these estimated effects are net of business cycle effects,
and their reversal should not therefore be expected simply as a result of the
economy’s emergence from the prolonged recession of the 1990s. The only pos-
sibly hopeful sign in this gloomy picture is the relatively small change in cohort
effects for highly educated cohorts reaching the age of 25 in 1988, 1990 and
1992. Viewed in isolation, these estimated effects might indicate that future
cohorts of highly educated males can expect no further deterioration in earn-
ings levels. Viewed as part of the overall trend, however, they appear as a brief
pause in a sharp decline.

The pattern of cohort effects for women reveals that more recent cohorts
earn 15 percent to 20 percent more than earlier cohorts. However, the evi-
dence also suggests that the increase in earnings for younger women is tapering
off, with very little discernible change since the mid-1980s. A comparison of
the pattern between men and women also reveals the extent of convergence in
earnings. For example, the male-female earnings differential for the 1972
cohort was approximately 70 percent, while it was less than 20 percent for the
1992 cohort.

Figures 13a to 13b plot the estimated year effects for our four gender-
education pairs. The value of a year effect can be interpreted as the average earn-
ings at age 25 in different years if no cohort effects were present. In all four figures,
a standard business cycle pattern is observed, with a first trough between 1982
and 1984 and a second trough in 1992 and 1993. One interesting observation
is that the trough of the 1990s recession appears worse, for all groupings, than
that of the early 1980s recession. It is remarkable how the amplitude of business
cycle effects is very different for men and women. The lower-educated males
display the largest cyclical sensitivity of earnings, followed by the higher-edu-
cated males. The cyclical sensitivity of female earnings appears considerably
milder in comparison. This might be viewed as surprising since women are typ-
ically supposed to be less committed to the labour market and thus more likely
to react strongly to business cycle fluctuations. However, the lack of cyclicality
might reflect greater female flexibility as women move into the labour force in
recessions as part of the “added worker” effect.

Figures 14a to 14b plot our estimates of the cohort-specific age-earnings
profile, after controlling for business cycle effects. As might be expected from
the information contained in Figures 12a to 12b, the age-earnings profiles are
successively lower for more recent cohorts of men, while they are successively
higher for cohorts of women. The slope of the age-earnings profiles are also
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quite different across groups. In particular, higher-educated males exhibit sub-
stantial earnings growth (in the range of 40 percent to 50 percent) as they
advance from 25 to 35 years of age. In contrast, lower-educated women gain
only about 10 percent over these years.

One important restriction we imposed when estimating the age-earnings
profiles presented in Figure 14 is that the slope of these profiles has not changed
over time. In particular, this restriction rules out the possibility that more recent
cohorts, especially men, may start at a lower level of earnings but experience
more earnings growth as they age. To explore such a possibility, we re-estimated
our cohort-specific age-earnings profiles allowing for the age profile to change
with the different cohorts. The results from this alternative specification are pre-
sented in Figures 15a to 15d.6

Before commenting on Figure 15, we should mention that we did not find
much statistically significant evidence in favour of the hypothesis that the
slope of the age-earnings profiles changed between cohorts. Nonetheless, we
believe that the results presented in Figures 15a to 15d are interesting because
of the direction of the estimated effects. In particular, for men the results are
actually contrary to the view that more recent cohorts enter at lower levels of
earnings and experience faster growth as they age. In effect, we find that more
recent cohorts exhibit slightly less growth as they age. It is also interesting to
note that this evidence to some extent contradicts the view that recent changes
in the labour market largely reflect an increase in the skills premium; if this
were the case, we should observe an increase in the slope of age-earnings rela-
tionship for the younger cohorts to reflect the increased value of experience.

The pattern of female age-earnings profiles presented in Figures 15a and
15b also provide an alternative view of the changes occurring between cohorts.
For example, from these figures it appears that the improvement in earnings for
younger cohorts of women was mainly a phenomenon of the 1970s. Since 1982,
it appears that the new cohorts of women may actually be losing ground in
comparison to their slightly older counterparts. In this respect, the evidence
suggests that newer cohorts of women may have begun experiencing a pattern
of change similar to that occurring for men.

In overview, the evidence presented in Figures 12 through 15 suggests the
following for men: younger cohorts are successively earning less; far from being
temporary, this phenomenon is ongoing and may actually be accelerating for
less educated men; and more recent cohorts are not catching up with older
cohorts as they age and may be losing more ground. In contrast, recent cohorts
of women are earning more than their counterparts of 20 years ago, but the
earnings increase has come to a halt and may actually have begun reversing
itself.
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LOOKING BEYOND THE MAJOR TRENDS

FIGURE 13a

YEAR EFFECT FOR REAL EARNINGS, FEMALES, Low EDUCATION,
1981-1993
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Ficure 13b

YEAR EFFECT FOR REAL EARNINGS, FEMALES, HIGH EDUCATION,
1981-1993
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LOOKING BEYOND THE MAJOR TRENDS

FIGURE 13c

YEAR EFFECT FOR REAL EARNINGS, MALES, Low EDUCATION,

1981-1993
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Ficure 13d
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LOOKING BEYOND THE MAJOR TRENDS

FIGURE 14a

AGE-EARNINGS PROFILES FOR VARIOUS COHORTS, FEMALES, Low EDUCATION
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LOOKING BEYOND THE MAJOR TRENDS

FiGURE 14b

AGE-EARNINGS PROFILES FOR VARIOUS COHORTS, FEMALES, HIGH EDUCATION
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LOOKING BEYOND THE MAJOR TRENDS

AGE-EARNINGS PROFILES FOR VARIOUS COHORTS, MALES, Low EDUCATION

FIGURE 14c
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LOOKING BEYOND THE MAJOR TRENDS

Ficure 14d

AGE-EARNINGS PROFILES FOR VARIOUS COHORTS, MALES, HIGH EDUCATION
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LOOKING BEYOND THE MAJOR TRENDS

AGE-EARNINGS PROFILES ALLOWING DIFFERING SLOPES BY COHORT, FEMALES, Low EDUCATION

FIGURE 15a
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LOOKING BEYOND THE MAJOR TRENDS

FiGURE 15b

AGE-EARNINGS PROFILES ALLOWING DIFFERING SLOPES BY COHORT, FEMALES, HIGH EDUCATION

I

e LA A

> o B o :
o5 8 5858 :
g c o a . :
bommEm ‘|\:
N O NN 0N B :
moooooog o
L 22222 &hé -

T

o —
]
A——-
<>

Lo
A
v

L A

NOAITHNONOANNDAT~OMOANIQATMNOQ
IN] SO N~NOCOWUIEITOANNTS DO ONN GO LW
N SV I B B B B B B B B B e B B B |

—
AN N

(000%) sbutureg

Lo
™

34

33

32

31

30

29

28

27

26

Age

50




LOOKING BEYOND THE MAJOR TRENDS

FIGURE 15¢

AGE-EARNINGS PROFILES ALLOWING DIFFERING SLOPES BY COHORT, MALES, Low EDUCATION
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LOOKING BEYOND THE MAJOR TRENDS

Ficure 15d

AGE-EARNINGS PROFILES ALLOWING DIFFERING SLOPES BY COHORT, MALES, HIGH EDUCATION
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LOOKING BEYOND THE MAJOR TRENDS

EARNINGS COHORT EFFECT FOR FULL-YEAR/
FuLL-TIME WORKERS

AS DISCUSSED EARLIER, THE EARNINGS MEASURE USED in the above cohort analy-
sis reflects a wide variety of effects. In particular, movements in the measure
will reflect movements in employment and hours as well as hourly wages. In
this section and the next, we attempt to understand the sub-component
changes that are driving the movements in overall earnings. As a first step, we
present estimated cohort effects for the earnings of full-year/full-time workers.
Since all of the individuals used in constructing these earnings measures work,
the measure will not directly reflect changes in employment. This is particu-
larly important in comparing men and women since, given the employment
rate pattern presented in the first section, changes in employment are likely to
be a very important determinant of overall earnings movements for women but
not for men. The effects of movements in hours per week and weeks worked
per year will also have reduced impacts on full-year/full-time worker earnings.
This allows us to focus more directly on the price of labour, holding quantity
movements aside. The main drawback of using earnings for full-year/full-time
workers is that selection into and out of the sample caused by lay-offs, hirings,
etc. will cause selection bias. Thus, full-year/full-time earnings may actually go
up in recessionary periods if the least able workers are laid off first. This com-
plicates the task of drawing precise conclusions. It should be noted that the
earlier earnings measure, since it pertains to the whole population, does not
suffer from selection effect problems.

Figures 16a to 16b present plots of cohort effects for average earnings for
full-year/full-time workers. The estimated cohort effects come from a log earn-
ings regression specification that is exactly the same as that used in estimating
cohort-specific age-earnings profiles. In particular, it includes a quadratic in
age, year-specific dummy variables with 1981 and 1988 assumed to be equal,
and a complete set of cohort dummy variables. The estimated coefficients on
the latter form the basis for the plots in Figure 16. The main observation from
Figure 16 is that the female cohort trends are reversed relative to those in
Figure 12. Females face a negative trend in cohort effects for both high- and
low-educated workers. The trend for low-educated females is moderate but the
trend for more educated women is similar to that for more educated men. The
trends for men in Figure 16 are very similar to those for men in Figure 12. The
main conclusion to be drawn from this figure, though, is that strong upward
trends in visible earnings for all females are due entirely to employment growth
effects. Trends in wages, holding constant hours and employment effects, are
similarly negative for men and women.
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LOOKING BEYOND THE MAJOR TRENDS

FIGURE 16a

COHORT EFFECT FROM LoG REAL EARNINGS, FULL-YEAR/FULL-TIME WORKERS,
FEMALES, Low EDpucATION, 1972-1992
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FIGURE 16b

COHORT EFFECT FROM LoG REAL EARNINGS, FULL-YEAR/FULL-TIME WORKERS,
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LOOKING BEYOND THE MAJOR TRENDS

FIGURE 16¢C

COHORT EFFECT FROM LoG REAL EARNINGS, FULL-YEAR/FULL-TIME WORKERS,
MALES, Low EbucaTioN, 1972-1992
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Ficure 16d

COHORT EFFECT FROM LoG REAL EARNINGS, FULL-YEAR/FULL-TIME WORKERS,
MALES, HIGH EDUCATION, 1972-1992
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LOOKING BEYOND THE MAJOR TRENDS

COHORT PATTERNS IN EMPLOYMENT AND JOB STABILITY

THE PREVIOUS SECTION EXAMINED how recent cohorts fare in terms of annual
labour earnings. It is useful to know whether the observed changes in earnings
are associated mainly with changes in employment (as opposed to wages) in
order to assess how people may find means of adjusting. Similarly, there is sub-
stantial concern in society about whether the paradigm defining relations
between workers and firms is changing and how people will need to adjust to
such change. It could therefore be valuable to ask whether more recent cohorts
have less job stability or more part-time employment than previous cohorts. To
answer these questions, we proceed in a similar manner to that used in describ-
ing cohort-specific changes in earnings. For all labour force measures examined
in this section, we again estimate a regression specification that includes a qua-
dratic in age, year-specific dummy variables with 1981 and 1988 effects restrict-
ed to be the same, and a full set of cohort-specific dummy variables.

We begin by examining the cohort pattern in employment rates, that is,
the cohort pattern in the fraction of individuals employed in a given week. As
before, after controlling for business cycle conditions, we seek to document
how recent cohorts compare with older ones in terms of employment rates.
Figures 17a to 17b plot estimated cohort dummies associated with employment
rates. The value of a cohort dummy should now be interpreted as the employ-
ment rate at age 25 of a cohort if labour market conditions were similar to those
in 1981. Once again, the estimated cohort pattern differs sharply by gender. For
women, there is a marked increase over time, indicating that more recent
cohorts have higher employment rates than older cohorts. The increase is par-
ticularly noticeable for lower-educated women. The 1992 cohort of low-educated
women has an employment rate close to 30 percent higher than a cohort from
the early 1970s.

The cohort pattern for men is substantially different from that for women.
For higher-educated men there is essentially no evidence of a trend in employment
rates across cohorts. This may seem surprising at first given the well-documented
fact that young workers currently experience high unemployment and low
employment rates. However, it must be emphasized that our estimated cohort
effects are net of aggregate business cycle effects. Hence the evidence present-
ed in Figure 17d suggests that recent cohorts of educated males do not fare
worse than previous cohorts but that all cohorts are currently experiencing
declines in employment rates.

The only group for which there appears to be a decreasing pattern in the
employment rate is lower-educated males. For this group, the employment rate
has dropped from 80 percent for the 1972 cohort to close to 74 percent for the
1992 cohort, a quite sizeable decline. Again, one of the interesting facts that
emerges when comparing the figures is the degree of convergence between the
employment rates for men and women. For higher-educated workers, the
employment rate is essentially identical for recent cohorts of males and females.
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LOOKING BEYOND THE MAJOR TRENDS

To clarify the changing nature of employment relationships, Figures 18
and 19 provide information on measures related to the stability of work. In par-
ticular, Figures 18a to 18d report cohort patterns related to changes in the frac-
tion of workers working full-time/full-year, and Figures 19a to 19d report simi-
lar information on the average duration of current jobs (average job tenure).
Thus, after controlling for business cycle effects, in Figure 18 the value of a
cohort dummy represents the fraction of workers from different cohorts work-
ing full-time/full-year at the age of 25.

The cohort pattern that emerges for the full-time/full-year rate is quite
similar to that observed for the employment rate. For higher-educated men
there is no clear trend, while for lower-educated men there is a substantial
decline in the full-time/full-year rate. In contrast, for more recent cohorts of
women the rate of full-time/full-year employment appears to be higher, espe-
cially in the case of more educated women. The decline in full-time/full-year
employment for lower-educated males is again quite substantial. The likelihood
that an individual will have a full-time/full-year job is 10 percent lower for a
man from the 1992 cohort than his counterpart from the early 1970s.

Figure 19 provides a more direct look at the changing nature of employ-
ment relations since it reports information on how long jobs last for more
recent cohorts. The main finding to emerge from this figure is that patterns
now show similarity more by education group than by gender. For both lower-
educated women and men, there appears to be a substantial decline in job
tenure for cohorts entering after 1982. In contrast, for higher-educated workers
there is virtually no evidence of such a trend. By itself this evidence offers lit-
tle support for the idea of a profound switch in the nature of the employment
relationship: if such a shift was occurring, we should observe it affecting new
cohorts of highly educated workers, but we do not observe any such thing.

The overall picture that emerges from our cohort analysis of labour mar-
ket outcomes is one of considerable heterogeneity. At one end of the spectrum
we have recent cohorts of higher-educated women who experience increased
earnings for all individuals, increased employment and increased or unchanged
job stability. At the other end of the spectrum we have recent cohorts of lower-
educated males with decreased earnings, employment and job stability. In
between these two extremes, we have higher-educated males who experience
decreased earnings but no substantial decrease in employment or job stability.
Finally we have lower-educated women, who generally follow the same pattern
as for higher-educated women except that they appear to be losing job stability.

Identifying the effects of a technological change is, of course, very difficult.
In most studies, those effects are taken to be what is left after more easily mea-
surable causes (such as shifts in industrial composition of employment) have been
addressed. Accordingly the technological change effects reflect any measurement
errors and errors arising from overly restrictive functional form assumptions.
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FIGURE 17a

COHORT EFFECT FOR EMPLOYMENT-TO-POPULATION RATIO,
FEMALES, Low EDUCATION, 1972-1994
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FiGURE 17b

COHORT EFFECT FOR EMPLOYMENT-TO-POPULATION RATIO,
FEMALES, HIGH EDUCATION, 1972-1994
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LOOKING BEYOND THE MAJOR TRENDS

FIGURE 17cC

COHORT EFFECT FOR EMPLOYMENT-TO-POPULATION RATIO,
MALES, Low EbucaTIOoN, 1972-1994
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Ficure 17d

COHORT EFFECT FOR EMPLOYMENT-TO-POPULATION RATIO,
MALES, HIGH EDUCATION, 1972-1994
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LOOKING BEYOND THE MAJOR TRENDS

FIGURE 18a

COHORT EFFECT FOR PROPORTION OF FULL-YEAR/FULL-TIME WORKERS,
FEMALES, Low EDuUcATION, 1972-1992
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Ficure 18b
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LOOKING BEYOND THE MAJOR TRENDS

FIGURE 18c

COHORT EFFECT FOR PROPORTION OF FULL-YEAR/FULL-TIME WORKERS,
MALES, Low EbucaATION, 1972-1992
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Ficure 18d

COHORT EFFECT FOR PROPORTION OF FULL-YEAR/FULL-TIME WORKERS,
MALES, HIGH EDUCATION, 1972-1992

0.98
0.95
0.92
0.89
0.86
0.83
0.80
0.77
0.74
0.71
0.68
0.65
0.62
0.59
0.56

0.53
0.50 I I I I I I I I I I I
1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992

Cohort Effect (Proportion)
IR A A A A A A A A A
LU L L L]

Year of Cohort Entry

61



LOOKING BEYOND THE MAJOR TRENDS

FIGURE 19a

COHORT EFFECT FOR AVERAGE JoB TENURE, FEMALES, LOw EDUCATION,
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FicurE 19b
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LOOKING BEYOND THE MAJOR TRENDS

FIGURE 19c

COHORT EFFECT FOR AVERAGE JoB TENURE, MALES, Low EDUCATION,
1972-1992
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LOOKING BEYOND THE MAJOR TRENDS

A more direct attempt to measure technological change impacst will
depend crucially on the definition of technological change. In the broadest
sense, we can define an economy’s technology to include not only the techni-
cal specifications embodied in physical capital but also work arrangements,
institutions, etc. Such a broad definition fits with treating technological
change impacts as the residual in an empirical analysis, but it provides the ana-
lyst with little of value for understanding the source of trends. Authors who
have attempted to provide a more focussed definition of technological change
have tended to concentrate on the computer revolution as the source of change
in the 1980s and 1990s.

It would obviously be desirable to have a unified explanation of all recent
changes in the labour market. Three main theories seem potentially reasonable,
though none appears to us to provide a complete explanation for all or even
most of the patterns discussed in the first section. The two most common inter-
pretations in the existing literature revolve around the idea that what we are
observing is the outcome of a shift in demand, and particularly a shift in
demand favouring more skilled workers. The basis for this claim comes from
what is sometimes called the “Econ 1” test: both earnings and employment out-
comes have worsened for less skilled compared with more skilled workers. In a
simple demand-and-supply framework, such a common movement in both
price and quantity results only from a demand shift. The two main explanations
differ in their identification of the cause of the relative shift: according to one,
it is a “skilled-biased” technological change, while according to the other it is
increased trade-related competition from low-wage countries. Whatever the
underlying cause, the outcomes are mainly in terms of changes in employment
as opposed to changes in hourly wages. The limited response of wages is poten-
tially due to institutional rigidities as well as labour supply responses in the form
of prolonged education. In particular, the large increase in the supply of edu-
cated workers helps explain why there has not been substantial wage increases
for highly educated workers in response to favourable demand conditions.

A third possible explanation for observed changes over the last 25 years
focuses on the substantial increase in the labour market attachment of women.
This additional transformation of society provides the basis for understanding
the divergent pattern of outcomes by gender. In fact, for the female labour mar-
ket, the effects of changes in attachment appear to dominate any effects result-
ing from changes in skills-related demand patterns. The dominant pattern that
emerges for women, once cyclical effects are disregarded, is mainly one of rather
successful integration.
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LOOKING FORWARD

WE TURN NOW TO THE TASK OF USING THE INFORMATION presented earlier
in order to project into the future. We do this in two stages. In the first
stage, we discuss predictions for the short run of about five years. These are
short-term predictions of what we feel are the dominant trends in the labour
market, and we believe that the predictions are plausible under a variety of
scenarios and do not depend heavily on the actual underlying cause of change.
Predicting further into the future requires assumptions about the underlying
causes of the observed trends and how individuals are likely to adjust.
Unfortunately, there is no clear consensus on the underlying causes.
Accordingly, in the second stage of our analysis we set out two scenarios for the
longer run, based on different hypotheses about the fundamental forces cur-
rently driving the economy.

SHORT-TERM PREDICTIONS

ONE OF THE MOST STRIKING THEMES EMPHASIZED in the previous two sections is
the collapse of earnings levels for younger workers. Declines in average real
earnings are observable in particular for men under the age of 35. The rise in
female participation and hours worked over this period partly masks similar
patterns for women. As previously noticed, however, if we focus on full-
year/full-time workers, the same pattern of decline in real earnings is noticeable
for young females. These declines are relatively continuous throughout the
1980s and appear to have accelerated in the 1990s.

To predict whether these earnings declines will continue, we need to sep-
arate apparently permanent negative outcomes for more recent labour market
entrants from the general effects of the recession of the 1990s. Without such a
separation, we are in danger of creating too gloomy a prediction simply because
the most recent observations we have to work with occurred during a prolonged
recession. In our analysis presented in the third section, we carried out an
empirical exercise that permits such a separation for workers aged 25 to 38. In
that section we argued that this is an interesting group on which to focus
because it represents a crucial period in the life cycle, when we expect individ-
uals to make a transition into a stable, long-term work pattern. If outcomes for
this group are poor, predictions for new labour market entrants are indeed grim.
We find a continual decline in the earnings levels of successive cohorts of male
labour market entrants over the last 15 years, even after holding constant earn-
ings changes associated with the business cycle and movements along a natural
life cycle earnings path. For females, cohort effects estimated from average
earnings numbers that include zero values for non-workers show the opposite
pattern: a continual rise. Once we focus only on full-year/full-time workers,
however, females also show a continual drop in cohort-specific earnings levels
over time.
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One might predict or hope that these sharply negative patterns apply only
to the least educated workers. In fact, the decline affects more educated as well
as less educated males; the only difference is that it seems to be accelerating for
the latter while the former experience a smooth, continual decline. For female
full-year/full-time workers, the decline is faster for more educated rather than
less educated workers. This situation reflects the fact that in Canada (unlike
the United States), there has been no substantial rise in returns to education in
the last 15 years.

How would we project these trends into the future? For the least educated
workers in particular, we see no evidence in the data to suggest that the earn-
ings trends will slow down. Indeed, as mentioned above, the trends seem to be
accelerating. For the more educated there is some slight evidence that the
decline might have slowed for the most recent entry cohorts but this may only
be a wishful reading of our graphs and certainly has no sound statistical basis.
It seems reasonable to predict that real earnings levels will continue to decline
for young workers in the short term. Having a higher education level may mod-
erate the decline, but only slightly. Note that this is a discussion of cohort
effects, i.e., long-term average earnings levels for a group of workers entering
the mature labour market at the same time. If the current poor labour market
conditions continue, the predicted declines for future new cohorts will be
amplified by negative effects for all workers. If the Canadian labour market
recovers from its depressed state, new entrants may generally have higher earn-
ings than did their counterparts in the early 1990s but they will have lower
earnings than cohorts at a similar point in the business cycle. Finally, we find
no evidence that declines in entry-level earnings for new cohorts will be offset
by faster earnings growth in the first part of their career. On the contrary, we
find that newer cohorts suffer both in their initial earnings level and through a
slower rate of growth of earnings.

The sharp decline in earnings levels across cohorts leads us to question
whether there has been a general collapse in the labour market for young
workers, showing up in employment outcomes and types of employment rela-
tionships, as well as in earnings. In our view, there is a popular notion that the
Canadian economy is undergoing a so-called paradigm shift in employment
relations. This presumably takes the form of a shift toward more short-term,
part-time jobs and more self-employment. We do not find evidence to support
such a general shift. If such a shift has occurred, it should show up in the
cohort-specific component of the employment rate, job tenure and the propor-
tion of workers who are full-year/full-time in our analysis in the third section.
Further, to claim that something as substantial as a paradigm shift has occurred,
we believe that one would have to witness significant changes for all types of
workers. For low-educated males there are, in fact, substantial negative trends
in the cohort effects estimated from employment rates, job tenure and the pro-
portion of workers who are full-year/full-time. This indicates that more recent
low-educated male entrants can expect poorer outcomes in these aspects over

66



LOOKING FORWARD

the long term than those who entered the mature labour market in the 1970s
or 1980s. However, there is no evidence of a significant negative trend in these
measures for more educated males, and there are persistent positive trends in
several of the measures for females. We do not deny the poor performance in
terms of employment outcomes experienced by young workers in the 1990s.
The benefit of our analysis is that we can assess whether these difficulties are
the result of general problems associated with an economic downturn, the nat-
ural high turnover experienced among young workers, or more permanent
negative effects for more recent entrants. Our assessment is that, apart from
low-educated males, the recent poor performance does not signal permanently
poorer outcomes for newer entrants in terms of employability and job stability.
Accordingly, our second main short-term prediction is that we do not foresee
a paradigm shift in the nature of labour market relations. Note that for males,
the implication of our analysis is that there is an important increase in the
return to a higher education in Canada; however, this increased return comes
in terms not of earnings but instead improved prospects for stable work
arrangements.

In light of the trends facing new cohorts (i.e., reduced earnings propects
for all and decreased prospects for traditional employment relationships for
lower-educated males), how may youth be expected to behave? First and most
obvious, we believe that the recent increases in educational enrollment are like-
ly to continue. In the past, the enroliment level has performed like a ratchet,
with intermittent sharp increases followed by periods of slow growth or relative
stability but never by decreases. This one-way movement suggests a process in
which increases in enrollment “up the ante” in the labour market and all
future generations are forced to meet that new, higher level. There is no rea-
son to suppose that current increases in enrollment will be any different; and
given our predictions for other trends in the low-educated labour market,
there is every reason to believe that the increases will continue. Accordingly,
we expect continual pressure for postsecondary education to expand and espe-
cially to maintain accessibility given the more limited resources of new cohorts.
Second, there will be further postponement of family formation for a large seg-
ment of the youth population as a result of reduced earning capacity. Third, the
poor labour market propects for young lower-educated males are likely to limit
their social integration, with the possibility of significant negative side-effects
such as increased crime rates and homelessness for this segment of the popula-
tion. The increasingly poor outcomes for this group, plus continued polarization
in earnings and employment, are also likely to generate increased social tensions
between generations as well as within younger generations in the near future.
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LONGER-TERM PREDICTIONS

TO MAKE LONG-TERM PREDICTIONS, it would obviously be desirable to have a
unified explanation of the recent changes in the labour market. Three main
theories seem potentially reasonable, though none seems to provide a complete
explanation for all of the patterns discussed in the second and third sections.
The two most common interpretations revolve around the idea that we are
observing a shift in labour demand, and in particular a shift in demand that
favours more skilled workers. The basis for this assertion comes from a very
simple supply-and-demand interpretation. Since both earnings and employ-
ment outcomes have worsened for less skilled relative to more skilled workers,
in a demand-and-supply framework one can explain such a common movement
as the result of a demand shift. The two main causes given for this demand shift
are (1) skill-biased technological change and (2) increased globalization of
markets and, especially, increased competition from low-wage countries.

A third possible explanation for the observed changes over the last
25 years focusses on the substantial increase in the labour market attachment
of women combined with the passage of the baby boom generation through the
age structure. This explanation of change is based on increased labour supply
and its associated general equilibrium repercussions. The attraction of the
explanation is that it potentially offers a unified approach for understanding
the extremely gender-divergent pattern of outcomes. In fact, for the female
labour market, the effects of changes in attachment appear to outweigh any
effects resulting from changes in skills-related demand patterns. The dominant
pattern that emerges for women, once cyclical effects are eliminated, is mainly
one of rather successful integration.

Which of these scenarios appears most relevant? In our view, there is very
little evidence in the Canadian data supporting the skills-biased technological
change explanation. Studies that emphasize this explanation use it to predict
that there should be an increase in returns in terms of earnings to skills of all
kinds: education- and experience-related skills as well as skills that are not
observable in a standard data set. We find almost no evidence of increased
earnings differentials across education groups over time. While we find some
evidence of increased earnings differentials across very broad age groups (i.e,
workers over age 35 versus youths), when following a particular cohort we find
no evidence of increased returns to experience. This again reflects the advan-
tage of our empirical approach of separating out cohort, age and time effects. It
is true that there are increasing differentials between older and younger workers
at particular times but the increase is due to declining cohort effects, not
increasing age profiles. For skill-biased technological change to explain the pat-
terns we observe, one would have to argue that the new technologies favour
workers who entered the mature labour market in the early 1980s, and that
newer entrants cannot reach the more favoured status as they gain experience.
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This is clearly not what is meant by skill-biased technical change as discussed
in the existing literature. Further, the technical change is often attributed to
the impact of the computer revolution. It seems particularly dubious to claim
that older cohorts have an advantage over new cohorts in their ability to adapt
to and use computer technology. Finally, the point at which trends in inequal-
ity and changes in the earnings structure begin in our estimates is the early
1980s. Again, this seems a particularly bad fit with the computer revolution.”
Hence, we choose to dismiss this explanation and concentrate on contrasting
the predictions implied by the two alternative explanations.

If we interpret recent changes as mainly the result of increased interna-
tional competition in both capital and labour markets, it appears reasonable to
predict that the trends defined in the second and third sections will continue
and possibly even accelerate — largely because globalization shows no sign of
abating within the next 10 to 15 years. The opening up of China and the
rebuilding of Eastern Europe are in themselves sufficiently important to
ensure that it continues. In this case, our predictions for the longer term are
very similar to those we discussed for the short term. Ongoing competition with
low-skilled overseas labour will continue to generate poor outcomes for young
and low-skilled Canadian workers, showing up in continued absolute declines
in real earnings for this group and continued deterioration of employment out-
comes for the least skilled. We again foresee high demand for postsecondary
education as the only means for youth to slow down their relative decline. The
net outcome will be increased polarization of earnings and of total income as
the returns to capital, and more particularly to firm ownership, are bid up by
the international competition. This polarization is likely to create enormous
tensions between generations and social classes, and to place new demands
on the Canadian redistribution system. In brief, under this scenario Canada
will probably have an income distribution more like that of the United States
within 10 to 15 years.

The second scenario identifies a different main determinant of the pat-
tern observed for earnings and employment over the last 15 years: the large
labour force increases generated by the entry of the mass of the baby boom into
labour force ages and also by the strong rise in female participation. The
increase in the labour force could have general equilibrium effects leading to
increased labour demand and making possible the strong upward trends in
employment rates among females. At the same time, the new entrants compete
most directly with low-skilled males and could cause the relatively poor outcomes
for that group, playing the same role as competition from overseas unskilled
labour in the first scenario. It should be noted that, in general, a supply-based
explanation such as this one is rejected in the existing literature because we
observe both declining earnings and employment. While this holds true for
unskilled males, for unskilled females we find a pattern of declining earnings
but increasing employment. It should also be noted that more educated males
and females in Canada face a pattern of decreases in earnings across successive
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cohorts, along with stable or increasing employment. This finding fits with a
supply shock varying by entry cohort. Indeed, under the most generous inter-
pretation of our estimates, the decline in earnings levels for educated males
has stopped for the three most recent entry cohorts, coinciding with the edu-
cated cohorts for whom the upward trend in employment has stopped. In
contrast, employment rates for unskilled females continue to rise across
recent entry cohorts, and the earnings levels of unskilled males continue to
fall for recent cohorts. All of these findings fit well with results in Fortin and
Lemieux (1996) for the United States; they note that increased earnings
inequality is evident in the male labour market but that once male and
female outcomes are combined, the often-studied trend toward more inequal-
ity is not so evident.

While this second scenario shares with the first the assumption that large
increases in competition among unskilled labourers is the source of poor out-
comes for unskilled males, there is an essential difference in the level of opti-
mism associated with predictions generated from each scenario. Predictions
from the first scenario are pessimistic because there is no reason to believe that
the competition from overseas will abate. In contrast, we see evidence that the
upward trend in female participation is slowing or stalling. In particular, par-
ticipation rates for young females are already very close to those of males and
therefore are unlikely to continue increasing substantially. If this is true, we
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would predict that earnings for new cohorts are likely to stop falling relative
to older cohorts, and that employment prospects for younger less-educated
males may improve. This shift in turn could indicate a slowing increase in
school enrollment rates and in delayed family formation. We do not, however,
predict an absolute turnaround and recovery in the fortunes of new entrants,
to the extent of a return to the levels of cohorts who entered in the early 1970s
and 1980s. Society thus must still adjust to a situation with more inequality,
delayed family formation and higher school enrollment than in the 1970s and
early 1980s — even though many of our current redistributive and labour mar-
ket institutions were created under quite different conditions in those earlier
times. Nonetheless, such a challenge seems much easier to tackle than one of
continually increasing polarization.

The truth probably is a combination of the two scenarios. Canadian
workers will continue to be affected by competition from unskilled labour
overseas, but domestic sources of increased supply will dry up. If that is true,
then (to the extent that foreign competition is focussed on the least skilled)
employment and earnings outcomes for more educated males and females will
be more favourable, or at least no less favourable, compared with what was
observed in the 1990s. Less-educated males, and perhaps less-educated
females, will continue to face deterioration in their outcomes. The results
could be continuing polarization across education groups and continuing
increases in demand for education.
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N OUR ANALYSIS OF THE LABOUR MARKET, We have attempted to provide a use-

ful summary of past trends and a discussion of how to project the trends into
the next decade or more. We find five defining features of changes in the labour
market over the last 15 years:

First, there have been strong and persistent declines in earnings poten-
tial for virtually all types of workers. These trends are masked by
increases in employment and hours worked among females; but once
one focuses on full-year/full-time workers, the declines are evident for
females as well. There is no evidence of the type of sharp increase in
returns to education visible in the United States in this period.

Second, the declines are partly due to a depressed labour market in the
1990s but they also reflect a relative decline in longer-term outcomes
for recent labour market entrants. New entrants in the 1990s face a 20
percent to 30 percent lower level of real earnings over their lifetime
than individuals who entered the mature (i.e., over age 25) labour force
in the 1970s.

Third, up to 1989 there has been a prolonged increase in participation
and employment rates among females over the age of 25, but those
trends have stalled in the 1990s.

Fourth, employment outcomes for men differ sharply by education
level: for the least educated, employment rates, average job duration
and the proportion working full-year/full-time fall across successive
entry cohorts, but for the more educated they stay constant. Given
the lack of pervasive movement toward more unstable work patterns
across age, education and gender groups, we regard as overstated the
claims that there has been, or will soon be, a paradigm shift in the
labour market.

Fifth, perhaps in response to some of the above changes, there have
been very substantial increases in school enroliment among youths
plus delays in family formation. Overall, we derive a very heteroge-
neous picture of the last 15 years. Youths have suffered declines in real
earnings. Young males have, in addition, suffered strong negative
trends in employment outcomes. More education has helped young
males escape negative employment outcomes but has not alleviated
the negative real earnings trend. For females, the picture is dominat-
ed by the successful integration of large numbers of new entrants into
the labour force.
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In forming predictions, we divide our analysis into short- and longer-run
forecasts. In the short run, we see continued negative trends in earnings for all
young workers and in employment for the least skilled males. The increase in
school enrollment levels will probably also continue. On the other hand, the
long historic rise in female participation and employment rates appears to have
stalled, especially for more educated females. In the longer run, it is necessary
to explain the underlying causes of existing trends and how those causes will
themselves change in order to make useful predictions. To this end we discuss
two main theories. According to the first, increased competition from foreign
unskilled labour has driven the trends, especially the negative trends for
unskilled males. If that scenario is true, we predict a continuation of the trends
we forecast for the short run, because there is no reason to believe there will be
any abatement in overseas competition. The second scenario attributes
observed trends to substantial increases in the labour force generated by the
ageing of the baby boom and the increase in female participation rates over the
last 15 years. If this scenario is true, many of the observed trends may moderate
or stop since the baby boom entry into the labour force has stopped and we
believe the female participation rate may have reached a plateau. With less
competition from new labour market entrants, unskilled males may see an end
to the substantial fall in their earnings and employment outcomes. We view
this as a more optimistic scenario for the future. The truth is probably a com-
bination of the two, with unskilled labour in Canada continuing to be affected
by overseas competition but being relieved of the competition from increasing
domestic sources of labour supply.
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NOTES

Figures 1 through 3 are based on data from CANSIM.

The variance of weekly hours actually decreased for women, reflecting the fact that
more part-time workers worked more hours.

The gender mix of university students has also changed. In particular, by 1994 the
graduating class was composed of four women for every three men (see Education
Quarterly Review, spring 1996).

Our calculation of inactivity rates is derived from the Survey of Consumer Finances.
For related work on cohorts aged 25 to 34, see Susan Crompton, “Employment
prospects for high school graduates,” in Education Quarterly Review, Vol. 3, No. 1
(spring 1996).

More precisely, we modified the previous specification to include an interaction term
between age and cohort in order to allow the slope of the age-earnings relationship to
change in a linear fashion over time. To estimate this effect as precisely as possible,
we also restricted the cohort-level effects to be a quadratic function of cohort time.
In the broadest sense, an economy’s technology can be defined to include not only the
technical specifications embodied in physical capital but also work arrangements,
institutions, etc. Such a broad definition fits with the common empirical practice of
treating technological change impacts as the residual after competing measurable
effects are addressed, but it provides the analyst with little of value for understanding
the source of trends. Using such a broad approach to technology, it is always possible
to define technological change in a way that fits the observed data. \We focus on what
we perceive to be the main, more narrow definition of technical change in the liter-
ature: a change, possibly related to the computer revolution, which is complementary
to skilled labour and a substitute for unskilled labour.
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L. Osberg

In preparing for this session, | was told that one of the authors wouldn’t be
here and the other author would be presenting 2 new papers rather than the
one distributed. So it was a little bit difficult to prepare, but I was told that
I have lots of time.

So to start off with, I want to first talk about the Betts paper and bring out
some themes in it, which I’ll try and return to in the end. Because the
Betts paper is a discussion of technological change and one of the
important points he makes right from the start is that technological change
does not in itself create unemployment. Indeed, at the micro level, failure
to innovate at a particular firm may cause job loss. What innovation really
does is alter the mix of employment by firm and by industry.
Technological change doesn’t in itself alter the level of aggregate demand
for labour. Although technological innovation shifts the structure of
employment, it’s other factors in the economy that determine whether the
aggregate demand for labour is sufficient to reduce unemployment to
tolerable levels.

The structure of the Betts paper is to survey the secondary literature on
technological change and I just have 2 points that I’d like to bring out of
that discussion. Most of my comments are going to be focused on the
Beaudry and Green paper. First is that skill throughout the Betts paper is
treated as a non-problematic concept. It’s in practice measured by years
of education or white collar status, but there isn’t a direct measure of skill
or certainly of the range of skills that are in use out there in the labour
force. And a second point I think that is relevant to what | will talk about
in a minute, is that there’s relatively little attention paid in the paper to
innovation in what I’ll call soft technology of the organization or
motivation of the workforce. Most of it is about innovation in the form of
capital equipment or in the form of computer equipment, but not much
mention is made about innovation in the way in which work is organized
or in the way in which workers are motivated. And since I’ve done a
number of case studies over the years 1I’d like to just give you a hokey
diagram to give you a sort of a picture of the really complex four-cornered
problem that I think that a lot of firms actually have to solve in practice.

| think that in, in practice firms are out there facing market demands
which have both price and quantity and quality dimensions to them. They
are faced at any given time with a certain technologically known set of
hard technology options in terms of the physical capital of production, and
in terms of the cognitive skills of individual workers, and then they also
have the problem of how do they organize those workers and how do they
motivate them over time.

What I’m going to say fits very well with a lot of what David said because
| think that in practice that only some combinations of these packages are



feasible. If you want team production, by highly motivated teams you
have to have some continuity of membership, and some continuity of
employment. If you want workers to devote a lot of attention and energy
to producing a high quality output then you must recognize that it is hard
to get it out of the low wage labour force strategy.

As well, "quality" is in itself one of the most ambiguous of concepts that’s
out there in the market. Its actual practical definition changes by industry
and often by customer. So the really important problem is solving the
customer’s definition of quality in that particular industry. For that you
need highly motivated workers. So there are only some particular
combinations of strategies are really available to firms. Basically in the
end if you want to charge a high price you’ve got to have customers that
think you provide a high quality product and you’re going to be restricted
in the type of employment strategy you follow.

And for sure you need the cooperation, the active cooperation, of workers.
Not the unwilling or forced cooperation, but the active cooperation of your
workers at the level of the individual workplace. And that theme of
cooperation is going to be what | want to come back to.

| think one of the problems we have sometimes in the policy debate is that
a great many of us came out of an economics background and we’re kind
of taught in graduate school to focus on the quantifiable, which means we
tend to focus in on what we can measure fairly easily in terms of hard
technology and in terms of price based competition. And the sort of
inherently fuzzier notions of organizational and motivational strategies
and of quality production is something they do talk about over in the
business school, but we don’t typically do in economics very much.

Now to turn to the Beaudry and Green paper, which | think complements
very, very nicely this whole issue, the first point is this is very high quality
work. It’s a very high quality analysis, primarily of micro data drawn from
surveys of individual households. Individuals in those surveys report their
labour market incomes and their own characteristics. And those outcomes
of course are the result of some intersection of demand and supply out
there in the labour market.

We’re talking about a story that essentially comes down to technological
change and the nature of technological change. So it is | think an
important caution to note that we don’t actually have evidence from
individual firms and they don’t project demand trends, either in the
aggregate or at the level of the individual industry. And for those people
who are worried about structural change and industrial mix or about the
problem perhaps of aggregate demand, there isn’t any direct attention to



their concerns. So one question you can ask throughout, as you go
through is how much can we learn from one side of the labour market.

I think we can learn a great deal about outcomes. In the patterns paper
they tell us a great deal about the nature of outcomes in the Canadian
labour market. They follow birth cohorts through successive waves of the
Survey of Consumer Finance. Again, the level of education is the
measured variable. Again, we don’t have direct measures of skill or skills
and personally 1 think that schooling is very important, but it’s an input
into skill rather than skill necessarily itself.

The strategy is to compare the age earnings profiles of different cohorts
and by level of education. And the bottom line conclusion is fairly
depressing and dismal, that we have much poorer earnings for recent male
labour market entrants relative to the 60°s and 70’s. -and that there’s no
evidence of increased returns to experience. There’s been a shift down in
earnings profiles. And so if Canada is inherently, in some sense a
materialistic society, in some important sense it’s not delivering the goods
to new entrants to the labour market.

Now one of the really important issues is that we want to separate out
cyclical phase and structural trend. And the whole focus of the discussion
of outcomes is to assess the importance of structural trends. Now I can’t
help discussing this without noting that the term cyclical has this sort of
comforting kind of neutral tone to it. When you talk about "cyclical" it has
a "what goes down must come up” kind of optimism. And it’s sort of a
neutral thing "out there”. Nobody did or can do much.

But there is an older vocabulary which referred to "demand deficient"
unemployment, which is basically the same thing. And it talked about the
impacts of dem