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Introduction 
 

Like many other OECD countries in the early 1990s, Canada faced the 
need to address a number of economic challenges.  Principal among these 
were a weak economic environment and poor labour market performance, a 
worsening fiscal situation, and the transition to a more open trade 
environment following the introduction of the Canada-US Free Trade 
Agreement (1988) and the North American Free Trade Agreement (1993). 
The Government of Canada responded to these challenges with a concerted 
set of policy reforms over the past decade – fiscal, monetary and labour 
market – consistent with the directions of the 1994 OECD Jobs Strategy. 

 
However, as important as these reforms have been to improving 

Canada’s economic fundamentals and supporting a strong economic 
performance in recent years, new challenges are emerging that will have 
significant implications for continued prosperity in the future.  
 

This paper presents Canada’s experience since the early 1990s with 
labour market reforms. Section 2 outlines the macroeconomic and labour 
market challenges that Canada faced in the early 1990s. Section 3 describes 
the policy responses to these challenges. Given the mounting national debt, 
Canada first had to cut expenditures and then refocus on policies that dealt 
with core problems in the labour market. Section 4 summarizes the current 
state of the economy while Section 5 outlines the current challenges. The final 
section describes the labour market policy directions that are emerging in 
Canada. 

 
1. Macroeconomic and labour market challenges in the early 1990s 

 
Canada experienced a recession in 1990-91 that was followed by what 

has been characterised as an unusually slow and jobless recovery (OECD 
1993). While strong employment gains in 1994 seemed to signal an end to the 
jobless recovery, growth again slowed in 1995 and 1996 and job creation did 
not recover until 1997 (Sunter and Bowlby 1998). Several factors contributed 
to the slow recovery.  

 
Canada started the decade facing serious challenges to its overall 

competitiveness. Relatively high wage growth, weak productivity gains and 
exchange rate appreciation relative to the late 1980s resulted in low levels of 
aggregate demand for Canada’s goods and services. In addition, there was a 
rapid build up of public debt. This was occurring not only at the federal level, 
but at the provincial level as well, with serious consequences for the 
respective credit ratings of these jurisdictions.  While a similar development 
had occurred in many OECD countries, it was more pronounced in Canada; 
both the gross and net debt-to-GDP ratios were 20 percentage points above 
the OECD average (OECD 1993). In addition, net international liabilities 
approached 44% of GDP in 1992. The debt crisis peaked in 1993-94 when the 
federal debt amounted to more than $500 billion, and the year’s budget deficit 



June 2005 

 3

exceeded $42 billion.1 Interest rates were also rising, fuelled in part by 
government borrowing to finance the deficits, which had a dampening effect 
on business growth.  

 
In this weak growth environment at the beginning of the decade, the 

labour market situation also worsened, with unemployment among those aged 
15 and older peaking at 11.4% in 1993. Long term unemployment (those 
looking for work for 12 months or longer) increased during this period as well, 
peaking in 1994 at 17.5%. Meanwhile, labour force participation decreased 
from its peak in 1989 of 67.2% to a low of 64.6% in 1996. While attention 
turned to the concept of “discouraged workers”, those aged 25-54 were not as 
adversely affected as older workers and youth. There was also a trend 
towards earlier retirement during this period, mainly among men (participation 
among older women held steady), that was partially caused by early 
retirement packages that were offered in lieu of layoffs (Sunter and Bowlby, 
1998). The dip in the participation rate was most pronounced among youth, 
many of whom were the first to be laid-off during the recession.  Participation 
among those aged 15-24 fell 10% between 1989 and 1997, from over 70% to 
about 61%.  Many youth returned to school in the face of the poor job market.  
Enrolment in higher education increased substantially during this period, 
leading to higher average educational attainment of the labour force in future 
years.  
 
2. Policy responses to the key challenges of the early 1990s 
 

The challenges of the early 1990s were not unique to Canada. Other 
OECD countries were facing similar economic and labour market conditions. 
Key challenges by the mid-1990s included rising public indebtedness, large 
current account deficits, high unemployment rates and, in the case of Canada, 
the United States and Mexico, adjustments to the new North American Free 
Trade Agreement (NAFTA, effective January 1994). In 1994, the OECD put 
together the Jobs Strategy to assist member countries in dealing with some of 
these challenges. Canada’s response was consistent in many aspects with 
the recommendations of the Jobs Strategy. 

 
Canada introduced several measures to deal with the economic, fiscal 

and labour market challenges it was facing – in particular, fiscal and monetary 
discipline, public pension reform and labour market reforms.  

 
3.1. Fiscal and monetary discipline 

 
Efforts to address the fiscal imbalance at the federal level were largely 

focused on cuts to public expenditures. Beginning in 1990 with the 
“Expenditure Control Act”, the federal government froze or limited spending 
growth in every area of public expenditure.  A government-wide process 
known as the Program Review was kicked off with the 1994 Budget. The 
Program Review required ministers and senior officials to subject all programs 
                                            
1 Combined deficits of the federal and provincial governments exceeded $62 billion, or 8.6% 
of Canada’s GDP. Canada’s collective public debt was approaching 100% of GDP, one of the 
highest levels in the industrialized world (GoC, 1999). 
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and activities they delivered to tough scrutiny (TBS, 1997). Programs and 
activities were examined to identify the government’s core roles and to focus 
resources on priorities, while reducing overall spending (GoC 1999).  In the 
process, 45,000 public service positions (representing 20% of the total public 
service) were eliminated or transferred to private-sector agencies. The 
Program Review achieved its objectives and resulted in a reduction in total 
departmental spending by almost 20% between 1994 and 1998 (i.e., 
departmental spending in 1998 was $9 billion lower than in 1994).  

 
The 1995 federal budget went further and contained some of the most 

significant program and spending cuts in Canada’s history (HRDC 2003). This 
budget would lead to $29 billion worth of cumulative savings in three years, of 
which over $25 billion were in the form of program expenditure reductions. 
These cuts, together with stronger economic growth (which led to higher 
revenues), eventually helped eliminate the federal fiscal deficit; while the 
federal government had run budgetary deficits in every year from 1969/70, it 
managed to balance the budget in 1997/98 (Department of Finance, 2003) 
and the government has run a surplus every year since. As a result of the 
$61.4 billion reduction in the federal debt (accumulated deficit) over the last 
seven years and sustained economic growth, the federal debt-to-GDP ratio 
has fallen by 27.3 percentage points to 41.1 percent in 2003–04, down from 
its peak of 68.4 percent in 1995/96.  After initially balancing their budgets, the 
provincial-territorial sector has returned to a deficit position since 2002–03.  
However, in spite of this, the total provincial-territorial debt-to-GDP ratio had 
improved by 2003-04 when it was at 23.6%.  The combined public debt 
burden, therefore, decreased significantly in the past decade from close to 
100% of GDP to its recent level of 64.7%. 

 
In February 1991, the Government of Canada and the Bank of Canada 

agreed to put in place an inflation-targeting framework for an initial five year 
period with the aim of achieving price stability. The inflation-control target 
range was set at 1 to 3 percent, and the target range has subsequently been  
reviewed and renewed several times (currently to the end of 2006). In 1991, 
the inflation rate was 5.9 percent as measured by the consumer price index.  
By December 1993, inflation had been reduced to 2 percent (Bank of Canada, 
2001). The inflation rate has remained within the target band since 1993 and 
has allowed for a sustained low-interest-rate environment since that time. 

 
3.2. Public pension reform 

 
The key driver for public pension reform was the concern surrounding 

the long-term financial sustainability of public pension plans in the face of an 
ageing population (Baldwin, 2004). Canada’s experience in this respect was 
very different from a number of OECD countries which have generous public 
pension schemes that, in combination with equally generous disability 
schemes, promoted (early) retirement.  The Canada Pension Plan (CPP) and 
its counterpart the Quebec Pension Plan (QPP) are compulsory, earnings-
related programs that provide benefits to employed and self-employed 
contributors upon retirement.  In the past, the CPP was financed on a 
modified pay-as-you-go basis with contributions by employers, employees and 
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the self-employed making up the primary source of CPP revenue. This 
financing scheme made the CPP particularly vulnerable to the consequences 
of an ageing population. Several changes to the CPP were passed by 
Parliament in December 1997, which helped ensure the financial sustainability 
of the program.  The changes included an increase in contribution rates; 
changes to the administration and calculation of benefits; and the 
establishment of the Canada Pension Plan Investment Board in order to 
invest those funds in excess of the amount needed for current benefit 
payments in a broader range of financial market instruments so as to 
maximize the return on them (Department of Finance 1995). The federal 
Minister of Finance further committed to preserving Canada’s public pension 
programs in the February 1995 Budget (this promise also included the other 
parts of Canada’s pension system: the Old Age Security plan and the 
Guaranteed Income Supplement). 
 
3.3. Labour market reforms 
 

While part of the drive behind labour market reforms in the mid 
1990swas the need to address budgetary pressures, the more important 
objective was to improve labour market efficiency through enhanced labour 
market flexibility and attachment, improved labour mobility and the creation of 
appropriate incentive structures that would “make work pay”.  The federal 
government worked together with provincial governments to pursue several 
objectives in this regard – namely reducing unemployment (including long-
term unemployment), benefit dependency, and regional disparities. The main 
focus of these efforts was to get people back to work quickly. 

 
In the wake of the Free Trade Agreement (FTA, 1988) and NAFTA 

(1993), the federal government worked to enhance internal trade and labour 
mobility through the Agreement on Internal Trade (AIT) (HRDC 2003). The 
AIT came into effect in July 1995 and its objectives included the reduction and 
elimination, where possible, of barriers in the provinces and territories to the 
free movement of persons, goods, services and investments in Canada. 
Under the terms of the AIT, the Labour Mobility chapter requires governments 
and their respective occupational regulatory bodies to assess their legislation, 
policies and regulations to ensure they do not impose barriers to labour 
mobility (HRDC 2003).  

 
Unemployment Insurance reform started in the late 1980s and included 

the elimination of benefits for those who voluntarily quit their jobs, as well as 
other changes to disqualification penalties. Major reform occurred in 1996 
when the Unemployment Insurance Act was replaced by the Employment 
Insurance Act (EI Act). The EI Act tightened eligibility for some claimants and 
introduced an “intensity rule” to discourage repeat use of EI (however this rule 
was repealed in 2000). In addition to these changes, there was a shift in focus 
from passive income support to more active labour market interventions 
aimed at helping people find and keep jobs. This included the introduction of 
the Employment Benefits and Support Measures (EBSMs) which were 
designed to enable people to get back to work quickly and efficiently. The 
EBSMs included wage subsidies, earnings supplements, self employment 
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assistance, job creation partnerships and skills and loans grants. To finance 
these new program measures, the EI Act authorized the Government of 
Canada to enter into Labour Market Development Agreements (LMDAs) with 
each province and territory on the design, delivery and financing of active 
measures (HRDC 2003). With the introduction of the LMDAs, the Government 
of Canada committed to devolving responsibility for active measures to the 
provinces over time. This is intended to help increase flexibility and 
responsiveness of these programs to local labour market conditions. 

 
On December 31, 2000 the duration of parental benefits available 

under the Employment Insurance Act was increased from 10 weeks to 35 
weeks. Combined with the existing 15 weeks of maternity benefits under the 
Act, the change in legislation now allows birth mothers to spend up to a year 
at home with their child during his/her first year of life. Alternatively, the weeks 
of parental benefits can be shared between parents giving both an opportunity 
to bond with their child during the first year of life. In addition to the expansion 
of parental benefits, compassionate care benefits were introduced in January 
2004. These benefits allow workers to receive up to six weeks of benefits 
when caring for a gravely ill family member. Both the introduction of 
compassionate care and the extension of parental benefits were designed to 
help individuals better balance work and family life. 

 
The National Child Benefit (NCB) initiative incorporated both social and 

labour market objectives. Introduced in 1998, the NCB initiative is a 
partnership among the federal, provincial and territorial governments and First 
Nations that aims to help prevent and reduce the depth of child poverty, 
support parents as they move into the labour market and reduce overlap and 
duplication of government programs.  Through the National Child Benefit, the 
Government of Canada works together with the provinces and territories to 
provide income support and other benefits and services to low income families 
with children.  One important goal of this program is to remove the financial 
barriers that have often prevented families on social assistance from making 
the transition to self-support through employment (i.e., they can continue to 
receive child benefits when they leave social assistance). The NCB further 
promotes labour force attachment because the provinces reinvest the social 
assistance savings into the promotion of labour market entry.  By 2007, 
federal investment in child benefits is projected to reach $10 billion. 

 
In 1997, the Government of Canada launched the Youth Employment 

Strategy (YES). This strategy was designed to develop Canada's workforce of 
the future by providing young Canadians (aged 15-30) with access to 
programs and services to help them gain the skills, knowledge, career 
information and work experience they need to find and maintain employment 
and make a successful transition into the labour market. For the period 
2005/2006, the estimated YES investment is $392.5 million in operating and 
program resources. 

 
In addition to the above changes, the federal government also 

introduced a number of new programs targeted on groups with specific needs, 
for example, the Program for Older Worker Adjustment (POWA), 
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Employability Assistance for Persons with Disabilities, and various initiatives 
for Aboriginals (eventually leading to the Aboriginal Human Resource and 
Development Agreements in 1999). 

 
3. Current state of Canadian economy 
 

In contrast to the bleak economic experience in the early and mid 
1990s, the Canadian economy is performing very well relative to other 
G7/OECD countries and is now in the midst of its longest economic expansion 
on record. Most private and public forecasters predict real GDP growth during 
2005 to be close to 2.8% and expect continued steady growth over the 
medium-term (2006-2009) (Watson Wyatt Worldwide 2005).  However, labour 
productivity growth continues to lag behind that of the United States 
(Canada’s largest trading partner).  Aggregate labour productivity grew from 
1.1% per year between 1980 and 1996 to approximately 1.8% over the period 
1997-2003. From 2003 to 2005, however, business sector labour productivity 
growth had slowed significantly, posting zero growth for all of 2004.  

 
Currently, labour market conditions are strong, buoyed by sustained job 

growth. In 2004, over 17 million Canadians were in the labour force, and 
Canada led the G7 in overall employment growth over the 2001-2004 period, 
despite certain economic setbacks (SARS, BSE).  Employment growth was 
paralleled by increases in labour market participation, particularly among the 
elderly and women. Female participation among those aged 15-64 reached an 
all time high in 2004 (74%) compared to 31% in 1960. In addition, overall 
unemployment has declined from its peak of 11.4% in 1993 to the current rate 
of just under 7%. 

 
4. Remaining and emerging challenges 

 
The rise of emerging economic powers in Asia provides both 

opportunities and challenges for Canada’s economy and labour market.  
Increased globalization comes creates expanded markets for Canadian 
exports, especially mineral and energy products. In addition, opportunities to 
outsource internationally (“offshoring”) can potentially help reduce production 
costs, improve service and enhance competitiveness of Canadian businesses. 
To date, however, offshoring is not a prominent business practice in Canada.  
Moreover, the Conference Board of Canada predicts that offshoring will have 
less impact on employment than other business trends (i.e., domestic 
outsourcing) over the next few years (Conference Board 2005). It remains 
important, however, for Canada to maximize the benefits of the global 
offshore outsourcing trend for Canadian companies while minimizing job 
losses for Canadian workers. 

 
In addition to increased globalization, the Canadian labour market is 

facing several internal challenges. First, it is anticipated that demographic 
pressures from population aging and a low birth rate will have an adverse 
impact on labour supply. Finding ways to increase labour productivity and 
capital productivity are, therefore, essential for ensuring the maintenance of, 
and future improvements to, living standards. Second, certain groups are still 
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having difficulties participating fully in the labour market. These include 
Aboriginal people, new immigrants, low skilled workers, lone parents and the 
disabled. Third, while the economy has experienced healthy growth in recent 
years, not all regions have profited equally. Canada continues to have 
persistent regional disparities with some provinces having unemployment 
rates that are more than five times that of other provinces. 

 
In spite of some improvements to labour productivity growth in Canada 

in the last five years, productivity (growth and level) still lags behind that of the 
United States. United States productivity growth was significantly higher from 
1997 to 2003 than in Canada (2.4% compared to 1.8%).  In 2004, the 
Conference Board of Canada reported that labour productivity in 19 of 29 
business sector industries was lower in Canada than in the United States. 
Service industries contributed the most to the total productivity gap 
(Conference Board 2004). As Canadian employment becomes increasingly 
concentrated in service-producing sectors (with 75% of employment in 2004 
already being accounted for by these sectors), Canada’s overall productivity 
performance could continue to lag relative to the US. 

 
The recent rise of non-standard work (defined as all work that is not 

permanent, full-time paid employment) has resulted in increased flexibility for 
Canadian businesses. These jobs account for 37% of all employment. From 
the perspective of individuals, however, while some Canadians might prefer 
non-standard employment because it provides more flexibility to them, there is 
concern over the economic well-being of many of those employed in non-
standard work. In addition, this work is sometimes characterised by 
“underemployment”, where the skill-level of work performed is lower than the 
educational attainment of the job holder or where the individual is only able to 
get part-time hours in spite of securing full-time employment. As well, this type 
of work is often accompanied by a lack of benefits and pensions. In addition, 
the work is frequently less stable in nature and low paid.  Women are more 
likely to work in non-standard work then men, on average, with 41% of 
employed women working in non-standard work compared to 34% of men.  
Moreover, men employed in non-standard work tend to be either self-
employed or in seasonal work, while women are more likely to be in 
permanent part-time jobs or casual labour. 

 
Related to the issue of non-standard work are the “working poor”. 

These individuals tend to have a strong labour force attachment but are 
earning around minimum wage and thus unable to lift themselves or their 
families above the conventional measures of low income (in Canada, the Low-
Income Cut-off as reported by Statistics Canada). In Canada, in particular, a 
worker with a significant work effort is particularly vulnerable to low income if 
he or she is the only person meeting the family’s financial needs, and this 
vulnerability increases with the number of dependent children (Fleury and 
Fortin, 2004). 

 
It is not expected that Canada will face generalized worker shortages in 

the broad sense of matching educational attainment with job requirements. 
However, there are areas where prospective labour supply may fall short of 
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demand growth, while supply growth is expected to exceed demand for 
certain other occupations. Although some of these imbalances are a sign of a 
full-employment labour market, better matching will help to improve overall 
economic outcomes. The pressures for skilled occupations are spread across 
a range of skills: managers, business & finance, health, the skilled trades, and 
the skilled primary sector. Ensuring a match of supply to demand will require a 
multi-pronged effort. 

 
5. Emerging policy directions 

 
Canada has moved since the early and mid 1990s from an economy 

with moderate growth and high unemployment to one that is now operating 
near capacity, with relatively low levels of unemployment and with signs of 
emerging labour market shortages or pressures in some occupations, sectors 
and regions.  We are, therefore, now looking to new programs that will meet 
our policy needs in this new environment. 

 
Among the issues driving Canada’s policy directions, three are 

especially important: demographics, technology, and globalization. Canada’s 
changing demographics will lead to an eventual slowing of domestic labour 
force growth. It is, therefore, even more important than before that workers 
continue to develop their skills and maximize their full potential. In addition, full 
use of the enormous human capital capability that has been developed 
through increasing educational attainment of the population and the skills of 
immigrants is essential.  Furthermore, the rising and constantly changing skill 
requirements of the knowledge-based economy mean that there is a demand 
for higher skill levels across the spectrum of jobs. New technologies will be 
key to future productivity growth and it is imperative that workers are given the 
tools they need to keep up with new skills and knowledge demands. Finally, 
globalization is driving competitiveness and creating adjustment challenges. 
To be successful in the future, Canada must therefore be able to compete 
internationally on the basis of its capacity for innovation, enterprise and the 
quality of services and products. All of these are dependent on continuously 
building the knowledge base and skills of Canada’s labour force. 

 
In light of these factors, the Government of Canada is pursuing several 

initiatives with a view to ensuring the labour force is prepared for the 
economic needs of the future as well as the present. In particular, Canada is 
starting to focus greater attention on demand driven employment policies and 
is doing this through a focus on the workplace that will help ensure that 
employers have access to the skills they need, where they need them and 
when they need them. In Canada, 80% of workers are employed in small and 
medium size enterprises (SMEs). Access to skills development activities in 
SMEs is often restrictive, simply because SMEs cannot afford to take workers 
off-line to allow them to develop their skills outside of the workplace. Barriers 
that employers and workers face include the time that is required to take 
training and the associated costs, the uncertainty about the direct and 
immediate impact on a firm’s productivity, the fear of “poaching” and the 
absence of paid leave arrangements.  
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With the budget of February 2005, the Government of Canada 
committed $125 million over the next three years to work with stakeholders on 
a Workplace Skills Strategy which would guide the development of policies 
and programs that recognize the importance of developing human capital in, 
and for, Canadian workplaces. The overall objective of the Workplace Skills 
Strategy (WSS) is to promote workplaces that support the full development 
and utilization of the abilities and talents of Canadians. The WSS will promote 
better skills development through a better alignment of government 
investments in skills with the needs of employers and workers and by creating 
incentives for employer commitment and investment, and will broaden the 
recognition of skills and experience acquired outside the formal Canadian 
education system (including the foreign trained). Finally, we will foster 
partnerships, networks and information flows that facilitate employer-led skills 
development strategies, increase SME access to relevant knowledge and 
tools, and improve our capacity to provide timely and accurate information on 
all facets of the labour market. 

 
Canada’s increasing focus on demand-driven employment measures 

will represent an important complement to labour supply-side and individually-
based measures.  Canada is seeking to balance its employment policy 
through a progressive shift to also help the 80% of Canadians between 15 
and 64 who are currently working or in school, while continuing to address the 
needs of the 7% of the active population which is unemployed. This will 
include initiatives to modernize employment programming in order to minimize 
labour market distortions and enhance participation, especially for at-risk 
groups that face particular barriers; provide better support for life-long 
learning; and improve immigrant integration. 
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Appendix 
Canada Facts 
 

Canada consists of over 9 million square kilometres of land and close to 
33 million inhabitants. Canada’s population is not evenly distributed.  
According to the 2001 Census, three provinces – Ontario, Quebec and British 
Columbia – accounted for approximately 75% of the total population. In 
addition, Canada’s population is highly urbanized and concentrated in the 
larger cities. In 2001, 64 percent of Canadians lived in the country's 27 census 
metropolitan areas (each with a population of 100,000 or more) - up from 62 
percent ten years ago. Moreover, 51 percent of the population now lives in 
four large urban areas: the Golden Horseshoe (Oshawa, Toronto, Hamilton 
and St. Catharines – Niagara), greater Montreal, British Columbia's Lower 
Mainland and southern Vancouver Island, and the Calgary-Edmonton corridor. 

 
Canada is made up of ten provinces and three territories. Labour market 

policy falls under the joint jurisdiction of the federal and provincial 
governments. Hence, the Government of Canada works together with the 
provinces to pursue labour market objectives. 
 
 



June 2005 

 12

References 

Baldwin, Bob. 2004. “Pension reform in Canada in the 1990s: What was 
accomplished, what lies ahead?” Canada Labour Congress Research 
Paper #30. Ottawa, Canada. 

 
Bank of Canada. 2001. “The Bank in Brief: Inflation-Control Target”. Bank of 

Canada Fact Sheets. Ottawa, Canada. 
 
Conference Board of Canada. 2004. “Performance and Potential 2004-05: 

How can Canada Prosper in Tomorrow’s World?” Ottawa, Canada. 
 
Department of Finance. 2004. Fiscal Reference Tables. Ottawa, Canada. 
 
Fleury, Dominique and Myriam Fortin. 2004. Canada’s Working Poor. 

Research Brief, Social Development Canada. Ottawa, Canada.  
 
Government of Canada (GoC). 1999. Implementing the Outcomes of the 

World Summit on Social Development: Canada’s Response.  Ottawa, 
Canada 

 
Human Resources and Development Canada. 2003. “History of Federal 

Employment Policies and Programs 1985-2002.” Draft Final Report, 
Version 2.1. Gatineau, Quebec, Canada. 

 
Sunter, Deborah and Geoff Bowlby. 1998. “Labour force participaton in the 

1990s.” Perspectives on Labour and Income, Autumn. Statistics 
Canada; Catalogue no. 75-001-XPE. pp. 15-21.  

 
Treasury Board of Canada Secretariat (TBS). 1997. Getting Government 

Right: Governing for Canadians.  Minister of Public Works and 
Government Services Canada. Ottawa. 

 
Watson Wyatt Worldwide (2005). 24th Annual Watson Wyatt Survey of 

Economic Expectations. 
 
 


