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Living Standards Domain of the Canadian Index of
Wellbeing

Abstract

Thisreport, which constitutehe living standards domain of the new Canadian Index of
Wellbeing(CIW), provides a comprehensive overview of trends in a number of indicators of living
standards over the 198D08 period in Canada. Part one examines trenalgarage and median
income and wealth indicators in Canada. Part two looks at the distribution of the income and wealth
of Canadians over time, including trends in poverty. Part three discusses trends in income fluctuations
or volatility. Part four analyzesends in the economic security of Canadians, including labour market
security, food security, housing security, and the security provided by the social safety net. The report
also presents a synthesis of overall trends in living standards, discussgstividard measurement
issues, and puts forward a set of headline indicators to capture the essentials of what has been
happening to the living standards of Canadians. Finally, the report comments on the sustainability of
current levels of living standasd

Looking at the nine headline indicators for which time series are available, one can
immediately see that living standards of Canadians have not unambiguously improved between 1981
and 2008. Indeed, Canadians experienced a widening of income andineglities. There have
been large poverty reductions. There have been large increases in wealth inequality. The
unemployment rate is down to a record low for the 18808 period, and yet the incidence of leng
term unemployment was higher in 2008 thari981. Economic security measured by the CSLS
index has also fallen, spurred by a significant decrease in economic security caused by the financial
risk associated with illness. Since 1981, many dimensions of living standards in Canada have not
improved,and that in spite of a 52.6 per cent surge in gross domestic product per capita.

The bottom line is that Canada has become a much richer country, but the top quintile has
received the | ionds s hlaokiagfawardrthe shallege si f owa meC aanradl
policymakers are significant, but need to be tackled if Canada is to become a fairer and richer country.
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Living Standards Domain of the Canadian Index of
Wellbeing

Executive Summary

Have the living standards of Canadians improvedeteriorated in recent years? An answer
to this seemingly straightforward question is actually very difficult. This is because of the large
number of possible indicators that could be chosen to track trends in living standards. This report,
which represets the living standards domain of the new Canadian Index of Wellbeing, provides a
comprehensive overview of trends in a number of indicators of living standards over tH200881
period in Canada.

Living Standards: What is Covered and Why?

A given levé of national income may be associated with the cost of increased inequality or
greater economic insecurity. It may be fuelled by poor quality job creation or fail to achieve basic
economic outcomes, such as reducing poverty or providing basic housmtviduals and family.

The objective of the living standards domain is to track not only the capacity of the Canadian
economy to grow, but more importantly its capacity to transform economic growth into stable income
streams for all Canadians.

To selecwhich indicators must be reviewed if we are to obtain a complete picture of living
standards in Canada, we rely on a conceptual framework. The conceptual framework we use identifies
the following aspects as key for living standards: living standards sgrgreémes, as captured by
income levels and distribution, and the sustainability of current income levels, as captured by
measures of wealth and the extent of economic security experienced by individuals (Executive
Summary Table 1). This framework guidesin the selection of relevant indicators to be reviewed.

Of course, to operationalize this framework in the context of the CIW, we adapt the choice of
indicators by taking into account that some indicators may be more or less covered by other domains.

Executive SummaryTable 1: Dimensions of Economic Welleing

Concept Present Future

AnTypical Ci ti]|Average Flow of Current | Aggregate Accumulation o
OriRepr esent at income/Consumption Productive Stocks
Heterogeneity of Distribution of Income Insecurity of Future
Experiences of allCitizens Inequality and Poverty Incomes

The report is divided into four major parts. Part one examines trends in average and median
income and wealth indicators in Canada. Part two looks at the distrilofitioes income and wealth
of Canadians over time, including trends in poverty. Part three discusses trends in income fluctuations
or volatility. Part four analyzes trends in the economic security of Canadians, including labour market
security, food securifyhousing security, and the security provided by the social safety net.



Based on a detailed examination of the data presented in this report, five main conclusions or
messages have emerged related to the evolution of living standards in Canada asenqtleter
century. These conclusions are highlighted below.

Canadians are on average better off in terms of income and wealth

The first message from the data is that Canadians have on average higher incomeauid 2007
2008than in 1981. But the magdunde of the real income gains is very sensitive to both the choice of
unit of analysis (persons versus households) and the choice of income measure (totalxorgrseis
aftertax income).

The number of households grew almost 60 per cent fastert@anumber of persons over the
1981-2007 period (51.5 per cent versus 32.7 per cent) so real income trends on a household basis
show much less progress than on an individual basis. As the average tax rate also increased over the
period, afteitax income mesures show less growth than {pa& measures.

National account income measures show that between 1981 and 2007 real personal income
per capita rose 34.8 per cent, and real personal disposable income per capita 25.9 per cent (and 36.5
per cent and 28.8 peent respectively for the 198008 period). In contrast, income estimates from
household surveys (SCF/SLID), which are currently only available to 2007, show that total real
income per household increased 17.2 per cent andtakteeal income per houseld rose 15.5 per
cent. Greater growth in the number of households than persons account for these diffeaghogs.
the increase in real income of course reflected an increase in hours worked, with the average weekly
hours worked per person of workiage up3.2 per cent over the 1982008 period.

The average wealth of Canadians also increased substantially over th200883eriod.
National accounts balance sheet estimates show that average real net worth was up 73.3 per cent on a
per capita basisna 51.7 per cent on a household basis.

Income and Wealth Inequality Has Increased

The second message is that income growth has been unevenly shared among Canadians, with
the rich garnering a disproportionately large portion of the gains. For econoniliesathe aftetax
income of the top quintile, or fifth, of households, adjusted for family size, rose 39 per cent between
1981 and 2007, while the increases for the other quintiles were in-2f (@€ cent range. An even
more unequal pattern was obssd for total and market income. This led to a significant rise in the
income share of the top quintile, offset by declines in the income shares of the other four quintiles.
These developments resulted in the Gini coefficient, a measure of overall imsguality,
increasing significantly, with most of the increase in the 1990s. The Gini coefficient for market
income increased by 16.8 per cent between 1981 and 2007. The increase in inequality was greatest for
market income and least for aftax incomejmplying that increases in both government transfers
and taxes offset somewhat the rise in market income inequalities, at least in the 1980s.

The rising inequality also meant that median income measures performed much worse than
average income measures. Indeed, over the-2087 period, median market income per household



actually declined 4.8 per cent, while median total income rose 2.9 gaarzkafteitax income rose
4.2 per cent.

The picture of living standard trends provided by median income is inconsistent with the
widespread impression Canadians have of a steady progression in living standards based on average
income per capita meas® Median aftetax income of all family units only surpassed 1981 levels in
2006. Not only does it imply a decrease in living standards for the median Canadian household
between 1981 and 2005, but it also means that government redistribution, throafgrdrand taxes,

did not totally offset the reduction in median market income per family unit until 2006.

Wealth distribution also became much more unequal beth@#h 1999 and2005 This
trend was particularly obvious between 1999 and 20@5wo years for whictdata orthe
distribution of wealthnclude pensiondndeed, medianealnet worth per household increased only
23.2per cent between 99 and2005compared t@9.6per cent for average net worfiledian real
net worth for the bottom quinélfell 9.1 per cent, compared to a 28.5 per cent rise for the uppermost
quintile.

Some Progress has Been Made in Reducing Poverty

The third message is that the rising income inequality has meant that while the increased real
average income has transthiato some improvement in the poverty rate, these improvements would
likely have been greater if income gains had been more evenly sNaregtheless, poverty has fallen
to a record low, withhe aftertax Low Income Cubff (LICO) rate for all persons.2 percentage
points lower in 2007 than in 1981 (9.2 per cent versus 11.6 per Berngrty in 2007 reached its
lowest level since Statistics Canada began tracking it in 1976, and was down 1.3 percentage points
from its previous low of 10.5 per cent in(8 The poverty gap, that is the amount of money by
which the average poor family unit falls short of the poverty line, was the same in 2007 andiin 1981
$6,700 (2007 dollars).

Overall Improvement in Labour Market Conditions

The fourth message is thaetre has been improvement in overall labour market conditions, a
key determinant of living standards, over the 12808 period. Within the period, there were two
subperiods of very poor labour market conditions, namely the early 1980s and first alfl€&fQ0s.

The unemployment rate in 2008 was 6.1 per cent, down from 7.6 per cent in 1981. Despite the lower
unemployment rate, the proportion of leteym unemployed, that is those who had been unemployed
52 weeks or more, was greater in 2008 than in I98Y per cent versus 5.7 per cent.

The most important development has been the increased employment rate, that is, the ratio of
the employed to the working age population. This rate reached 63.6 per cent in 2008, up from 60.1
per cent in 1981 due to thise in the aggregate participation rate (67.8 per cent versus 65.0 per cent),
which itself was driven completely by the increased labour force participation of wémather
positivedevelopment has been the decline in the incidence of jolirézes3.0 per cenih 1981 to 5.4
per cent in 2008.
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Frayed Social Safety Net Provides Less Support for the Disadvantaged

Certain key social programs for working age people now provide less income support to the
disadvantaged than they did in the pastlfdfe benefits, expressed in constant dollars, were
significantly lower for all four types of welfare recipients in 2007 than in 1986. Employment
insurance in 2008 was less generous, in terms of required qualification period and duration of
benefits, thamn 1981. These developments have likely contributed to the increase in income
inequality.

On the other hand, the introduction of the child tax credit and the National Child Benefits
Supplement in the mid990s, the only major new social program estabtissince the 1970s, has
provided additional income to poor working families and lowered the poverty rate for this group
somewhat. Equally, the national minimum wage in 2008 represented 42 per cent of the average
industrial wage, up from 35 per cent in 1983

Headline Indicators

Keeping in mind the objective of the living standards domain, the conceptual framework
which buttresses it and the key messages that have entbg€tV National Working Group
selecteckleven indicators for the living standawtsmain of the Canadian Index of Wellbeing:

After-tax median income
Income distribution (ratio of top to bottom quintile)
Incidence of low income (LICO)
CSLS Economic Security Index
Longterm unemployment
Employment rate

CIBC Employment Quality Index
Housing affordability

Wealth distribution

Persistence of low income

Food security

Unfortunately, annual time series data are available for only nine of the eleven indicators.
There were no consistent time series estimates for the persistence of low {lestimate for 2000
only) and the prevalence of food insecurity (estimate only for a few selected years). Moreover, data
on wealth distribution were available only for 1984, 1999 and 2005.

Only six of theeightheadline indicators with time series dhtve estimates for the entire
1981-2008 period. Estimates for the CIBC employment quality index are only available from 1988
and for the RBC housing affordability index since 198&cause of these data limitations, and
because of data limitations in otldeymains, headline indicators for the living standards domain are
reported only starting in 1988. As a result, the key trends discussed in this section differ slightly from
those observed for the 192008 period highlighted throughout the report.
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Of theeightheadline indicatordour experienced increases afiodir deteriorationdetween

1988 and 2008 (Executive Summary TableTRe largest improvement was in the incidence of long
term unemployment which witnesse@25per cent decrease @lpercentag points). The second
largest improvement was in the incidence @f lacome for economic families (down 274HBr cent

per cent oR.2 percentage points). There are also notable increases Hteafteral mediafamily

income, up 4.4 per cent, and the employment rate which is up 3.2 per cent (1.9 percentage points).

Executive Summary Table 2: Index of Living Standards Indicators for Canada

Year

1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999

2000
2001

2002
2003
2004
2005
2006
2007
2008

Absolute
change
Per cent
change

Ratio of top | After tax Incidence Incidence CIBC index

to bottom median of Scaled of long- Employ- | of employ- RBC

quintile of incomeof | economic | value of term ment ment housing

economic economic | families in | economic | unemploy- rate quality affordabi-

families families poverty security ment (%) (1994 lity index

(after tax) (2007%) (%) (%) Q1=100)
4.16 54,000 8.0 0.654 8.7 61.7 112.6 41.3
4.23 54,800 7.5 0.667 8.1 62.2 113.5 44.3
4.38 52,700 9.1 0.654 7.1 61.7 111.7 49.0
4.48 50,700 9.9 0.621 8.9 59.7 108.6 42.6
4.59 51,100 9.9 0.603 13.2 58.3 104.0 40.0
4.44 49,500 11.0 0.592 16.2 57.9 101.8 38.9
4.46 50,400 10.8 0.592 17.4 58.4 100.6 425
4.53 49,900 10.9 0.599 16.3 58.7 101.6 39.2
4.74 49,800 11.7 0.586 16.4 58.4 100.1 36.7
4.86 50,100 11.6 0.575 15.6 58.9 100.1 35.1
4.99 52,000 10.1 0.581 13.3 59.7 100.4 345
4.86 53,700 9.5 0.584 11.2 60.6 104.4 35.6
5.11 54,600 9.0 0.593 10.7 61.3 105.3 36.6
4.99 56,800 7.9 0.571 9.0 61.1 105.7 34.3
5.09 56,700 8.6 0.537 9.2 61.7 102.9 35.1
4.98 56,700 8.5 0.534 9.6 62.4 100.2 35.5
5.15 57,400 8.0 0.549 9.1 62.7 99.2 36.7
4.97 58,400 7.4 0.544 9.2 62.7 99.3 37.3
4.88 59,600 7.0 0.558 8.3 63.0 98.5 41.0
4.86 61,800 5.8 0.563 7.1 63.5 97.7 44.9
4.86 61,800 5.8 0.558 6.7 63.6 99.9 45.2

Change, 1988-2008

0.7 7,800 -2.2 -0.096 -1.9 1.9 -12.7 3.9
16.6 14.4 -27.5 -14.7 -22.5 3.2 -11.3 9.5

Note: Data were interpolated linearly for missing data poird. If data points were missing for 2008, they were assumed
be the same as in 2007

The headline indicator that suffered the largest deterioration over the2098%eriod was
the ratio of the aftetax incomes of the top to bottom quintile (up 16.6 per cent), followed by
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economic security (down 14.7 per ceatd employment quality (down 11.3 per cent). The RBC
Housing Affordability Index saw the smallest change among the indicators that experienced
downward movement; the index was up 9.5 per cent, indicating a fall in housing affordability.

Over the 1988008 period real GDP per capita rose 33 per cent (Figure 1). In contrast, the
composite indicator of living standards, giving equal weight to eaelghf variables, increased only
4.5per cent.

The current recession will reduce income, raise unemployraedtincrease labour market
insecurity. Yet, the recession may also temporarily retiocse prices, whicWill translate into
more affordable housing. Nonetheless, it is likely that the recession will translate into a falling
composite index for the limg standards domain. Indeed, in the wake of both the early 1990s and the
2001 slowdowns, the composite index of the living standards domain fell (Figure 1).

Figurel: Trends in GDP per Capita and Composite Index of Living Standards for Ca288£008
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Conclusion

This report provides a comprehensive examination of a large number of indafdieirsg
standards in Canada over the last quarter century and identifies a number of these indicators as
headline indicators for the new Canadian Index of Wellbeing. The bottom line is that Canada has
become a much richer country, but the top quintlesh r ecei ved t he | i onds
wealth.

s h
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Looking at theeightheadline indicators for which time series are available, one can
immediately see that living standards of Canadians have not unamsliguaproved between 198
and 2008. Indeed, Canadians experienced a widening of income inequalities. The incidence of
poverty has decreasethe unemployment rate in 2008 was near the record low for theZ8#L
period, and yet the incidence of letermunemployment islightly higher now than in 1981.
Economic security measured by the CSLS index has also fallen, spurred by a significant decrease in
economic security caused by the financial risk associated with illness. Since 1981, many dimensions
of living standards in Canada have not improved, and that in spite of a 52.6 per cent surge in Gross
Domestic Product per capitBhese conclusions remain largely accurate for the-P988 period, in
spite of a 33 per cent increase in GDP over that short tamedoLooking forward, the challenges for
Canadads policymaker s ar eifGnadanistdbecoraemtfaj@ddo ut ne e c
richer country.



Living Standards Domain of the Canadian Index of
Wellbeing'

l. Introduction

Have the living standards of Canadians improved or deteriorated over the last quarter century?
Answering this seemingly straightforward question is actually very difficult. This is because of the
large number of possible indicators that could be choseadk trends in living standards. This
report, which represents the living standards domain of the new Canadian Index of Wellbeing,
provides a comprehensive overview of trends in a number of indicators of living standards over the
19812007 period in Carg, and up to 2008 when data are available.

To decide on which indicators must be reviewed if we are to obtain a complete picture of
living standards in Canada, we rely on the framework outlined in Osberg and Sharpe (2002), which
was originally laid out in Osberg (1985). This conceptual framewanhtifies the following aspects
as key for living standards: living standards at present times, as captured by income levels and
distribution, and the sustainability of current income levels, as captured by measures of wealth and
the extent of economic saty experienced by individuals (Figure 1). This framework guides us in
the selection of relevant indicators to be reviewed. Of course, to operationalize this framework in the
context of the CIW, the choice of headline indicators must take into accousbtha aspectsf
living standards (e.g. time usejy be more or less covered by other domains, as well as must reflect
the views of other CIW experts.

Figure 1: Dimensions of EconomidVellbeing

Concept Present Future

AnTypical Ci ti]|Average Flow of Current | Aggregate Accumulation o
OriRepr esent at Income/Consumption Productive Stocks
Heterogeneity of Distribution of Income Insecurity of Future
Experiences of all Citizens | Inequality and Poverty Incomes

The report focuses on trends in living standards at the national level in Canada, although
certain key regional developments are noted. Data on trends at the national as well as the provincial

! This report was written by Andrew Sharpe and JeamcoisArsenault with assistance fraRatrick Alexander, Graham
Beattie, Benjamin Evans, Peter HarrisBharon QiapChristopher Ros$;austine Roussell, and Jeremy Smith. We would
like to thank Alex Michalos, Tim Sargent, Janie Saumure, Alex Seychuk and Befljahfior assistance in data
compilation Earlier versions of this report were presenteaf #te CIW Working Group meetirgheld onJune 2829,

2005 June 2728, 2006, November-8, 2006, June-b, 2007, and November 285, 2008 and the CSLS session on
wellbeing indicators at the annual meeting of the Canadian Economics Association #8y 286 We wouldlike to

thank participants in these events for comments. We would in partikelao thankAndrew Jackson from the Canadian
Labour Congress, Kim Laon of Satistics Canada, Paul Bernard from the Université de Montréal, Ron Colman from
GPI Atlantic and four external referees for detailed comments. All tables referenced in this study are found in an Excel
file published with the study on the Canadiadex of Wellbeing websitenfww.ciw.cg and the Centre for the Study of
Living Standards websitd{tp://www.csls.ca/reports/csls20d%ablespdf).

2 For a discussion of the importance of the current economic crisis on living standards, see the forthcoming report by
Arsenault and Sharpe (2009).
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and territorial levels for almost all indicators discussegeavgided in the extensive set of tables that
accompany this documehSpace limitations, however, preclude discussion of these provincial
trends. Indeed, a report similar in length to this document (more than 100 pages) could be produced
for each provinceEqually, time and space considerations have meant that comparisons of trends in
living standards in Canada with those of other countries have also not been included in this report.
Future work may focus on international comparisons.

This report largly focuses on aggregate trends in living standards over time, and is not a
crosssection examination of the current state and trends in this state of living standards for various
sociaeconomic, age, gender, ethnic, and linguistic groups in society diculaa point in time.

While some indicators are presented on a disaggregated basis for the most recent year or over time, a
full examination of trends in living standards for all societal groups in Canada, either at a point in
time or over time, is beyahthe scope of this report.

Conclusions about trends in living standards can be very sensitive to the time period chosen. A
comparison of current living standards with those in the 1930s will not surprisingly show a much
greater improvement than a compan with the 1980s. This report takes a medierm perspective
on trends in living standards in Canada, tracking living standards over the last quarter century. The
initial year for most time series analyzed in the report is 1981, a business cycéngehk first year
for which many of the data series are available. Almost all time series extendtor ZDWY,
providing as ugo-date a picture as available data allow on current living standards in Canada. The
report has been reviseddone20M to incorporate revised national accounts estimate2308
Within the 19812008 period the years 1989 and 2000 are often used to creapesals. Like 1981,
these two years were business cycle peaks so thelB&®1and 1982000 periods are cyclically
neutral in a peako-peak sense, minimizing the impact of the business cycle on tfEme2000
2007 period isalso acyclically neutral periodThe 20062008 period is also relatively cyclically
neutral, as real output continued to 13008 albeit sbwly. Given the recession that began in late
2008, if the analysis were to extend2@09 or2010 the trends in living standards would be much
worse, reflecting the effects of the business cycle on many the indicators surveyed in this report.

Most of the data presented in this report represent objective indicators of trends in living
standards, but in a number of cases they have been supplemented with subjective indicators of the
perceptions Canadians have about more objective living standdrckstors. There is a lively debate
in the living standards literature on the relative weight that should be given to objective and subjective
indicators of trends in living standards. Some argue that the focus should be on objective indicators
which captire true trends in underlying reality. Others make the case that perceptions are reality at the
level of individuals and that therefore these perceptions determine wellbeing and should be of
interest. For example, even though the actual chances of losiagbos j ob may be f al | i
think that the chances of losing their jobs are rising, due to extensive media coveragepobfilegh
layoffs, they may suffer increased job anxiety. Some argue that since this perception of reality,
although inaccurat may make workers worse off, it has relevance for any study of trends in living
standards. Others feel that while this perception (or more accurately misperception) may be of interest

% Data at the census metropolitan areas (CMAs) are also available for many of the indicators discussegarttHiut
they are not included in the tables because of space limitations.



to psychologists, it should not be a prominent part of an analysisnals in living standards, which
should be measured by objective indicafors.

This report adopts a number of conventions. Growth rates are expressed in terms of compound
(geometric) growth with the first year of the period as the base year. For extmegleriod 1981
2008 uses 1981 as the base for growth rate calculations, not 1980. Growth rates are based on real or
constant price estimates unless nominal estimates are explicitly mentioned.

The data used in this report largely come either directlgdirectly from Statistics Canada,
with a small number of exception@he key sources of data from Statistics Canada used in the report
are: the system of national accounts, which provides estimates of GDP, personal income, personal
disposable incomend net worth; the Survey of Labour and Income Dynamics (SLID), which
supplies household income and low income estimates; the Survey of Financial Security (SFS), which
provides estimates of wealth; and the Labour Force Survey (LFS) which provides uneemlagoh
employment estimates.

This report is a description and examination of trends in living standards indicators in Canada
based on an analysis of the data. It does not survey the extensive literature on these trends, much of it
published by Statistics Canada through flagship patitios such as th@anadian Economic
ObserverPerspectives on Labour and IncoamedCanadian Socialrendsas well as through
numerous research papers. Other sources of general analysis of recent trends in living standards in
Canada include the volunkalling Behind: The State of Working Canada, 20690Andrew Jackson
and published by the Canadian Centre for Policy Alternatives, and the 2001 \@éunaaa in the

* This note provides a simple typology of states associated with objective and subjective indicators of the same
phenomenon, such as the state of living standards. Individaialse classified into four quadrants. Persons in the

northwest quadrant perceive an increase in their living standards and objective indicators point in this direction.
Perceptions align with objective reality, a state of bliss. In the southeast quadraahs perceive a fall in living

standards. This perception is confirmed by objective data, a situation of misery. In the other two quadrants, perceptions do
not match objective reality. In the northeast quadrant, persons believe that their livingdsameancreasing, but this

perception is not supported by empirical data, a situation that can be characterized as one of false consciousness or denial.
In the southwest quadrant, persons feel living standards are deteriorating, but in reality tisgygarr example of the
disconnect between subjective and objective indicatomsernsocial mobility. In the United States, public opinion polls

show that most Americans believe that the extent of social mobility is high. Yet studies have shovenetktainthof

social mobility is in fact low. The political implications of this situation are ambiguous. Does the fact that Americans
appear content with the status quo on social mobility mean that this issue is not important? Or rather does the low degree
of social mobility in and of itself make social mobility an important issue irrespective of public opinion?

Objective Indicators

Good Bad
Good Bliss False consciousness
Subjective
Indicators . .
Bad Neurosis Misery

® Welfare rates are from the National Welfare Council, minimum wage rates from Labour Canada, the the Employment
Insurance disincentive index from Finance Canada, housing affordability index from the Royal Bank of Canada, and
employment quality index fromhé Canadian Imperial Bank of Commerce (CIBC).



1990s: The Longest Decadelited by Keith Banting, Andrew Sharpe and Franedilaire and
puUishGed by the Centre for the Study of Living Standards and the IndttuResearch on Public
Policy.

As noted earlier, the organization of this report has been motivated by the work on the Index
of Economic Welbeing that the Centre for the Studylofing Standards has undertaken since 1998
(Osberg and Sharpe, 2Q0@009a and 2009bThis index is organized around four components or
dimensions of economic wellbeing: consumption flows, stocks of wealth, income inequality, and
economic security. Datan these four dimensions are examined closely in this study.

The report is divided into four major parts. Part one examines trends in average and median
income and wealth indicators in Canada. Part two looks at the distribution of the income and wealth
of Canadians over time, including trends in low income. Part three discusses trends in income
fluctuations or income volatility. Part four analyzes trends in the economic security of Canadians,
including labour market security, food security, housing sgcwand the security provided by the
social safety net.

The body of the report has been written for a general audience interested in trends in living
standards and the authors have tried to keep jargon argseential technical information to a
minimum The report also includes a detailed set of footnotes that will be of interest to specialists.

ll. Average and Medianlncome andWealth

By a global standard, Canada is considered a country with a high level of living standards, and
its citizens are garally regarded as economically well off. Even though it is recognized that there is
more to living standards and economic wellbeing than money, the standard metric for such judgments
is levels of income and wealth defined in monetary terms. Consequbstlypint of departure for
any analysis of living standards is an examination of data on income and ealth.

This section of the report looks at trends in the average and median income and wealth of
Canadians from 1981 to 2007 and to 2008 when datavailalale. The section is divided into three
parts. The first part is an examination of trends in national accbastd measures of per capita
income, including gross domestic product (GDP) per capita, personal income (PI) per capita, and
personal disposde income (PDI) per capita as well as a brief discussion of trends in wages and
productivity. The second part looks at houseklmdded income measures including trends in the
number of households, and trends in average and median income measurestitaslestd after
tax income). It also includes a discussion of the perceptions of Canadians on their financial situation.
The third part presents both national accounts and household survey estimates of wealth.

®In the United State§he State of Working Amerigaiblished by the Economic Policy Instituteise of the main

sources of analysis of recent trends in living standards.

" The term social wage is also oftesed in the context of living standards. The social wage is generally meant to refer to
public expenditure on health, education, housing and social welfare. In other words, it represents the portion of
government services which benefit individuals and @¢dnél considered as a part of their compensation. In this report, we

do not focus on the concept of social wage because its most important components, health and education, are covered by
other domains of the Canadian Index of Wellbeing.



For a country as a whole, income is synooysiwith gross domestic product (GDP).
However, personal i ncome per capita tends to be
a closer resemblance to the reality of daily fifénfortunately, national accounts daka not gather
sociaeconanic characteristics, and as suthnot allow for socigeconomic disaggregation.

In this regard, household surveys, such as the Survey of Labour and Income Dynamics
(SLID), which replaced the Survey of Consumer Finances (SCF) in 1998, are much mted.detai
Not only do they provide estimates of average income per family unit, but they also provide median
estimates and data can be disaggregated by-eooimomic characteristics. These estimates are
available for the 198@007 period. For SLID, the time tveeen the end of the reference period and
the release of estimates, also called release lag, is currently around 16 months, compared to only two
months for estimates based on the national accounts.

In terms of wealth information, Statistics Canada hddighed, as part of the national
accounts balance sheets, estimates of net worth fa©81E2008 period. By using net worth of
individuals and unincorporated businesses as a proxy for personal wealth, we will observe the
evolution of aggregate per capwealth. No disaggregation by individual or household characteristics
i s possible for this series. Wealth estimates
Financial Security (SFS), which was conducted in 1999 and 2005. As the SFS is a ldsiselg,
individual or micro data are available so the distribution of wealth and median wealth estimates can
be calculated. However, because the SFS is conducted so infrequently, no annual time series can be
derived.

fal)

A. Income Per Capita - National Accounts-BasedEstimates

In building a set of indicators of living standards for Canada, the notion of income comes
naturally. Estimates from the system of national accounts, released by Statistics Canada, are published
with a lag of only two months. Datae available on a consistent basis covering the period of 1981
2008, are comprehensive and draw on many data sources, which enhances their reliability.
Unfortunately, income measures from the national accounts cannot be disaggregated by socio
economic chiacteristics of the population.

Of course, the most well known national accotbdased measure is Gross Domestic Product
(GDP) per capita. This measure is followed closely by the media, politicians and economists.
However, if we want to analyze the living standards of individuals, wkttedownplay GDP per
capita, because it includes retained corporate profits and depreciation, which are not received by
individuals, and does not include transfer payments, which are received by individuals. Personal
income and personal disposable incomieich do include transfer payments and exclude corporate

8 Estimates of psonal income and personal disposable income are part of the system of national accounts produced by
Statistics Canada. Estimates of GDP are available starting in 1926 on a national basis and from 1961 on a provincial basis.
Personal income and personalpdisable income data for Canada and the provinces are available fe2A®26

However, the Consumer Price Index (CPI), the main price index used to deflate nominal personal income and nominal
personal disposable income to obtain real estimates, only gok$d1979 for the provinces. Moreover, the most recent
consistent time series for provincial ®0s for the 1982008 period. Given these data limitati@md more importantly

because we are focusing our analysis on developments during thedest entury, we will use data covering the 1981

2008 period.



profits and depreciation, match more closely the definition of living standards on an individual basis.
We now examine trends for these three indicators over the 28 period.

1) Gross Domestic ProducPer Capita

GDP represents the total value of the goods and services produced in a country or region for a
given period. It can be calculated in three ways, i.e. expendiased, incoméased or value added
based’

Between 198And 2008, real GDP per capita in Canada has increased at an annual compound
rate of 1.58 per cent, a 52.6 per cent total increase for the period, from $26,074 to $39,790 chained
2002 dollars fummary Tabld and Chart 1a). Real GDP per capita has grown every year since 1981,
with the exception of 1982, the 198992 period, and 2008. Growth was rapid in the 1980s, with real
GDP per person increasing 20.7 per cent betwthe trough of 1982 and the peak of 1989. After
retreating 4.9 per cent in the 198992 period, real GDP per capita resumed its upward trend until
the downturn in 2008. Between 1992 and 2007, real GDP per capita grew steadily, increasing 39.4 per
centover the period. In 2008, real GDP per capita declined 0.7 per cent, the first annual decline since
1992.

Summary Table 1: National AccountsBased Measures of Real Aggregate Inconie Canada, Average
Annual Change (per cen}, 19812008

Real GDP per Real Personal : Real Personal
. . Disposable Income
capita Income per capita .
per capita

81-89 1.86 1.55 1.11
89-00 1.57 0.63 0.27
00-08 1.30 1.49 171
81-08 1.58 1.16 0.94
Total Growth
81-08 | 52.6 | 36.5 | 28.8
Sources: Tables 7A,8B and 9B

GDP is not the only measure of aggregate economic performa@cess national product
(GNP) and gross domestic income (GDI) are two other measures of the aggregate performance of
Canada. GNP is a broader measure than GDP as it also inttladedance of international flows of
interest and dividend paymen@ver the past three decades, net investment income from non

o Expenditurebased GDP is the measure of total final sales of current production and includes personal and government
expenditures, business investment as well as exports and inlpoasmebased ®P is the measure of total income

earned in current production and includes wages, corporation and government business profits, interest and investment
income, unincorporated business net income, taxes less subsidies and capital consumption al\tataaeesled GDP

is the measure of total net value added in current production and includes the value added for each industry.

1%1n a forthcoming paper, Sharpe and Ross (2009) explain the differences between various measures of income and output
and comparehese measures for the economies of Canada and the United States. Measures analyzed include GDP, GDI,
GNP, GNI, NDP, NDI, NNP and NNI.



residents has been negative in Canada, which explains why GNP has been lower than GDP over the
19812008 period (Chart 1b). Notieless, over the 1984008 period, GNP grew slightly faster than
GDP.

Chartla: National AccountsBased Measures of Real Aggregate Income in Canada
Average Annual Growtii981-2008 per cent
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Source: Tabl@a, TableBb and Tabl®b

The difference between GDP and GDI in real terms (as the measures must be equal in current

dol Il ars) stems from changes in Canadampsrt i nt er nze
prices. Over the 1982002 period, terms of trade were relatively stable in Canada. Between 2002 and
2008, however, with the rapid increase in co0mmc

exports grew much more rapidly than the erid imports and GDI significantly outperformed GDP

(Chart D). In other words, aggregate income in Canada (GDI) increased faster than aggregate
production, because the prices of goods and services exported from Canada increased faster than the
prices of @ods and services imported to Canada. In any case, all three measures show similar gains in
terms of aggregate income, with GDP suggesting a slightly lower increase than the other two
measures. Given these strong similarities, using GDP as a startinfppauat analysis appears

reasonable.

Real GDP per capita growth varied by province over the -P@8R period. The four Atlantic
provinces enjoyed abowaerage GDP per capita growth while all three provinces withieabverage
income, OntarioBritish Columbia and Alberta, experienced belawerage growth. Alberta grew
only slightly slower than the national averajewever, and its nominal GDP growth was faster than
average. Thee trendgesulted in a significant decline in disparities in GDP per cépitels between
the provinces?

1 As shown in Table 3, current dollatGDP per capitas a proportion of the national average roseaéwfoundland and
Labradorfrom 61.7per cent in 1981 t@28.8per cent in 208, in Prince Edward Island froB0.5per cent t670.1per



Chartlb: A Comparison of Real Gross Domestic Product (GDP), Real Gross Domestic Income and R
Gross National Product on a per Capita Basis
2002chained dollars1981-2008
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Canadabs GDP per capita performance might se
standards of the average Canadian? Do Canadians really feel 53 per cent richer today than they did in
19817 Gross Domestic Praxt per person is generally not considered the most appropriate indicator
of living standards at the level of the individual because, as noted earlier, it includes corporate profits
and depreciation and excludes government transfers payments to persdhis. féason, personal
income is considered a better income measure for tracking trends in living standards. And this
measure exhibited less than dmaf the growth of GDP per capita.

2) PersonallncomePer Capita

Personal income includes employmeatnings, interest payments, dividend payments and
government transfers to persons. Estimates of nominal personal income per capita are part of the
system of national accounts produced by Statistics Canada and are available at both the national and
the pravincial level since 1926” To deflate nominal personal income and obtain real or constant
dollar estimates, one can use either the Consumer Price Index (CPI) or the Personal Expenditure Price

cent, in Nova Scotia from 64der cent tor5.6per cent, and in New Brunswick fro®i.8per cent to/r5.1per cent.

Equally, intwo of thethree provinces with above average GDP per capita in 1981, GDP per capita as a proportion of the
nationallevel fell over the 19842008 period, from102.4per cent of the national averaged#.5per cent in Ontaricand

most importantly, from 109.8er @nt to94.5per cent in British Columbia.

12 Note that personal income is not only the sum of all income received by persons residing in Canada, but also includes
the investment income that associations of individuals defined agroéihinstitutions sering households, such as

churches, labour unions, charitable organizations, credit unions, trusted pension plans, life insurance companies, fraternal
societies and mutual néife insurance companies, accumulate on their own behalf or on behalf of pénsihis regard,

personal income can be misleading as it includes elements not directly linked with persons.



Index (PEPI). While the CPI compares the cost, through timefinéd basket of commodities, the
Personal Expenditure Price Index is based on actual expenditures by Canadians, including
expenditures overseas. As the CPl is the best known measure of inflation relating to households, and
since it is the most widely udeseries to deflate nominal personal disposable income, it is the deflator
used in this report. However, it is important to recognize that the choice of deflator can influence the
magnitude of the trends.

Chartlc: Consumer Price Index (CPI) and Personal Expenditure Price Index (PEPI)
Index (981=100), 1981-2008
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The difference between the CPI and the PEPI is particularly important for the period from
2000 to 2008, when the PEPI grew significantly more slowly than the CPI (1.68 per cent versus 2.26
per cent per year) (Chart 1c). The PEPI is wider in scope, andafigmecludes spending by
Canadian residents and nprofit institutions serving them. It also includes some of the expenses
funded by government agencies and includes imputation for some services obtained without explicit
charges, such as free savingsamts. In comparison, the CPI covers-ofipocket expenses by
households. Other methodological differences, such as how components are weighted or how price
information is obtained, also create discrepancies. In any case, it is common practice incCasada
the CPI to deflate income measures at the individual or household level.

13 Over the 19822008 period, the CPI for Canada grew at a compound annual rate of 3.14 per cent, compared to 2.92 per
cent for the Personal Expehdtie Price Index (Table 4 and Table 5). If we used the Personal Expenditure Price Index

(PEPI) instead of the CPI to deflate personal income over the 288 period, the compound annual growth rate

obtained is 0.22 percentage points higher, accumulaiiagifference of 13.1 per cent, which is not trivial. As noted in

the text, most of the difference took place between 2000 and 2008. Over that period, the difference between the two
indicators was .58 percentage points. In any case, personal incomehaweelshown greater growth if we had used the

PEPI instead of the CPI. The CPI is used to deflate all income and wage measures in this report. If we had used the PEPI,
growth in median and average income and wealth would have been 6 per cent higher D98t#908 period, and

growth would have been 0.22 percentage points higher annually.



1C

Real personal income per capita grég&b per cent over the 198008 period, an average of
1.16 per cent per yedSummary Tabld). It is important to note that real personal income per person
grew at a significantly slower rate than real GDP per capita (ChafftHia)s partly due to the faster
growth of the CPI compared to the GDRla@®r used to deflate nominal GDP, which account$or
per cent of the differenc@lso, faster growth of corporate profits, which are included in GDP but not
in personal income, contributed to the differeHce.

Chart2a: Gross Domestic Product, Personal Income and Personal Disposable Income on a per Capit
($2002, 1981-2008
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Within the 19812008 period, the m@ment of real personal income per capita followed the
business cycle, falling in recessions and rising in expansions. After declining during the recession of
the early 1980s, real personal income grew 17.5 per cent between 1983 and 1990, rising frd@n $23,00
to $27,018 ($2002). After 1990, personal income fell three years in a row, then grew sluggishly,
reaching its previous 1990 peak only in 1998 (Chart 2a). It continued to grow up to 2001. It then fell
in 2002, stayed constant in 2003 and then rebounded083 it was 11.8 per cent above its 2001
peak and stood at $32,307.

14 Real personal income per person average annual growth for2D@&Iwas 1.16 per cent, compared to 1.58 per cent for
real GDP per capita, a difference of 0.42 perggnfaoints. As noted in the text, the most important factor was the
difference between the CPI and the GDP deflator, which accounted for 0.22 percentage points, orpagriaf the

gap A decomposition of nominal GDP sheds more light on the rentath4percenage poindiscrepancyTable 32

and Table 3B During the 1982008 period, nominal wages, salaries and supplementary income annual growth averaged
5.44 per cent, slightly lower than nominal GDP growth d@&per centMoreover, corporate pfits, which represesat
approximately 14 per cent of GDRn 2008 grew on average &fper cent annually, pulling GDP growth up. In other

words, not only are the deflators used for GDP and personal income significantly divergent, but the compoildnhts of G
that are not part of personal income grew faster than the one that are part of personal income.
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As was the case for GDP per capitee four belowaverage income Atlantic provinces
enjoyed above average growth in real personal income per capita over tH20D83deriod, while
two of the three provinces with above average income, Ontario and British Columbia, experienced
below average growth. This again resulted in a significant decline in provincial disparities in personal
income per capit®

3) PersonalDisposablel ncomePer Capita

Personal disposable income is defined as personal income less current transfers (basically
direct taxes, such as personal income taxes) to governments. To ascertain trends in the actual
spending power of Canadians, real personal disposable impEmeapita is sometimes considered a
better indicator than real personal income per capita since it represents the aversage sftarding
power of individual Canadiankstimates of nominal personal disposable income per person are part
of National Acounts produced by Statistics Canada and are available at both the national and the
provincial levels back to 1926.

A quick look at trends in real personal disposable income (PDI) per capita reveals an
interesting story. During the 1980s, growth in rmaah personal disposable income per capita in
Canada outpaced the CPI. As a result, between the trough of 1983 and the peak of 1989, real personal
disposable income per person grew at a very strong annual compound rate of 2.13 per cent, and
reached $21,21fier person ($2002) in 1989 (Table 9B). However, this trend was reversed as the
Canadian economy experienced a sharp downturn in the following years, i.e. the downturn of 1990
1991 and a subsequent slow recovery. It took the boom of the late 1990srtdi2tyer capita to a
level equal to that attained in 1989, with the level of $21,847 being attained in 2000. Real personal
disposable income per capita has since advanced steadily at a 1.71 per cent average annual rate and in
2008 was $25,019. This rockgad for real personal disposable income per person in Canada over the
19812008 period translated into overall growth of 28.8 per cent between 1981 and 2008, which
represents a compound annual rate of only 0.94 per cent. This was less tiaindsvof he 1.58 per
cent compound rate of growth of Canadian real GDP per capita over the same period.

Moreover, while real personal disposable income per capita generally moved in line with real
personal income per capita, it grevore slowlythan the latter. fis is explained by the dramatic
increase of the implicit tax rate in the 1980s and the 1990s, from 17.95 per cent in 2986 per
cent in 208 (Chart 2b and’able 10A). The implicit tax rate peaked in 1998, reaching 23.99 per cent.
However, can we gwider a tax hike as having adverse effect owellbeing? If we assume
governments are efficient and reflect the preferences of the population, one might conclude that
personal income is a better indicator of wellbeing because every penny paid indaictbevgained
in government servicé§ Nonetheless, there is no agreement on whether higher taxes and the

15 As shown in Table 8D, personal income per capita as a proportion of the national average rose in Newfoundland and
Labrador from 62.6 per cent in 1981 .8 per cent in 2008, in Prince Edward Island from 67.2 per cent to 76.3 per cent,

in Nova Scotia from 79.0 per cent to 85.3 per cent, and in New Brunswick from 72.9 per cent to 85.0 per cent. Equally, in
two of the provinces with above average persorarime per capita in 1981, relative personal income per capita fell over

the 19812008 period, from 108.5 per cent of the national average to 101.9 per cent in Ontario and from 107.4 per cent to
100.5 per cent in British Columbia.

®Thi s depe n dusoftiervalue of goyesnmeni expenditures as well as on the proportion of each tax dollar that
does not translate into government services due to, for example, administrative costs and reduced work incentives.
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resulting lower aftetax income improve, worsen, or have no effect on wellbeing, so difésuit
decidng on the most appropriate indicator ofifig standards remain.

Chart 2b: Implicit Tax Rate
1981-2008, per cent
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4) Wages andProductivity Measures

Since wages represent around4thivds of personal income, trends in wages largely
determine trends in aggregate personal incomtine longterm, tie key driver of trends in real
wages isdbour productivity growth. An increase in the amount of output a worker produces creates
an equivalent increase in the amount of income, and this income translates into higher wages and
profits. Consequently, it is useful to compare real wage and proityctiowth to ascertain if real
wage gains are keeping pace with productivity growth, and if not, why.

Labour productivity, defined as total economy output per hour worked, increased at an
average annuahte of 1.8 per cent over the 1981008 period. Consequently, one might expect real
wages to have increased at a comparable rate. However, this has not been the case (Chart 3). Real
hourly compensatigrwhich includes wages and-kind benefitsgrew much more slowly, at an
average rate of onl§.82 per cent per year, a little ovenehalf the rate of productivity growtfhis
represents a differencé @48 percenage pointper year Summary Tabl@a).'” If wages are

7 Another issue related to wages concerns the-feafale wage differential. Nominal growth in both average and median
hourly wages for women outpaced those for men over the-2008 period, according to data from the Labour Force
Survey (Table 60). The avage female hourly wage rose from 81.6 per cent of that of males in 1997 to 83.8 per cent in
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narrowly defined, the gap is even more substantial. Over the 2% period, real median hourly
wagesof employees (instead of real hourly compensation), increased oblpéx.&ent per year and
real average hourly wages increased 0.73 per cent per year (Table 73b), much slower than real hourly
compensation which increased 1.71 per cent per year.
Chart3: Real Hourly Compensation and Productivity Indexes
(1981=100), 1981-2008
145 -

140 A

135 A

—— Output per Hour for Total Econom

Hourly compensation, GDP deflatt

— — Hourly compensation, CPI deflate

- -

130 A

——————————

125 4

120 A

115 +

110 A

105 A

100 A

L

2007

95 T T T T T T T T
1981 1983 1985 1987 1989

1991 1993 1995 1997 1999 2001 2003 2005

Source : Tabla3

The first reason behind this variation in productivity and wage growvitieisise of different price

indexes to deflate nominal hourly compensation and nominal output. The Consumer Price Index

(CPI) is used to deflate nominal labour compensation as the real wages of workers are determined by
this price index. The GDP deflatorused to deflate nominal outputiasaptures the prices of output,
including exports and intermediate and capital goods that are not purchased by consumers and hence
not directly included in the CPI. With the CPI growing@®percentage pointser year éster than the

GDP deflator over the 1981008 period, (314 per cent versus @1 per cent):® the differential

deflator growth explais48 per cent of the productivity/wage growth gap.

The remaining2 per cent of the gap cdre accounted for by faster growth in nominal GDP
than nominalabour compensation, that is, a falling labour sh@nmece wages are already included in
incomebased GDP and account for about one half of GDP, faster growth in tveaigen
components of GDkust explain the remaining part of the gap. During the X988 period,
average annual growth of nominal wages, salaries and supplementary incoméipas &ent,
lower than nominal GDP growth of@®B per cent per year, and significantly slower than36 per
cent per year rate of increase of nominal GDP excluding wages and inventory (Table 32)- All non

2008. Equally, the median hourly wage for females rose from 78.8 per cent to 84.2 per cent that of males over the same
period.

18 The slower growth in the GDP deflator reflects low rates of increase in the price of investment goods due to the falling
absolute price of information and communications technologies.
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wage components of incortirmsed GDP except interest and miscellaneous investment income
contributed to théaster growth of GDP relative to wagesoffts, in particular, growing at a robust
6.64 per cent per year, made the most important contribthion1981, profits represented 11.3 per
cent of GDPBY 2008, the share had risen to3.ger cent. In this context, the reasons behind slower
wage growh compared to productivity growth are tiald: the use of different deflators for wages
and output and the faster growth in componenta@mebased GDP, such as corporate profits,
which are not part of worker compensation.

Summary Table 2a: Measure ofWage in CanadaCompared to Productivity, AverageAnnual Change
(Per Cent)

Hourly compensation, total Hourly compensation, total Productivity in the total
economy, CPI deflated economy, GDP deflator economy, GDP per hour

81-89 0.39 1.06 1.25

89-00 0.66 1.02 1.58

00-08 1.37 0.95 0.79

97-08 1.71 141 1.25

81-08 0.82 1.05 1.30

Total Growth Rate, %

81-08 | 23.6 | 313 | 39.7

Source: Table 23

More recently, the public debate over the dichotomy in the growth of real wages and that of
labour productivity has centered on the wage estimates from the 2006 Céres@606 Census
found that median earnindsr individuals workingon afull-time full-year basis barely increased
between 1980 and 2005. Adjusting for inflation, annual earnings increased from $41,348 to $41,401
(in 2005 constant dollars), a mere $53 over 25 years. Over the same time period, labour productivity
in Canadaose37.4 per cenfThe stagnation in reahedian earnings reflects not only the falling
labour share and the CPI/GDP deflator differential, factors which were noted earlier, but also
measurement issues and increasing income inequality.

Sharpe, Arsenault and Harris(2008) decomposed the census median earnings and labour
productivity growth gap and found that a small part ofghpbetweernreal earnings anidbour
productivity is a result of inconsistent measurement. As shio\Bammary Tablel2 about ondifth

¥ Table 32 shows that nominal net income of unincorporated busineseding rent grew at a %er cent average
annual growth rate between 1981 and&Qdth capital consumption allowances increasing @D@per cent average
annual rate, and net taxes (taxes less subsidie®).@per cent ratelinterest and misclneous investment income
advanced at only &37average annual rate. In relative terms, the faster growth of corporate profits accoliffsSper
cent, or35.2percentage points, of tl8l. 7-percentaggoint difference between the growth of wages tedgrowth of
GDP minus wages and inventories for the 12818 period. Taxe$ess subsidiesontributed10.5per cent, capital
consumption allowance abo#.1per cent, unincorporated busines38sper cent and interest and investment income,
which gew slower, had a negative contributior96f.6 per cent.

2 One can note that the comparison of wages (total wages per hour) and productivity (output per hour) growth is
analogous to the comparison of personal income per capita and GDP per capitacbmgzison the denominator is
the same (hours worked in the first and population in the second). In the first comparison, personal income is compared

with output, while in the second wages, the key component of personal income, is being compared with outpu
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of the 1.5B-percenagepointgap between annual median earnings growth and annual labour
productivity growth over the 198P005 periodvasdueto inconsistent measurement

Summary Table 2: Factors Explaining the Difference Between Median Real Earnings aniddabour
Productivity Growth in Canada, 19802005

Absolute Relative
(points per (per cent)
year)
Median Real Earnings and Productivity Gap,
of which: 1.26 100.0
Measurement Issues 0.25 19.8
Growing Inequality 0.35 27.6
Falling, AAT 008 OTradd Oi O 1 0.42 33.3
Falling Labour Share 0.25 19.8

Source:Sharpe, Arsenault and Harrison (2008)

To make a meaningful comparison between eaahings anthbour productivitythe same
unit of labour inputnust be usedVhile census earnings are reportedftdt-time full-year workers,
productivityis reported for alWorkers and is geerally expressed on an hourly basisthis analysis,
the transformation from fulime, full-year workers to hours was divided in two stépsmmary
Table 2). First,notethattheaverage earnings full-time full-year workers grew at about the same
rate aghe earning®f all earners, where an earner is defined as anyone with earnings during the year
rather than an average of the monthlyniber of earners as is the casetfiar definition of annual
averageemployment. Second, the number of hours worked per earner has inGlegiggdover the
1980-2005 periogdup 2.25 per cent or 0.09 per cent on an annual Haseopting a more
approprate measure of labour inpaamelyhours worked, thus increases the gap by 0.10 percentage
points (7.9 per cent).

Second, lie census definitioaf earnings excludes supplementary labour inc(®td). On an
annual basis, averatgbourcompensation grew.85 percentage points faster than average earnings,
in part because labour compensation includes SLI and earnings do not. This difference in growth rates
explains slightly mre than onejuarter of the gap between the growth in real median earnings and
labour productivity??

%L The number of hours worked per earner tends to beyaiical, i.e. favorable labour market conditions tend to increase

the average number of hours worked for individuals working in a given year. Over the A@B@eriod, the number of

hours workedger earner per year reached a trough in 1982 at 1,463 hours and peaked in 1998 at 1,593 hours (Labour

Force Survey)ln this context, the difference between 1980 and 2005 is relatively small at 35 hours per year, from 1,521

hours in 1980 to 1,556 in 2005.

22 statistics Canada defines supplementary labour income to iretoieyer contributiosito pension plans (private or
public), supplementary health benefits, empl SLyhasdset i nsur
from 5 per cent ofabour incomeo 12 per cent in 208. This increasing importance is attributaptémarily to: (1) a

significant increase in contribution rates for the Canada and QuebsmPR Plans particularly since 19@®8d (2) the

increasing importance ofelfare benefits such gsivatehealth and dentddenefits planswhich represented 3.0 per cent

of labour income in 2005, up from only 1.0 per cent in 1961. All other components of SLI increased in importance over

the 19612005 period; private pension®.4 to 3.8 per cent); employment insurance payments (0.7 to 1.5 per cent); retiring

all owances (0.0 to 0.7 per cent); and workerds compensat
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Summary Table 2c:Reconciling Growth in Median Real Earnings and Labour Productivity Growth in
Canada, 19862005

Earnings and Productivity Growth Gap Compound Annual Growth Rates
Real median earnings of fultime full-year workers 0.01
Labour productivity (Real output per hour) 1.27
Total gap 1.26
Contribution to Median Real Earnings and Productivity Gap Absplute Relative
(points) (per cent)
From median to average earnings 0.35 27.6
Change in definition of labour input, of which: -0.10 -7.9
from full-time full-year workers to all earners -0.01 -0.6
from earners to hours -0.09 -7.3
From earnings to total compensation 0.35 27.8
From CPI to GDP deflator 0.42 33.3
Change in thdabour share of nominal GDP 0.25 19.8
Total z All Factors 1.26 100.0

Source: Sharpe, Arsenault and Harrison (2008)

The use of median earningsteadof average earnings accounted for almmequarter of the
gapbetween median real earnings and labour productivity groMadadifferencebetween median
and average earnings growth reflects increasing earningsaiitggu Canada over the period.
Median real earningsf the top 20 per cent of futime full-year earnergrew16.4 per centwhile
those ofthe bottom 20 per cefell 20.6 per cent. Theeasons for the growing earningequality are
poorly understoodSome argue that this development reflects market fatgglsy and more
specifically the growing demand for highly skilled labour. Others make the case that it reflects
governance structures that allow persons in positions of power, such as Chief Executive @fficers
obtain earnings increases not commertsurdth their contribution to outpdt.

As noted earlier, the use of different deflattlst he change i n | abour és
an important factor. It accounted for etingrd of the median earnings/labour productivity growth gap
between 198 and 2005From a consumer perspective, total compensation must be adjusted using
consumption deflator, such &®l, in order to obtain a consistent indicator of purchasing ptiesgr
is comparable ovdime. Over the 198@005 periodthe CPI grew @12 percentage points faster than
the GDP deflator. Yet, the theoretical link betweeal wagesandlabourproductivity requires that

% 3aez and Veall (2005) find that the increase in total income since the T@®ih3Canada is concentrated among the

top one per cent of earners, whose share of income increased from 5 per cent in the late 1970s to 10 per cent in 2000. The
top 0.1 per cent in turn accounted for much of the increase, with their share going ftom.B.@er cent over the period.

They suggest that the threat of migration to the United States, where the surge in top income share started earlier (1970),
might have spurred the surge in Canada. They support their case with evidence from Quebecidémsehage a lower
propensity to migrate because of language and cultural differences and where the top income share increase has been
much more modest. While the finding of increased income inequality due to the fast rise of incomes at the top®f the sca
has been confirmed in many subsequent studies (Murphy, Michaud and Wolfson (2008) and Heisz (2007) for example),
the drivers behind this trend remain contentious.

1
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both variables be deflated using $ame deflatonWhen both measures are deflated usiregdame
deflator, a further 0.4Rercentage points, or 33@r cent, of the gap is explained.

The remaining 02percentage pointd9.8per cent) median earningdourproductivity gap
wasdue to the fallindabour share in GDP, a result in line with that obtained eal@ne of tle
factors behind the falling labour share are easy to identify; a rising profit share that can be linked to
rising resource rents and increasing returns to capisalvas noted earliefastergrowth in the non
wage components of GDP explathgfalling labour shareProfits, growing at a robust 6.59 per cent
per year, made the most important contributtearctors driving the fall in the labour shaed fictors
explaining the c¢hang eareexplotethie mdreadétal in Sharpesdnault ms o f
and Harrison (200&nd Harrison (2009).

B. IncomePer Family Unit T Based onHouseholdSurveys

While personal disposable income based on the national accounts is an important indicator of
the average aftegax income of Canadians and, by extensif standards of living based on private
consumption, it cannot be disaggregated by secanomic characteristics, and median income
cannot be calculated. However, such data can be obtained from other sources, namely the Survey of
Labour and Income Dymaics (SLID), which replaced the Survey of Consumer Finances (SCF) in
1998%* These household surveys were specifically designed to monitor economic shifts experienced
by individuals and families and to provide a comprehensive set of national data owttiegifias in
income of a typical family or individual over time. The SLID estimates have been traditionally
released with a lag of 16 months from the reference year, compared to a two month lag for national
accountsbased income estimates. It is importennote that these estimates are not completely
consistent with national accounts, since they use somewhat different definitions of income and do not
cover an identical populatidni.

Household survepased income estimates are available at the natiodadramincial level
from 1980 to 2007 on a consistent basis. However, since we use national accounts data starting in
1981, we only use SCF/SLID data starting in 1981. We first concentrate on the impact of the growth
in the number of family units over timfllowed by an analysis of the evolution of both average and
median household income.

% The SLID began collecting longitudinal data in 1993. Its estimates replaced SCF essiagteg in the 1998 reference

year. There was a fivgear overlap which confirmed the relative consistency eftta between the two surveys.

% The SLIDexcludes residents of the Yukon, the Northwest Territories and Nunavut, residents of instidigessons

living on Indian reserves (less than 3 per cent of the population). Multiplying the averagevaiteome of family units

by the number of family units, we obtain an aggregate household income of $794 billion in 2007 (2007 dollars) according
to SLID. By comparison, personal disposable income according to the national accounts stood at $951 billion in 2007
(current dollars). The SLID aggregate was thus 83 per cent of the national accounts aggregate. Most of this difference is
due to the facthat the national accounts include incomadsociations of individuakerving householdsvhich appear

ma i nl y nincorpdraied buginess net incame a Imtdresf) dividends and miscellaneous investment indome

portions of personal disposable inco(aee earlier footnote for more details).
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Chart4: Growth in Population, Number of Households, Unattached Individuals and Economic Familie
Index (981=100), 1981-2007
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1) Trends in theNumber of Family Units

In the SLID, households are called family units. Statistics Catliffdaentiates between two
main categories of family units, i.e. economic families and unattached individTaénds in the
number of households have a considerable impact on the average and median income of family units
over time. In Canada, the growththe number of households consistently outpaced population
growth (Chart 4 and Tables 1 and 2A). For the 12807 period, the number of family units
increased at an annual compound rate of 1.61 per cent, while population grew only 1.09 per cent
annualy. In other words, the number of households increased 51.5 per cent compared to a 32.7 per
cent increase for population. Consequently, the average number of persons per family unit fell from
2.72in 1981 to 2.38 in 2007, down 12.4 per cent (Table 3).

Thefall in the number of persons per family unit can be explained by the rapid growth in the
number of unattached individuals, up 89.2 per cent between 1981 and 2007. Their share of the total
population increased from 10.3 per cent to 14.8 perarahtheirshare of total family units increased
from 27.6 per cent to 34.5 per cefhe rapid growth in the number of unattached individuals and
falling economic family size are the result of numerous factors including increased divorce and

% An economic family is defined as a group of two or more persons who live in the same dwelling and are related to each
other by blood, marriage, common law or adoption. An unattached individual is a persoeitiv@rgalone or with others

to whom he or she is unrelated, such as roommates or lodgengd must be the child of the major income earfsr

birth, adopted, step, or fostemd beunder age 18 A Ot h er pessbadlaied te thedmajarringoe earner by

blood, marriage, adoption or commtaw which are not their spouse or children. Lgyaent families excludemilies

wherethe parent is 65 years or older.
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separation rates, fewehildren and more widows and widowers due to an aging population. This
trend is offset somewhat by more adult children staying at féme.

As just pointed out, growth in the number of households during the 2@&1period was
51.5per cent, driven by papation growth but also by changes in the composition of households.
Among nonelderly economic families (families of two persons or more for which the major earner is
under 65 years old), the fastest growing categories @tbez norelderly families (203! per cent)
lone-parent families@2.7 per ceng8 and married couple$4.5per cent), the groughat ardikely to
have a smaller househadtze Summary Tabl& and Table 2D).

On the other hand, the number of relderly tweparent families fel6.0 per centlikely due
to the rising number of badlyo o mer s 6 chi |l dren reaching majority
At the same time, growth in the number of uaeltied individuals89.2per cent) was strong, with
nonelderly males driving the increaégp 114.4per cent). The changes in the composition of
households, with the number of perstiving alone, the number of married couples without children
and the nurber of loneparent families all increasing considerably and the number epasent
familieswith childrendecreasing, led to a decreasaweragdamily size.

21 Falling household size might seem unimportant, but it has a considerable impaetigimg) standards of ordinary

Canadi ans. I n effect, feconomies of scaled inherent to |
furniture or the savings related to buying food in bulk, are losbrdler to take into accouiite ¢ o n 0 i s & larhee 0

families, Statistics Canada uses an equivalence scale where the oldest person in the family is given a factor of 1.0, the
second oldest a factor of 0.4, every other family member aged 16 or over a factor of 0.4 and every other rfgmeily me

under the age of 16 a factor of 0.3. Then, the income is divided by the sum of the family factors. However, this adjustment

is used only for the quintile distribution of income and for calculating the-ln@eme CwOffs (LICOs). It isgenerally

not ised for median and average income or in the calculation of income distribution indicators sudhiwis the

coefficient.

Equivalence scales are widely used in analysis of income treh@gsé andsarner 199). The OECDuses an

equivalence scalayith afactor of adjustment for family size equal to the square root of the number of family members.

For example, for a family of three, the adjusted i ncome
that forasmall family, thereisaloet no di fference bet we en edquilaencOEakDForand St a:
two, three or four-person families, the adjustment factors will likely be 1.4, 1.7 and 2.0 respectively, both with Statistics
Canada and the OECD scale. However, as fantibesmdarger, the difference widens. For example, a family with two

adults andsix children will have an adjustment factor of 3.2 with Statistics Canada scale compared to 2.8 with the OECD

scale.

Using an equivalence scale is in some way a comproreiseebn per capita measures (which assume no economies of
scale) and per household measures (which assume infinite economies of scale). An example might provide more clarity.
For example, let us suppose a two persons family, each earning $35,000. Isg¢htheancomeer housebld is

$70,000. In the case of divorce the average household income drops to $35,000. On the other hand, in both scenarios
(married or divorced) per capita income is unchanged at $35,000. If we apply an equivalence scale toadephexi

living standards of the aforementioned family, their equivalent incomepen @apitabasis is equivalent to an income of
$50,000 ($70,000/1.4). In the case of divorce, equivalized income falls 30 per cent, compared to a 50 per cent decrease
accading to the household measure and no change according to the per capita measure. Adjusted for family size, growth
in average aftetax income per household is 29.7 per cent over the-2987 period, compared to 22.5 for unadjusted
household income, a di#rence of 7.2 percentage points (Table 11G).

% The strong growth in lonparent families was accompanied by a compositional shift, with maleptanest families

increasing its share of lorgarent families fron15.2 per cent in 1981 to 18p2r cenin 2007. In fact, the number of male
lone-parent families grew almost twice as fast as female-pament families, with growth reaching 95.4 per cent and 56.9
per cent respectively.
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Summary Table 3: Trends in the Number of Family Units, byFamily Type, 1981 and 200

Family Units Change Share Change Avgrage Change
(thousands) | (per cent) (per cent) (points) -~ (persons)
(person)

1981- 1981- 1981-

1981 | 2007 2007 1981 | 2007 | 0o | 1981 | 2007 | 5007

All family units 9,132 13,837 51.5 100.0 | 100.0 -6.9 267 | 233 | -0.34
Eq%?gom":fam"'es’ two persons or 6,611 9,067 | 37.2 724 | 655 11 | 331|302 | -029
Elderly families 806 | 1,370 70.0 8.8 9.9 -8 235 | 219 | -0.16
Non-elderly families 5,805| 7,698 32.6 63.6 | 55.6 1.3 3.44 | 3.17 | -0.27
Married couples without children | 1354 2228 64.5 148 | 16.1 | -12.8 | 2.00 | 2.00 -
UD-PErER. FlIEs Wil 3,081 2897 | -60 | 337 | 209 0 | 421|413| -008

children
Married couples with other 643 | 972 51.2 70 | 70 03 | 355|358 | 003
relatives

Lone-parent families 429 | 698 62.7 4.7 5.0 3.2 299 | 289 | -0.10
Other non -elderly families 298 | 904 203.4 3.3 6.5 6.9 243 | 2.77 0.34
Unattached individuals 2,521| 4,769 89.2 276 | 345 0.3 1.00 | 1.00 -
Elderly males 191 | 339 775 2.1 2.4 0.4 1.00 | 1.00 -
Elderly females 529 | 863 63.1 5.8 6.2 4.4 1.00 | 1.00 -
Non-elderly males 965 | 2,069 114.4 10.6 | 15.0 1.6 1.00 | 1.00 -
Non-elderly females 837 | 1,498 79.0 9.2 | 108 -6.9 1.00 | 1.00 -

Source: Table 2D

2) AveragelncomePer Family Unit

The data on average and median household incomeecaresented using either market, total
or aftertax incomé® As with personal disposable income, the income measure most closely related
to consumption and personal savings possibilities of the average householdtexafteome.
Effectively, it represnts the average amount of money left after direct taxes on consumption and
saving for each family unit. However, an analysis of all three statistics can be interesting in
pinpointing the different sources of income. All income measures from SLID pubbgttégtistics
Canada were already deflated using the CPI. As noted earlier, if the PEPI had been used, annual

29 Market income is the sum of earnings (from employment and ne¢sglfoynent), net investment income, (private)
retirement income, and the items under "Other income". It is equivalent to total income minus government transfers. It is
also called income before taxes and transfers. Total income refers to income from all selwdagjigovernment

transfers before deduction of federal and provincial income taxes. It may also be called income before tax (but after
transfers), money income or nominal income. All sources of income are identified as belonging to either marketrincome
government transfers. Aftéax income is total income, which includes government transfers, less income tax. Income tax
includes taxes on income, capital gains and withdrawals from Registered Retirement Savings Plans, after taking into
account exemptits, deductions, nerefundable tax credits and the refundable Quebec abatement. Contributions to
Employment Insurance (El) and the Canada and Quebec Pensions Plans (CPP and QPP) are not included in income taxes,
nor are they deducted from income to ardveftertax income. However, the Canadian System of National Accounts
(CSNA) definition of taxes on production includes these payroll taxes, in accordance with international recommendations
on national accounting.



21

growth for all income measures would have been abotg@entage points higher on average over
the 19812007 periogdand about 0.58 percentagoints higher on average over the 22007 period

Summary Table4: HouseholdBased Measures of Real Aggregate Income in CanadayerageAnnual

Change (per cent)
Average Average Average total Average Average after -
market government ) . i
income per transfer per Income per iIncome tax per | tax income per
household household household
household household
81-89 0.25 3.41 0.56 3.33 0.00
89-00 0.20 0.65 0.25 0.46 0.18
00-07 1.28 1.13 1.24 -0.96 1.79
81-07 051 1.62 061 0.95 0.56
Total Growth, %
81-07 | 14.0 51.9 | 172 | 278 | 15.5
Source: Table 10B, Table 10E, Table 11A, Table 11B and Table 11C

Average market income expressed in constant 2007 dollars for all family units in Canada grew
from $53,500 in 1981 to $61,000 in 2007, an average annual growth of 0.51 per cent or a total of 14.0
per cent, below th25.9 per cent growth of real disposalbleame per capita over the same period
(Summary Tablé& and Chart 6). Of course, the much greater growth in the number of households
relative to population accountsrfthis difference.

Charts: Average Market, Total and AfteFax Income per Family Unit

$2007, 1981-2007
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In a manner similar to national accounts aggregate income measures, average market income
rises during economic expansions and falls during recessions and periods of weak growth (Chart 5).
This is reflected in an increase in averaggrket income during the 198489 expansion, followed
by four years of falling income and, finally, an upward trend from 1994 to 2001. In 2001, market
income leveled off. Over the 192®01 period, average market income increased 16.0 per cent,
significantly more than in any other fivgear period for which data are available. This represents a
compound annual growth rate of 3.02 per cent per year, much higher than thelsestqretiod at
1.94 per cent (1982989)%° Between 2001 and 2007, market incognew 1.32 per cent per year on
average.

Average total income of all family units followed similar trends, increasing 17.2 per cent
between 1981 and 2007 or 0.61 per cent per year, outpacing average market income by 3.2 percentage
points Summary Tabld). Government transfers, which increased 51.9 per cent between 1981 and
2007, explain the differenc@|n relative terms, the importance of government transfersasetke
between 1981 and 2007, from 8.8 per cent of total income to 11.4 peSoemnhary Tabl®). Over
the 19811989 period, average total income increased 4.6 pérreaching $61,400 in 1989 ($2007).
Then, between the peak of 1989 and the trough in 1993, average total income fell 9.3 per cent. Only
in 2000 was the 1989 level reached again (Chart 5). Between 2000 and 2007, average total income
increased 9.0 per cent.

Summary Table5: Implicit Income Tax and Government Transfers Rate (per cent)

. Implicit rate of
Implicit income tax rate
government transfers
1981 15.3 8.8
1989 19.0 11.0
1995 193 143
2000 19.6 11.5
2007 16.7 114

Source: Table 10C and 10F

From the point of view of individual purchasing power, the trend in averageaftearxcome
is more relevant than that of total income. Average -@fteincome followed a fairly similar path as
average market income, growing slightly slower over the 29817 period at 15.5 per cent or 0.56
per cent per year (Table 11C). In absolute terms,-&ftehousehold income increased from $49,700
in 1981 (2007 dollars) to $57,400 in 2007. This slower growth meant that taxes increased faster than
total or pretaxincome, which is consistent with our analysis of real personal disposable income.

%0|f we use SLID income aggregate to@ahte the growth of income per person for the 1280 period, we obtain an
average annual growth for average market income per perdodyfer cent, for average total income per personis 1.

per cent and for average aftax income per person &f07 per cent.

1 In fact, the increase over the 198007 period has taken place mostly during downturns. Indeed, while growth in
average total income closely followed growth in average market income during the boom period H93983.6 per

cent compagd to 9.9 per cent) and 192601 (12.9 per cent compared to 16.0 per cent), it diminished considerably less
than market income did during the recessions of the early 1980s and 1990s. This translated into an increase in transfers
over the cyclically neuttgeriod of 19812007
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Indeed, the implicit income tax rate increased from 15.3 per cent in 1981 to 16.7 per cent in 2007,
although it was down significantly from 19.6 per cent in 2@nimary Tabl®). As noted above,
whether higher taxes are contributing to wellbeing depends on the extent to which increased
government services are contributing to wellbeing.

Interestingly, all three meagses of average household income show similar results (Chart 5).
All the ground gained from 1981 to 1989 was lost in the first half of the 1990s. From 1996 to 2001,
Canadians enjoyed a steady rise in income and the 1989 peak was regained. All thres steasure
that income growth stagnated in the 2@Blperiod and then picked up in 2004, but it this growth
will not be sustained in the recession that began in 2008.

3) Averagelncome byFamily Type

Average market immme growth between 1981 and 2@@&sshared unequally among
different types of families. Average market income for economic famifigs,800in 2007) grew
21.0per cent during the period, with twamrent faniies with children growing ($93,30@ 2007)
amongthe fastest a®1.4per cent (Thle 11H). Lonep ar ent f ami | i esd® average
25.3per cent between 1981 and Zq837,200 in 200), but this wagartly due to a compositional
shift, i.e. the share of male loparent families, who have a much higher average market incame th
their female counterpar{$55,800 compared to $33,100 in 2007), was higher in #20vin 1981,
going from15.2per cent tdl8.2per cent? Finally, average market income for unattached individuals
grew14.2 per cent between 1981 and 2007.

Trends inaverage total income by family type show widespread growth between 1981 and
2007, with all family types in positivéerritory (Table 111). There was strong growth among the
elderyppul at i onds av &atabinceme blderly familien gevo3t®eper centwhile
that ofeldaly male unattached individualgas up44.0per cent andhat ofelderly femaleunattached
individuals 41.%er cent. Botltheincome of economic familie24.4per cent) and of unattached
individuals (L6.7 per cent) grevgignificantly.

Average aftetaxincomeby family type followed similar trendSmmary Tabl& and Table
11J). Between 1981 and ZQncome foreconomic familiesZ2.5per cent) grew faster thamcome
for unattached individualslg.2per cent). Among neelderly economic families, the income for two
parent families with children increasg@.4per cent, fron$62,900in 1981 to$82,000in 2007,
recording strong grotwv h . El derly unatt ac h3.dpericenddurmgtited8l s 6 i r
200/peri od, with nalinemereachned3la0Gdn da ffteemal esd 1 nc o me
$25,800in 2007. However, average aftéax income for norelderly unattached maléncreased only
2.5per centThe trend for longoarent families was encouraging, witBa4per cent increase over
the 19812007 period, bringing the average aft@ix income ér that group at $41,800 in 2007

%2The above average increase in incomes of lone parents may also reflect the movement of a significant numbers of single
parents from welfare to the workforce. While gross incomes may be higher, childcare costs arelatextiexperes
may mean that the net income of lone parents did not increase.
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Summary Table6: Trends in Average After-tax Income Per Family Unit, by Family Type, 1981 and
2007, in $2007

1981 2007 Total Growth Rate, %
All family units 49,700 57,400 15.5
Economic families, two persons or more 58,700 71,900 225
Elderly families 42,200 54,200 28.4
Non-elderly families 60,900 75,000 23.2
Married couples 57,400 70,000 22.0
Two-parent families with children 62,900 82,200 30.4
Married couples with other relatives 82,200 101,100 23.0
Lone-parent families 32,800 41,800 27.4
Other non -elderly families 50,700 62,500 23.3
Unattached individuals 26,100 29,800 14.2
Elderly males 22,900 31,000 354
Elderly females 19,100 25,800 35.1
Non-elderly males 31,900 32,700 2.5
Non-elderly females 24,700 27,800 12.6
Source: Table 11J

4) GovernmentTransfers andTaxes

As discussed earlier, one of the effects of transfers and income tax in Catoaicaicce
inequalities. In 200,the aveage government transfer was $7,9@0 household ($209 and the
average income tgpaid was $11,500Table 10D and Table 10G). Therefore, the net effect was that
average aftetax income per family unit was $80 lower than average market income. However, the
differences among quintiles were considerablabsolute terms, it was the second quintile which
benefited the most, receiving an eage government transfer of $10,00td paying an averag
income tax amount of only $2,80@hichtranslated into an average $7,206rease in aftetax
income comparetb market income. The firstr lowestquintile receiveds6,800more in government
transfers $7,700) than it paid in income tax ($908t the other end of the spectrum, households in
the highest quintile received only an averag8®m200in government insfes while paying an
average of $34,80@ income tax, a net effect €629,6000n their afteitax incomeOverall, the
bottom quintile received aboi®.6per cent of all gvernment transfers and paid p& cent of all
income tax whilghe top quinte receivedL3.2per cent of governmemntansfers and paid 60p&r
cent of the countryb6s i n ctlilusmoreeqaally distGootedeamangne nt t r
quintilesthan income taxMore than 80 per cent of all income tax revewaspaid by theap 40 per
cent of households.

5) Median Income ofFamily Units

While average income is a convenient way to control for population growth when tracking
aggregate income, it has certain drawbacks. First, it is sensitive to extreme values. Unusually high or
low income will have a large impact on the average income of Canadians, which may not give
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accurate information about the change in income for a majority of families. The second disadvantage
follows from this: average income does not give any informatimout the distribution of income.

This is where median income becomes a useful measure. The median corresponds to the midpoint of
the distribution. Hence, it is not affected by extreme values. Also, it can shed light on the distribution
of income. If media income is lower than average income, the distribution is skewed to the left and
vice-versa. In general, income distributions are skewed to the left, which means they are more
concentrated at the low end. Thus, median income is generally lower thareaneage.

In Canada, trends in median income tell a much different story than trends in average income.
One of the three measures of median income actually decreased and the other two experienced very
little growth over the 1982007 period (Chart 6 arfSlummary Tablg).

The difference between median and average income is striking. In 1981, median market

income per family unit was $6,000 ($2007) below average ingané&mily unit,and was
equivalent taB9 per cent of averagmarketincome. This gap more than doubled to $15,800 in 2007,
with median market incomeqguivalent tonly 74 per cent of averagaarketincome (Chart 7). This
suggests that as the country basome richer as a whole, middliass and lower income families
have seen their market income fall relative to that of richer family units.

Chart6: Measures of Real Income on a per Capita and per Household Basis

Total Growth, per cent1981-2007
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In addition, while median market income was falling considerably in absolute terms during
recessions and peds of slow growth, it did not fully recover during the expansion that followed. For
example, median market income per household fell $8,800 between 1989 and 1993, from $46,300 to
$37,500, but regained only $7,700 in the following recovery and expansachjrrg $45,200 in
2007. In 1997, median market income was 21.0 per cent lower than its 1981 peak. Thus, despite a
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rebound of over 20.2 per cent between 1997 and 2007, median market income was still 4.8 per cent
lower in 2007 than in 1981.

Summary Table 7: Median Income per Household in Canada, Avera

ge Annual Change (per cent)

M?:éi&?ggm Median total income Median after -tax
household per household income per household

81-89 -0.32 0.12 -0.31

89-00 -0.93 -0.63 -0.45

00-07 1.12 127 167

81-07 -0.19 0.11 0.16

Total Growth, %

81-07 -4.8 2.9 4.2

Source: Tables 12A, 12B and 12C

Chart8: Median Market, Total and AftefTax Income per Family Unit
$2007,1981-2007
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Median household total income saw a small increase of 2.9 per cent during the same period,
1981-2007 (Table 12B). The differentetween market and total median income, attributable to
government transfers, is larger than the one observed between average market and total income.
Naturally, this suggests, in line with intuition, that government transfers are aimed towards the low
end of the distribution. Nonetheless, the 2.9 per cent increase in median total income per household is
in marked contrast to the 53.7 per cent increase in GDP per capita.
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Finally, aftertax median income per family unit increased $1,900 or 4.2 per cevedret
1981 and 2007 (Table 12C). Similarly to total and market median income, it reached a low point in
1997, a level 14.1 per cent under the previous high of 1981 (Chart 8). Since then, it has marched
forward, but only passed the 1981 level in 2006.

Thepicture of living standards trends provided by median income is inconsistent with the
widespread impression Canadians have of a steady progression in living standards based on average
income measures, and on persons, not households. Not only does &mgolly moderate change of
ambiguous direction for the living standards of the median Canadian between 1981 and 2007, but it
also means that government redistribution, through transfers and taxes, did not totally offset the
reduction in median market incenper family unit until 2006. Different income measures tell
different, indeed contradictory, stories.

6) Median Income byFamily Type

The fall of4.8 per cent in median market income forfalnily units over the 1982007
period did not affect evenamily type. For example, median market income for elderly families
increasedt1.3percent over the period, from $17,9@0$25,300 due mainly to aery robus85.4
per cent increase in elderly married omedapl| esd
market income fonon-elderly families increased 9r cent over the period, led bp@.3per cent
increase in twegparent families with children. However, the faster growth in the number of elderly
families (with lower median income) comparedtber types of economic families translateiin
slow growingmedian market income for economic families between 1981 andl(200per cent).
Also, while median market inconier unattached individuals grew onbgr year 1.%er cenduring
the 19812007period elderly malesind elderly females recorded strangomegrowth (108.3 per
cent and 155.2 per cent respectively).

The main factor behind tHew growth of 2.9er cent in median total incomergamily unit
over the 1982007 period was alsdie compositional shift from higher income family units to lower
income family units. For example, median total incdoreeconomic familiesncreased.1.5per cent
over the period, from $63,500 in 1981 to $70,800 in 2006 (Table, BRitjts share of theumber of
family unitsfell from 72.4 per centb 65.5per cent. Meanwhile, the median total income for
unatached individualincreased 1.3 per cent from $23,900 in 1981 to $26,600 in 2@8d its share
of the number of family urstgrew from 27.6 perent to34.5per centYet, the stronger growth in the
number of lowincomelevel family types(unattached individuals) led to amuch smaller iorease in
householdnedian total incoméhan for either family typeSimilarly, stronger growth in the number
of elderly families(which have an total income level of about tthards that of norelderly families)
dragged down growth in medianabtncome for economic familieslespite1.7 per cenincome
growth for elderly families anti4.2per cent growth for neelderly families.

Trends in median afteax income are similar to median total income treBatween 1981
and 200, median aftetax incomefor economic familiesncreased. 3.6 per cent and unattached
i ndi vi dual éaincomdincreasetlabper eemtput due to the compositional change
whereby there were more unattached individuals in 2007 than in 1981, theyelywad.2 per cent
increasanthea | | f ami | y u-taxincenie Sumenary Tabid aadf Tabée 1. Thetwo
groups reportingdecline in median afteax income were neelderly unattached males/(1 per
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cent)andnonelderly unattached females (3 per cent) Elderly unattacheéemaleswerethe group
with the lowest median aftéax incomeg($21,300 ($2007)while nonelderly married couples with
other relatives, t$93,800 in 2007, were tlggoup with the highest median aftaix income.

Summary Table8: Trends in Median After-Tax Income per Family Unit, by Family Type, 1981 and
2007, in $2007

1981 2007 Towl Crowth
All family units 44,800 46,700 4.2
Economic families, two persons or more 54,400 61,800 13.6
Elderly families 32,900 44,900 36.5
Non-elderly families 56,800 65,500 15.3
Married couples 55,100 61,000 10.7
Two-parent families with children 58,400 73,000 25.0
Married couples with other relatives 77,400 93,800 21.2
Lone-parent families 28,400 36,300 27.8
Other non -elderly families 46,400 57,900 24.8
Unattached individuals 21,700 24,200 115
Elderly males 16,500 23,400 41.8
Elderly females 14,500 21,300 46.9
Non-elderly males 29,700 27,600 -7.1
Non-elderly females 23,000 27,100 -1.3
Source: Table 12|

7) Trends in the Subjective Economic Situation of Families

It is useful to compare actual income trends with the perceptions of Canadians toward the
economy and their own personal economic situat.
wellbeing. If Canadians think the economy is heading towards a recebgipmight be anxious
about losing their job or the adequacy of their savings. On the other hand, if they are upbeat about the
economy, they might feel more economically secure and hence less apprehensive about the future,
which in turn would increase thearellbeing.

|l psos Reid, a polling firm, has conducted a
expectation for the future of the Canadian economy and their personal situation since 1991. Results
for most provinces are also available, but the Atlantivipoes are aggregated and so are
Saskatchewan and Manitoba. The most relevant questions for this report are:

e Thinking about the next year or so, do you, yourself, generally feel that the
Canadian economy will improve, stay about the same, or get worse?

e Thinking about your family, do you feel that your own economic situation will
improve, stay the same, or get worse?
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Data about the proportion of respondents expecting the economy to improve, stay the same or
get worse are available (Table 28A and TablB)28lere we focus on the balance of opinions, i.e. the
percentage of respondents expecting an improvement minus the percentage expecting the situation to
worsen, to examine changes in expectations. Therefore, a positive balance of opinions means that
morepeople expect the situation to improve, while a negative balance of opinions indicates that more
respondents expect the situation will worsen.

Chart9: Balance of Opinions (Positive minus Negative) About the Future of the Canadian Economy ¢
the Economic Situation of One's Family
1991-2009 in per cent
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Note: For the family economic situation, data #003-2009are based on an averagéall surveys in the year.
For the canadian economy, there are no data¥6@4 Data is thus interpolated for that year. Moreover, data
for 20022009are based on an averagéall surveys in the year.

In general, Canadians have positive expectations for the future of the ecdndauy,
between 1991 an2008 the only yeasin which the balance of opinion was negative was in 1996
per cent and 200818 per cent{Chart 9). In every other single year, there were more Canadians
who thought the economy would improve than Canadians who believe it wetulbgse. Starting in
1997, Canadians expected a buoyant economy, with the optimists outhnumbering the pessimists by 26
per cent. This trend continued up to 2000, when the balance of opinion was still 23 per cent.
However, in 2001, with the burstingofthei gh t ech bubbl e, Canadi ansé
economy fell drastically but stayed positive, at +2 per darg.balance of opiniotihen quickly
rebounded, reaching roughly 15 per cent in 2003, and then hovered between 0 and 10 for the
following three yars, before turning negative in 2088These trends more or less refetthe
evolution of the business cycle.

¥This question may be a bit misleading for some people b
up, one could say the economy has improved. But some people prefek &i the rate of growth of GDP, which means

that even if the economy is growing, respondents might consider that the Canadian economy is worsening if the rate of
growth is slowing down.



30

When asked about their own economic situation, Canadians were definitely more optimistic
than pessimistic over the 192008 period. The lowst balance of opinion registered was 6 per cent
in 1992, immediately following theecession. This constant positive perception by Canadians of their
personal economic outlook is interesting because it suggests that individuals thought they were
generallyoutpacing the economy. In the early 1990s there was a higher proportion, between 17 and
19 per cent, of Canadians who believed their economic situation would worsen. However, the
proportion who thought their situation would improve was slightly largestulting between 24 and

29 per cent . I n 1997, the economy roared ahead,
that year, the balance of opinion reached 17 per cent. The gap between optimists and pessimists
continued to widen, peakingin2080t 25 per cent. After edging dov

expectations reached their highest level in February 2003, with 44 per cent of Canadians expecting an
improvement in their economic situation and only 10 per cent expecting a worsgincgythenthe

balance of opiniomemainechigh, around20 per cent? Even in 2008, when Canadians were

expecting a downturn, the balance of opinions averaged 8 per cent.

C. Wealth Per Capita

Trends in the state otenomic wellbeing cannot be captured only with ineahata. Not only
can we enjoy todayo6s income in the present, but
into present consumption. As well, wealth can provide economic security and a personal safety net in
cases of economic adversity, suchaateath or disability of a family member in the workforce.
Therefore, to measure economic wellbeing at any point in time, one needs to take into account both
income and wealth.

The national balance sheet accounts publish estimates of different typesoidl and non
financial wealth holdings from which average net wirier person or per family unit can be
calculated. Thse estimates seem to matchyelosely estimates from household wealth suryvbys
no sociceconomiadisaggregation of nationateountswvealthestimates is possible. Estimates for net
worth from the national balance sheet accounts are available from 1961 to 2008 in current dollars.
Since the wealth of individuals can be considered as future spending power or consumption, those
values are defled by the CPI to obtaintane seriesn real terms

Household wealth surveys provide a much more complete picture of wealth holdings an
wealth distributionput they are conducted infrequently in Canada. The most recent estimate
availableare fromthe 2005Survey of Financial Security, the firstich survegince 1999. Earlier
wealth surveys in 1970, 1977 and 1984 were conducted jointly with the annual Survey of Consumer
Finances (SCF), the predsser to SLID. Unlike national account eséites, wealtldata from
household surveys caat easily be compared across tiagethey use slightly different definitions of
wealth (e.g. including public pensions or n@ the other hand, thesarveys not only provide

% The dichotomy between Canadians expectations for the economyedimglettsonal economic situation might stem

from the fact that they do not see their personal economic situation in terms of gataptut simply in terms of growth.

% Net worth is assets minus liabilities. Both Aiamancial (residential structures, noesidential structures, machinery and
equipment, consumer durables, inventories, land) and financial (official reserves, currency and bank deposits, deposits in
other institutions, foreign currency deposits, consumer credit, trade accounts receividieamsmother loans, Canada
shortterm paper, other shetérm paper, mortgages, Canada bonds, provincial bonds, municipal bonds, other Canadian
bonds, life insurance and pensions, corporate claims, government claims, shares, foreign investmemanoihler fi

assets) assets and liabilities are included.
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estimates of average and median wealth, but also allow the disaggregation of wealth holdings by
sociceconomic characteristics.

1) Wealthi National AccountsEstimates

The most striking element in the national balance sheet is the importance ostives@erd
unincorporated business sector in to@t worth(Table 13A). In 2008 the totalet worthof this
sector stood at $5.2 trillio®6.5per cent of the national balance sheet net worth (Table 13A and
Tabl e 13F). Most of h&adsohimdisidusls asvapposet to itslcorpgrationsar t h ¢
government. Of course, this is not too surprising, since corporations are publicly held through the
stock market or privately held by individuafs.

Chartl0: Average Net Worth of Persons and Unincorporated Business, per Capita and Family Unit
(thousands of $007), 19812008
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Canadians are greatly affected by the extethaif wealth holdings. Most consider their
assets, such as their house or their financial assets, as delayed consumption, either for them in
retirement or for their descendants through bequests. To adjust the aggregate nominal net worth of
persons and unaorporated business for inflation and population/household growth, we used the CPI
and population/family unit estimates from the SLID (Table 13&Bgrestingly, the wealth of
Canadians seems to be increasing more steadily and more rapidly than allnmeasoees. Over the
19812007 period, wealth per capita increased an averageldiper cent every yeawhile wealth

¥t is also interesting to note the steady decline of th

continuous deficits, which was related to the steady increase of gos i d ewotthsa$ govemrent deficits were

largely financed abroad. In 2007, after numerous consecutive years of frugal fiscal policy, the government had a positive
net worth for the first time since 1984; the government had a nominal net worth of $14 billidvi(&8a.9 billion in

2008) compared to a net worth-$395 billion in 1996.
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per family unit increasetl.59per cent annuallgver the period 1982008(Sunmary Table9). Real
net worth fell only in 1982 and during the 199991 downturn (Chart 10).

Summary Table 9: Real Net Worth of Persons and Unincorporated
Business, Annual Change (per cent

Net worth per capita Net worth per family unit

81-89 1.86 1.09

84-89 3.02 2.28

89-00 1.83 1.47

00-08 2.57 2.14

81-08 2.11 1.59

Total Growth Rate, %

84-99 382 28.9

81-07 75.6 53.1

Source: Table 13B

One factor explaining this growth could be an aging population. As pagglthey tend to
accumulate more wealth (Table 19B). Consequently, as the Canadian population grew older,
aggregate wealth grew too. However, this cannot entirely explain theepgmadsion of Canadian
wealth. Other factors that have contributed to increased weaith19812007include large
increases in housing prices and the increased value of the stock market. As the next section
demonstrates, this increase in wealth has begnunevenly distributed among Canadians.

Anot her el ement affecting Canadiansdé weal t h,
when calculating the national net woftbm the national balance sheet accoudtsvever, estimates
of the value of natutaesources are available in the national wealth accolimsnteresting to see
the continuous growth in the value of natural resources in Canada (Table 13C). Witlomiathe
national wealth account, starting in 1981, we can see that the vals®oifaes such as timb&r88.9
per cent), energy resourcébf.3per cent), metallic minerald 10.4per cent) and nemetallic
minerals 948.8per cent) increased significantly between 1981 an®.200course, these estimates
are in current dollars, artde progression in real terms is considerably smaller. Nonetheless8in 200
energy resources were valued afl® trillion, more tharl4 per cent ofC a n a thregible assets
Metallic and normetallic minerals together represented ab@258billion andtimber alone
represented257.3billion. Because most of these resources areranawable, it may seem
surprising to see their value increase. This is due not only to price movements, but also to the constant
stream of new discoveries. Natural resoutwege played an important role in the development of the
Canadian economy and the growth in Canadian living standards and they still represent a major
el ement of the countryds wealth.

2) Wealthi Based onHouseholdSurveys

The definition of wealth has chged over the years for the Survey of Financial Sec(B8B5)
in CanadaBefore 1999, wealtdid not include the contents of the home, collectibles and valuables
and annuities and registered retirement income fuvidezover, he 1999 survey introduced an
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innovation to Canadian wealth measurement in the form of a new methodokxjimate the wealth
value of employer pension plai® allow comparson betweeithe 1999 resultand those of earlier
wealth surveysStatistics Canada has produdsada for 199 which areadjusted using the earlier

sur veys 06 Suradjustmerntsiwere not made to estimates from the 2005 SFS, and the latter
can thus only be compared directly with estimates from 1999.

In the first section, we examine trends between 19dQ1L8089, using the earlier definition of
wealth. In the second section, we discuss the trends in wealth between 1999 and 2005 using the new
definition introduced in 1999. The reader should note that for this reason, estimates for 1999
contained in the firstection will differ from estimates for 1999 discussed in the second section.

a. Trends in wealth from 1970 and 1999

Usingdataadjustedo reflect the older definition of wealttve find a definite upward trend in
average wealth per family unit (Table 19D). At the aggregate level, the average wealth per family unit
increased 112.1 per cent in real terms between 1970 and 1999, or $93,072 ($a8@9gr, the
increase was not steady overaimvith about half (48.2 per cent) taking place between the 1970 and
1977 surveys, a stagnationdper cent) between the 1977 and 1984 surveys and the other half (50.7
per cent) between 1984 and 1999. For the 11988BD period, average wealth per famihjtuncreased
36.6 per cent, compared to a 30.8 per cent increase according the national astimatessegor the
same period.

The analysis of wealth by family typer the 1999 survegrrives atonclusionsimilar to
those orincomeby family type The main winners were elderly couples and elderly unattached
individuals (Table 19GBetween 1984 and 1999, the former increased their averegjeh by 41.3
per cent 0f681,989(1999%)while the latter increased its average wealth by 75.5 per cent 08859,4
($1999).Surprisingly, the increase in the median wealth for those group were also quite high, with
elderly couples increasing their median wealth by $56,425 (46.6 per cent) and elderly unattached
individuals by $28,620 (69.2 per cerbther groupsha performed well between 1984 and 1999
werecouples without children and lomarent families (at least in relative termdhattached
individuals under 65 posted weak gains, their average wealth increasing only $16,684 and median
wealth increasing meage$228 over the 1984999period.

b. Trends in wealth from 1999 and 2005

The Survey of Financial Security conducted in 2005 gives-dejith picture of the wealtbf
Canadiansinterestingly, estimates of net worth per household obtained from the 2B85rmare
relatively close to national accounts estimates of net worth per housghioldise 2005 SFS,
average net worth per household was estimated at $364,300 ($2005). In comparison, the estimate of
net worth per household for the same year from ttiems accounts was $315,29¢$2005). The
similarity in the estimates adds credibility to both sources.

Based on the current definition of wealth used by Statistics Canada, the average family unit
net worth grew 29.6 per cent between 1999 and 2005, from $281,000 (constant 2005 dollars) to

37 Using the number of households from SLID.
% Table 478 lists this value in $2001. For comparison within the paper, this value was converted to $2005.
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$364,300 (Table 49%Growth of real median net worthiasover 20 per ent for almost every family

type over the 1992005 period. The one exception was unattached individuals; this group saw only
3.9 per cent growth, from $33,400 (2005%) in 1999 to $34 At also had the lowest median net
worth. Other norelderly familieshad the highest growth in median net wartB.1 per cent
increasingrom $144,300 in 1999 to $210,800 in 2005. Elderly families had the highest net worth of
all family units in 2005, at $443,600, and also saw high net worth growth at 29.3 per ceri3%/er
2005. Economic families had higher median net worth and saw higher growth than unattached
families. Economic families saw growth of 29.9 per cent over the-2008 period, moving from a
median net worth of $177,400 in 1999 to $230,500 in 2005. igehnet worth growth of economic
families likely reflects more than just age and earning ability differences in comparison to unattached
individuals, it also reflects the economies of scale that allow for savings within family units.

More recent insigis on the wealth of Canadians can be gained from a paper by James B.
Davies (2009) that explores the impact of asset prices changes on the economic security of Canadian
over the20052009period. While Davies notes that significant declines in asset viahwesoccurred
betweerMay 2008and February 20Q%e concludes that, in the absence of changes in asset
guantities, the result of the price declines has been to return mean family wealth in reagerins
February 2009, to the level obseniedhe 206 SFS

[1l. Income and Wealth Distribution

Osbergd 1985), i n hiheMepsarpnent dteonamicWd lefda riefTo, expl ai
precisely the importance and difficulties involved in measuring income and wealth distribution in the
context of economic whideing:

AWhen we ask for a measure of the economic well
summarizing the experiences of dissimilar individuals, a way of weighing the losses of the losers
against the gains of the winners and deciding whichisg t er . 0

There are different approaches and ethical questions related to the effect of income
distribution on economic wellbeing. First, does it matter at all? Does a dollar enhance the wellbeing
of a rich individual as much as the same dollar would-awg that of a poor individual? In general, in
line with the notion of fairness, most people would agree that economic wellbeing is dependent on the
status of the least weliff. However, even if one agrees with this proposition, we then face a second
isste. Should we focus on absolute measures of poverty, i.e. do the leastf\uaile the basic
means to live properly; or on relative measures of poverty, i.e. are the leastfwedleasingly poor
when compared to the average citizen? In this reportiiseeiss both measures.

We will focus our attention on a number of measures of income inequality and poverty (or low
income). The data used to analyze income inequality and low income comes from the SLID/SCF
household surveys available for the 128D 7period. We will first look at trends in the quintile
distribution of income and at income inequality using quintile income ratios (e.g. ratio of average
income of the top to bottom quintile). Next, we will examine income inequality based on the most
widely used measure, namely the Gini coefficient. We will then look at estimates of thvaftemw
Income CutOffs (LICOSs) published by Statistics Canada, which are also based on the SLID/SCF
estimates. The discussion will include trends in the incidenlmawhcome as well as trends in the
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depth of low income (low income gap). We will also focus on the Low Income Measure, a purely
relative measure of low income based on the estimates for families and individuals gathered from T1
files, i.e. administrativéax return data. This data can be disaggregated by-socimmic
characteristicg¢although with less detail than SLID estimatasyl by geographic unfvith more

detail than SLID estimatedfinally, we will examine data from the Market Basket Measutevof

income (MBM), an absolute measure of low income.

Constraints on the availability of data on wealth distribution will make it difficult to have as
clear a picture of trends in income distribution. We will use data provided in the Surveys of Financial
Security (SFS) of 1999 and 2QGind in earlier wealth surveys conducted in 1970, 1977 and tt984,
providean overall portrait of wealth distribution in Canada, especially using median wealth and
disaggregating by socieconomic characteristics.

A. Income Distribution

Income disparities have a number of negative implications for society. Not only do they affect
the wellbeing of those who they do not benefit from the creation of wealtmdoutalitiescan also
affect the wellbeinghe entire populatimthroughlessened social cohesion, increases in crime or
more generally, widespread discontdvitreover, economic inequality may also in some cases slow
down economic growth (Sharpe, 2008pst people would agree that a society not only has the duty
to create wealth, but also to have a certain degree of fairness in its distribution.

1) IncomeTrends by Quintile

Before we examine the quintifedistribution of income, it is important to note certain points.
First, the population used for the quintile distribution excludes unattached individuals, taking into
account only economic families. This is due to the unavailability of quintile data imgludattached
individuals. Moreover, income of economic families is adjusted for family size using the Statistics
Canada equivalence scale described earlier. Therefore, the inequalities captured by trends in the
quintile distribution are not affected byffdrent family sizes and the change over time in the
composition of households.

In 2007, the adjusted market income of the first quintile of economic families was $10,000
($2007) compared to $98,500 for the top quintile, a difference of $88,500 (Chart 11). The difference
for total income was slightly smaller, at $84,200. Finally,gap between the bottom and the top
quintile was smallest for adjusted aftax income, with the bottom quintile adjusted income at
$16,100 and the top quintile almost five times as high at $78,200, a difference of $62,100.

An analysis of the income digtution by quintile reveals that the real adjuétédcome of the
top quintile of economic families increased much more rapidly than that of the other four quintiles for
all three measures of household income (market, total anetafdeiFor example, qusted afteitax

39 A quintile is a portion of a frequency distribution containing-€ifta of the total sample. In this case, the top quintile
represents the average adjusted income of the 20 per cent of all economic families who recorded the highest income. The
bottom quntile is the average adjusted income of the 20 per cent of economic families with the lowest income.

“0'See an earlier footnote in Section 1B for a quick review of the methodology used to adjust income using an equivalence
scale.
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income of the top quintile rose by 38.7 per cent during 288X/, while the increase for all four
other quintiles was only in the 25 per cent range (Chart 12). In other words, the adjustic after
income of economic families in the topintile was increasing more than 50 per cent faster than that
of persons in the other four quintiles during the period. Trends in the quintile distribution of market
and total income were even more skewed towards the top quintile.

Chartl1: Adjusted Market, Total and AfteTax Income by Quintile, Economic Families,
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Chartl2 Adjusted Market, Total and Aftefax Income, Economic Families, Change by Quintile for the
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The change in theuintile distribution of adjusted income between 1981 and 2007 indicates
clearly that income generated during that period went predominantly to the top 20 per cent of the
income distribution. Indeed, of the $9,300 average increase in adjustethritazane per economic
family, 46.9 per cent can be accounted for by the increase in the income generated by the top quintile,
which increased by an average of $21,800 between 1981 and'Zafitotal income, it was 54.0 per
cent that went to persons in the tpgntile and for market income it represented a stunning 63.8 per
cent of the increase.

Because the adjusted income of the top quintile was rising more rapidly, its share of total
adjusted income rose considerably (Chart 13). In fact, the increasesimatieeof total adjusted
income appropriated by the top quintile overshadowed all other quintiles. For example, the share of
adjusted market income of the top quintile increased 5.2 percentage points between 1981 and 2007,
from 39.7 per cent to 44.9 pemteBecause the total adjusted income of the top quintile was growing
more rapidly and because its initial income was higher, the share of total adjusted income received by
other quintiles decreased. Over the 12807 period, the share of market incomeeayated by the
lowest quintile fell from 5.0 per cent to 4.6 per cent or 0.46 percentage points (Chart 13). The share of
adjusted market income of the second quintile decreased 1.93 percentage points, the third quintile
1.73 percentage points and the faugtintile 1.16 percentage points.

Chartl3: Quintile Shares of Adjusted Market, Total and Aft&ax Income, Economic Families, Change
Between1981and2007
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*1 For comparison, the bioim quintile accounted for 7.1 per cent, the second quintile for 10.1 per cent, the third quintile
for 14.8 per cent and the fourth quintile for 20.4 per cent.
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A relative measure of income inequality is the ratio of the top to bottom quintile income of
economic families. Assuming the validity of the equivalence scale, we can say that the ratio really
does describe the levef income available to the top 20 per cent of the population compared to the
bottom 20 per cent. In other words, we can interpret a ratio of four by saying that for each dollar of
income received by the lowest quintile, the highest quintile received élarsl Note that if both the
lowest and the highest quintile increase their income by one dollar, the new ratio would be lower,
even though the absolute gap between poor and rich would remain th& same.

Chartl4: Top to Bottom Quintile Ratio for Market, Total and Aftdrax Income, Economic Familid€981-
2007
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The trends in the ratio of the top to bottgumintile for market income appear to follow the
business cycle (Chart 14). The ratio hovers around 10, which means that the top 20 per cent of the
population earns ten times more than the bottom 20 perS®eminfary Tabld0and Table 15A).

Over the 1982007 period, this gap grew 24.8 per cent. It was at a low point in 1981, at 7.90. After
reaching 10.77 in 1993, this ratio fluctuated between a peak of 11.71 ind®8&raugh of 9.85 in
2007.

If we look at the ratio for total income, we come to similar conclusions. Over the2D2g1
period, the ratio of the top to bottom quintile of total income increased 14.6 per cent, from 5.19 in
1981 to 5.95 in 2007. The stiang element is the impact of government transfers on the level of the
ratio. While the ratio hovers around ten to one for market income, it is only about six to one for total
income Summary Tabld.0). This is the result of the high government transfer rate for the lowest

“2One can see that easily if we assume a $10 income for the lowest quintile and a $40 inteengidgbest quintile. In

this case, the ratio is 4. If the income of the lowest quintile increases by $1 and that of the highest ratio increases by $4
the ratio remains unchanged (44/11 = 4). Yet, the absolute gap increases from$ 30 to $33. Thstafoentaatio

signifies that the gap between poor and rich widens in absolute terms, even though it does not change in relative terms.
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quintile (amounting to 41.2 per cent of adjusted total income) compared to the highest quintile (2.7

per cent) (Tables 24a and 24b). The main notable difference between market income ratios and total
income ratios is the relative stability of the lattehjetr did not increase as significantly in the early

1990s and, in turn, did not decrease as much in the second half of the 199%abiliteof the

quintile ratio of total incomé& compared to the increasethe market income quintile ratiomeans

tha the gap between rich and poor, in absolute or per cent terms, did not widen as much as the one for
market income.

Summary Table 10: Ratio of Top to Bottom Quintile in Canada, Adjusted for Family Size

Market income Total income After -tax income

1981 7.90 5.19 4.41
1989 8.18 5.14 4.23
2000 10.36 6.22 5.11
2007 9.85 5.95 4.86
Point change

81-89 0.29 -0.05 -0.17
89-00 2.18 1.08 0.88
00-07 -051 -0.27 -0.26
81-07 1.95 0.76 0.45
Total growth, %

81-07 | 24.8 14.6 10.2

Source: Table 15A, Table 15B and Table 15C

The analysis for the ratio of the top to bottom quintile of ali@&income is slightly different.
Between 1981 and 2007, the ratio of the top to bottom quintile fortaltencome also increased,
from 4.41 in 1981 to 4.86 in 2007, a 10.2 per cent asgeBroadly, the same trend seems to apply to
aftertax ratios as applies to total income ratios, except for the somewhat larger decrease in the after
tax ratio in the latter part of the 1980s and its smaller increase in the following economic downturn
(Table 15C).

In 1994, the aftetax income quintile ratio was virtually at the same level as it was in 1981. In
comparison, the total income ratio was 8.9 per cent higher in 1994 than in 1981. However, as GDP
growth accelerated in the latter part of th®0$ afteitax income ratios edged up, reaching 4.86 in
2007, 10.2 per cent higher than in 1981. Thus, it appears that the top 20 per cent of the population
became richer faster than the bottom 20 per temtbsolute terms, the difference was even starke
for every new dollar in the pockets of the bottom quintile, the income of the top quintile was
increasing by approximately five dollars.

2) Gini Coefficient

To track broad trends in income inequality, the Gini coefficient is a well accepted indicator. It
reflects the dispersion of the income distribution, and its value ranges from 0 to 1. While a value of
zero would indicate that income is equally divided aghnGanadians, a value of 1 would mean that



40

only one household receives all the income in the economy. Therefore, when income inequality
increases, the Gini coefficient goes up and-vieesa.

Summary Table 11: Gini Coefficient in Canada for All Family Units, Absolute Value and Total Absolute

and Percentage Change Over the Period

Market . Effect of After -tax Effect of Effect of Transfers
income Total income Transfers income Taxation and Taxes
1) (2 ®)=@2z@1) 4) (5)=4)z(2 (6) =(3) +(5)

1981 0.434 0.374 -0.060 0.348 -0.026 -0.086
1989 0.46 0.385 -0.075 0.351 -0.034 -0.109
2000 0.515 0.431 -0.084 0.392 -0.039 -0.123
2007 0.507 0.429 -0.078 0.393 -0.036 -0.114
Average Annual Growth Rate, %
81-89 0.73 0.36 2.83 0.11 3.41 3.01
89-00 1.03 1.03 1.04 1.01 1.26 1.10
00-07 -0.22 -0.07 -1.05 0.04 -1.14 -1.08
81-07 0.60 0.53 1.01 0.47 1.26 1.09
Total p oint change
81-89 0.026 0.011 -0.015 0.003 -0.008 -0.023
89-00 0.055 0.046 -0.009 0.041 -0.005 -0.014
00-07 -0.008 -0.002 0.006 0.001 0.003 0.009
81-07 0.073 0.055 -0.018 0.045 -0.010 -0.028
Total p er cent change
81-89 6.0 2.9 25.0 0.9 30.8 26.7
89-00 12.0 11.9 12.0 11.7 14.7 12.8
00-07 -1.6 -0.5 -7.1 0.3 -7.7 -7.3
81-07 16.8 14.7 30.0 12.9 38.5 32.6
Source: Table 14A, Table 14B and Table 14C

The choice of income measure (market, total or -afbey will have an impact on the level of
the Gini coefficient. Since government transfers and taxes are aimed at reducing income disparities,
we should exped higher Gini coefficient for market income than for total income and an even lower
one for afteitax income. In fact, in 2007, the Gini coefficient for market income was 0.507, the one
for total income was about 85 per cent of the market income Girfiaert at 0.429 and the aftéax
Gini coefficient was 78 per cent of the market income Gini coefficient at 0S388r(ary Tabld 1).
It is also important to keep mind that since Statistics Canada does not adjust income for household
size in the calculation of the Gini coefficient, its value is likely overstated compared to an estimate
which adjusts for household siZ&The Gini coefficient presented here is the éor all family units.

3 For example, the Gini coefficient for a family of six earning a total of $50,000 and an unattached individual earning
$50,000 would be 0. However, one cannot say this is a totally equal distribution as the unattached individual enjoys more
income than each family member. It is possible to estimate a Gini coefficient using adjusted income with the SEID micro
data, but thee values would not be easily available and could be subject to criticism because of a lack of transparency. If
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Estimates for different types of unattached individuals and economic families of different sizes are
also available.

Between 1981 and 2007, the Gini coefficient based on market income increased 16.8 per cent,
from 0.434 to 0.507At first glance, trends in the Gini coefficient of market income for all family
units appear to be countercyclical. We can observe that during recessions, such as in 1982 and 1990
1991, sharp increases in the Gini coefficient occurred (Chart 15). Conyelsehg periods of
economic growth, the Gini coefficient seems to stabilize and even edge down slightly.

Chartl5: Gini Coefficient for Market, Total and AftéFax Income, All Family Unit$981-2007
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However, downward pressure seems to have been less intense than upward pressure. While
the Gini coefficient increased 8.1 per cent between 38811983, it only edged down 1.9 per cent
during the following recovery and expansion up to 1989. Similarly, while the Gini coefficient grew
7.7 per cent between 1990 and 1997, it shrank only 1.7 per cent during tR20D39geriod.
Apparently, the leasvell-off suffer more during a downturn and, similarly, seem to benefit
somewhat more during better economic times. This is because the economically vulnerable lose their
jobs during a downturn, increasing the market income gap between the low and higé inco
households and gain employment during an upturn reducing the gap.

Analysis of the total income Gini coefficient is quite similar to that of market income.
However, government transfers not only reduce inequalities, they also dampen the effects of the
business cycle on the distribution of income. As noted earlier, the total income Gini coefficient is

one is interested mainly in the trend of inequality as opposed to the absolute level of inequality, the issue of tHe choice o
the use of unadgied or adjusted income for family size has little effect.
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significantly lower than the one for market income, with a value of 0.429 in 2007 compared to 0.507
for market incomeQummary Tabld.1 and Table 14B). These lower income inequalities are coupled
with lower volatility in the distribution of income. In effect, the Gini coefficient of total income per
family unit rose only 4.5 per cent during the 198483 period and 5.8 per cent betweefL&nd

1997. Similarly, the Gini coefficient decreased only marginally during the-1989 recovery (1.5

per cent) and actually grew slowly during the boom of 18@37, increasing 2.6 per cent. As a result,

the Gini coefficient of total income per familyit increased less than the one for market income,

with a compound annual growth of 0.53 per cent per year and a total growth rate of 14.7 per cent,
compared to annual growth rate of 0.60 per cent and total growth of 16.8 per cent for market income.
However, it still does indicate a significant widening of the gap between have anddiafaenilies.

Over the 19822007 period, the Gini coefficient of afteax income increased 12.9 per cent,
from 0.348 in 1981 to 0.393 in 2003Ymmary Tabldl) . As noted, Canadads pr
system, in the same way as government transfers, lessens income inequalities at a point in time. In
fact, not only did it reduce the Giooefficient, it also flattened it over time, diminishing the effects of
unequal market income growth on income inequalities (Table 14C). For example, the Gini coefficient
of aftertax income for all family units increased only 3.7 per cent between 19819&88¢d compared
to 4.5 per cent and 8.1 per cent for the total and market income Gini respectively. During the recovery
and expansion up to 1989, it edged back down 2.8 per cent only to climb back up in the following
years, particularly during the secoralftof the 1990s. In 2007, it was 12.9 per cent above its 1981
level, pointing to rising inequalities among Canadians, even based ctaaftecome.

All'in all, it appears that income inequalities are on an upward trend in Canada due to growing
marketincome inequalities. These inequalities increase during recessions and do not return to pre
recession levels during the following recovery and expansion. Reasons for this situation are still
poorly understood but may reflect growing demand for skilleckersrand lower demand for
unskilled and sermskilled workers.

3) Low Income Measures

a. AfterTax Low Income CubDffs

Low Income CwOffs (LICOs) are a threshold used to determine the number of people with
low income. They represent a level of incomevhich a family of a certain size would have to spend
20 percentage points more of its income on food, shelter and clothing than the average family of the
same siz&” Statistics Canada calculates those values for both befo@nd aftetax income.
Howewer, we have restricted our analysis to after LICOs as they represent the actual income used

*4LICOs are established using data from the Family Expenditure Survey, now known as the Survey of Household
Spending. They are calculated for seven different family size, from unattached indivifamily of seven or more, and

for five community sizes, from rural to urban areas with a population of more than 500,000. The average proportion of
income spent on food, shelter, and clothing is calculated using the 1992 Family Expenditure Survery 20¢én cent

is added to find the proportion over which a family is considered low income. Using income data for that year, one can
derive the cubff values. Thereafter, the CPI is used to adjust the basic setaoffgdior different years. Accordintp

Statistics Canada, LICOs should not be used to represent the poverty line because the debate on how to define poverty is
still unresolved. For more information on Statistics Canada position on the use of LICOs as poverty line, see Fellegi
(1999).
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to purchase necessities. Along with LICOs, we include data on the average low incénie se if
the depth of poverty the difference between the incomda# income households and the LICO
linei has changed

The percentage of persons in low income declined 2.4 percentage points between 1981 and
2007: 11.6 per cent versus 9.2 per cent (Charah@Summary Tabld 2). The economic downturn
of the early 1980s increased the percentage of persons in low income to 14.0 per centin 1983, a 2.4
percentage point increase over the 1981 level. However, the following recovesypams$ion
lowered the proportion of persons in low income to a trough of 10.2 per cent in 1989. Then, the
recession of the early 1990s hit hard, bringing the percentage of low income persons to a peak of 15.7
per cent in 1996. This peak in the low incorate occurred well after the output trough in 1992,
because of the persistence of double digit unemployment rate up to 1996. The subsequent expansion
brought the proportion of low income persons close to thequession level, at 11.2 per cent in
2001. The percentage of low income persons rose slightly to 11.6 per cent in 2002 and 2003 before
falling through 2007 to reach 9.2 per cent, the lowest rate seen over the enti2009gferiod.

Chartl6a: Percentage of All Persons (Including Children) Under the A&irrLow Income CuOffs (LICOS)
($2007), 1981-2007
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The percentage of persons under 18 years old living in loemadamilies followed roughly
similar trends, although the incidence was higher for children than for all persons. Nonetheless, the
proportion of persons under 18 living in low income families fell from 12.6 per cent in 1981 to 9.5
per cent in 2007. Childoverty was exacerbated by recessions, reaching 16.2 per cent in 1984 and

> The low income gap is the amount that a low income family falls short of the relevant LICO. For the calculation of this
gap, negative incomes are treated as zero. For example, a family with an income of $15,000 and a LICO of $20,000 would
have a low incomeap of $5,000. In percentage terms this gap would be 25 per cent. The average gap for a given
population, whether expressed in dollar or percentage terms, is the average of these values as calculated for each unit.
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18.4 per cent in 1996. These levels were respectively 2.5 per cent and 3.2 per cent higher than the
levels observed in the overall population in the same years. It should behadtéebtdecline in

child poverty rates observed in Canada is not only the result of better economic conditions, but also a
consequence of effective policies such astheada Child Tax Benefit and the National Child

Benefit Supplemerff

Another distint characteristic in trends in the percentage of persons under th&aaftdCO
is the considerable fall in eldgmpoverty between 1981 and 2Q@fbeit from a high level (Table
16L). Elderly poverty felll6.2percentage points during the period, from 21.0 per cent in 1981 to only
4.8per cent in 200 (Summary Tabld2). This development reflected the increased government
transfers to the elderly in the form of Canada Pension Plan/Quebec Pension Plan, Old Age Security,
and Guaranteed Income Supplement payni€nts.

In contrast to the significant fall in the percentage of children and elderly persons under the
aftertax LICO,the percentage of persons 18 to 64 years old below the@ttetCO increased.1
percentage points, from&®per cent in 1981 t6.9 per cent in 200. This increase was due to two key
features: (1) a compositional change in the type of households ttamaifgl types with above
average poverty levels; (2) and the performance ofetderly unattached males, which form the only
family type group that experienced an increase in its incidence of low income over tH200981
period. While the compositionahit was the most important factor, the fact that-edderly males
experienced an increase in lamcome incidence of roughly offdth (4.9 percentage points) while
all persons experienced a decline of approximately the same magnitud#tfoe 2.4 percentage
points) should be noted. These data suggest that poverty declines were not necessarily related only to
improving economic conditions, but also to programs which appear to have successfully lowered
poverty in targeted populations (e.g. CCTB ar@B\or children, GIS and CPP for the elderly).

As was noted earlier in the report, the number of unattached individuals grew much faster than
the number of economic families between 1981 and 2007. Moreover, unattached individuals reported
aconsistentlyhigher percentage of persons below the aérriLICO compared to economic families.
Indeed, @spite falling from 35.5 per cent in 198128.4per cent in 200, theshareof unattached
individuals below the aftetax LICO was stillmuchhigher than thatfeeconomic familiesg.0 per
cent).As a resulteven thougtboththe percentagef persons in economic familiend the
percentage of unattached individub&dow the atr-tax LICO decline substantially (31.8 per cent
and23.6 per cent respectively), thieereasing share of unattached individuals in the composition of
family units reduced the gains in poverty reduction. Though the proportion of people living with
aftertax low incomes has decreased (20.7 per cent) the fall would have been much greaterater
for the changing structure of families in Canddéfact, if in 2007 familycomposition had been the

“% Indeed the introduction of the Canadailti Tax Benefit and the National Child Benefit Suppleniarihe 19951996

fiscal year has coincided withcansiderable fall in thehild poverty rate (Table 16L). In fact, since 1996, the percentage

of persons under 18 years of age under fteg-tax LICO decreased 8.9 pmmtage pointsa larger decrease than for

adultsaged 1864 (5.1 percenage pointsor theelderly @.9 percenage pointsfor the same period:his turn of events

finally brought child poverty below the 1981 level of 12.6 per céhé gains from poverty reduction for children in two

parent families, which decreased from 8.4 per cent in 1981 to 6.5 per cent in 2007, was offset somewhat by the increase in
the share of family units that are single parent families. Female lone pardi@sdrad much higher child low income

rates despite a substantial decline from 48.7 in 1981 to 26.6 in 2007.

" For example, CPP payments increased nearljoierin nominal terms, from $2.3 billion in 1981 t@%4billion in

2006, the most recent yeaorfwhich datavereavailable (Table 64).
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same as in 1981 (using the ten detailed family types in Table 16K), the percentage of persons under
the LICO would have been one percentage gdoimér in 2007. For families, the percentage would
have been nearly 2 percentage points lower based on the ten main family groups (Table 16l).

Summary Table 12 Trends in the Percentage of Persons hber the After-Tax LICO, by Age Group and
Sex, 1981 and 20D, in per Cent, UnlessOtherwise I ndicated

1081 2007 Per cont change.
All persons 11.6 9.2 -20.7
Under 18 years 126 9.5 -24.6
18 to 64 years 9.8 9.9 1.0
65 years and over 21.0 4.8 -77.1
Males 9.9 9.0 9.1
Females 13.3 9.4 -29.3
Persons in economic families 8.8 6.0 -31.8
Males 8.1 5.7 -29.6
Females 9.6 6.3 -34.4
Elderly persons 7.3 1.1 -84.9
Under 18 years 125 9.4 -24.8
18 to 64 years 7.2 5.5 -23.6
Unattached individuals 35.5 27.4 -22.8
Males 27.2 27.4 0.7
Females 42.5 27.5 -35.3
Elderly persons 49.7 13.9 -72.0
Males 39.0 18.8 -66.7
Females 53.5 31.9 -73.3
Under 65 years 29.8 32.0 7.4
Males 24.8 29.7 19.8
Females 35.6 35.1 -1.4
Source: Table 16L

The low income gameasures the average amount needed by a low income family to reach
the LICO. It is expressed in constant 2007 dollars. In 2007, it stood at $6,700, a level equal to the
1981 level (Table 17A). Over the 192007 period, the low income gap did not fluctugteatly,
ranging from $6,200 in the trough of 1989 to $7,200 reached in 1998 andCte@9 16b) Thus, low
income families remained at about the same distance from the LICO between 1981 and 2007.

The low income gap differs among different family tyjp€able 17C)For example, elderly
families in 200 had a low income gap of 880 ($2007) compared to $200 for nonelderly
families. For the 1982007 period, loneparent families improved their position considerably, with
their low income gap falling 27.8 per cent, fromZg8) in 1981 to $B00 in 20 . It wasthe greatest
improvement in all major categories of economic families. Among unattachedlumls;, elderly
females notably saw a substantial reductioB&5per cent, from $300 in 1981 to $200 in 200.
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Chartl6b: Estimates of the AfteiTax Average Low Income Gap per Househol
(2007, 1981-2007)
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b. Low Income Measure

The low income measure (LIM) is a purely relative measure of low income and the threshold
is calculatedusingendi an adjusted income. First, each hou
Statistics Canadabs eqgui v adcalculatedi.esthednicoene where e n t h e
half the families have a higher adjusted income and the other half have a lowtrdaiiceme. The
LIM is then represented by half that median adjusted iné8ifike LIM is defined on a national
level, which means the line is the same in Ontario as in Prince Edward Island or British Columbia.
Also, estimates are presented on the badiseohumber of persons and are currently available for the
19972006 period"?

The LIM could be seen as an alternative measure to the LICO as it is easier to understand and
more straightforward. However, the drawback is that it is purely relative. Fompéxaif the real
income of all households doubled, there would be no change in the percentage of persons under the
LIM. Also, there is no adjustment for community size, and it is not based on a basket of goods. These

“8The LIM is a fixed percentage (50 per cent) of median national adjusted family income where adjusted indicates a
consideration of family needs. The family size adjustment reflects the precept that family nessdseingth family size.

A family is considered to be low income when their income is below the LIM for their family type and size. When the

median adjusted income is determined, the LIM for family types other than unattached individual is found byimgultiply

the median adjusted income by the sum of the factors of the family size (e.g. one parent and two kids would be 1 + 0.4 +

0.3 =1.7). Allow income person is a person part of a low income family.

“9The LIM presented here is from T1 family files, for wiiestimates are currently only available back to 1997. It is not
consistent with the dataset (which is survey based) used to estimate the MBM and the LICO. Historical data for the LIM
could be obtained from other data sources (e.g. SLID), but Statistica@a 6 s onl 'y publ i shed measu
is the one based on the T1 family files discussed in this report.
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differences in definitions can leadddferent changes in the LICO and the LIFMor example,
betweenl999and 200, while the percentage pkrsons under the LICO edged dob percenage
points (Table 16L)the percentage persons under the LIM increased 0.5 percentage pdiatde
18B).

In 1997,16.1per cent of the population was under the LTMere was a downward
movement over the next nine years, with the LIM at 14.9 per cent in 2006 and fluctuating in a range
from 16.1 per cent to 14.9 per cent over the 1997 to 2006 pé&Hait(l6¢c andTable 18B)LIM
estimatesurrentlygive a higher percentage of low income persons than LICO estiaratedsnd to
be more stable

The LIM also suggests a much higher rate of child poverty, i€tGper cent of children0O¢
17 years of agdiving in low income families in 20®(Chart 16¢c and able 18B). This was down

from the1997value 0f22.0 per cent, bus in sharp contrast with the 11p&r cent estimates from the
LICOsfor 2006(down from 17.8 per cent in 1997).

Chartl6c: Percentage of Persons Under the AfEax Low Income Measure (LIM)
1997-2006
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Similarly, thepercentage of elderly persons in low income families is not moving in the same
direction as the LICO4Jsing the LIM, the percentage of elderly in low income familcesefrom
3.6 per cent in 1997 .4 per cent in 206, a2.8 percentage point increaféhart 16c) However, the
LICOs suggest that the percentage of elderly persons in low income famili@$ fedrcentage
points between 1997 and Z&)@rom 90 per cent tdb.4 per centOf course, those results not only
suggest different realities, but aldifferent policies to address those realitidse choice of the low
income indicator can thus have considerable effect on our perception of the incidence of low income
in Canadian society.
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c. Market Basket Measure

The Market Basket Measure (MBM) ia absolute measure of low income developed by
Human Resources and Skills Development Canada in partnership with provincial and territorial
ministries responsible for social policy with the assistance of Statistics Canada. A specific basket of
goods and seices was selected and the prices of these goods and services monitored in different
communities across Canafd. f a househol dés di sposabl e income
goods and services in the MBM in their community (size and locatiwebers of that household
are considered to be in lemvcome. Different thresholds are estimated for different family size and
composition.

The main difference with the LICOs is that the MBM takes into account the size of the
communities not only for theost of shelter, but for all components of the basket. Therefore, the
incidence of lowincome calculated by the MBM tends to be higher in higher cost communities.

Chartl7: Market Basket Measure (MBM), AfteFax LICO and AfteFax LIM 2006
per cent
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In 2006, the most recent year for which MBM estimates are available, 11.9 per dént of a
persons were in low income on an aft@éx basis according to the MBM. By comparison, the déer

0 The basket includes specified quantities and qualities of goods and services relateddotfiing and footwear;

shelter; transportatiofpublic transit or use of a used vehicle); and other household needs such as school supplies,

personal care products, a telephone, Etpenses such as child care and-msured health costs are not included in the

basket because they vary greatly friamily to family. In order to account for these expenses, the cost of these items is
deducted from the familyds total money income before bei
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LICO estimate was 10.5 per cent and the LIM estimate was 14.9 p&f ¢éhile the incidence of
low income measured by the MBM was higher than the LIStnate for economic families, it was
lower for unattached individuals (Chart 17 and Table 38a).

The MBM provides higher estimates of low income for lpagent families than the low
incomecwo f f s. This results fr om tcomees BMiidkingleardne f i ni t i
families are |Iikely to have child care and heal
total money income resulting in a higher gap between total and disposable income. fpairéomne
families, in 2006, the MBM eshate was 30.3 per cent, the aftax LICO estimate was 24.3 per
cent, and the LIM estimate was 33.1 per cengeneral, the 2006 MBM low income estimates were
higher than the LICO estimates. Overall, the MBM is a useful complementary measure to Statistics
Canadads LI CO, but the Il ack of historical estir
in low income.

d. Low IncomeDynamics

Opportuni t i e ssitdatonarem porevalue of westerd societies. But an
individual 6s power to make | ife better, to go
given. The study of the dymacs of low income reveals that some have a harder time moving out of
low income than others. This is an important factor for wellbeing, because not only are ttegriong
poor excluded from shar i n-igcorhesikuationas ridempodasy, itvge al t h,
structural. Measuring the persistence of low income and understanding its determinants are essential
to create appropriate policies because people in a state of persistent low income do not need the same
types of support as people thaffer a temporary setback.

The study of low income dynamics was made possible by the initiation of longitudinal
household surveys, such as the SLID. In one of the first attempts at analyzing low income dynamics
in Canada, researchers at Human Resolegslopment Canada (2000) looked at the 19926
period using the Longitudinal Administrative Databank (LAD). In that study, they defined asulong
poor someone who, during the five years covered by the study, was under the low income line for at
leasthalf of the period. They found this group to be sizeable, representing 6 per cent of the Canadian
population and about 40 per cent of the low income population in any given year. The policy
implications of these findings are important. The recognitioowfihcome as both a temporary and a
permanent state underlines the importance of diverse policies targeting different groups.

More recent work by Finnie and Sweetman (2003) using the same data and an entry and exit
model of low income dynamics foundthiaf ami 'y st atus i s a strong de:
and out of | ow incomeo. For example, they founc
higher entry rates and lower exit rates than married persons. There was also an age factor, which
indicated that younger families with children suffered more and longer low income spells.

Interestingly, they also showed that letegm low income feeds itself, i.e. the more years spent in low
income, the more likely one is to remain lavecome in the futureOf course, these results were often
inferred and generalized from static low income data, but this research paper documented the extent
of low income as a dynamic phenomenon.

*1 The estimates used to compare are tha@guisions estimates given in HIRE (2003). In May 2005, Statistics Canada
considerably revised LICOs estimates due to revisions in the SLID estimates for income.
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Other studies, using a slightly different definition of persistent low income, produced similar
results. Corak et al. (2003) used SLID data covering the-1998 period and found that 2.9 per cent
of Canadians were in a low income state for the entifettysosix year period. Also, of those in low
income at the beginning of the period, 24.4 per cent were still in low income five years later.
However, while almost a quarter of the Canadian population (24.1 per cent) experienced low income
at least once ding the period, 38.4 per cent were not in a state ofitmome a year later. This
confirms the HRDC findings that while low income is a temporary state for a large share of the
population, it is persistent for a significant number of-laaome individuas.

Chartl18: Share of Population, Low Incom2q00 and Persistent Low Incomd 9962000 Depending on
SocieEconomic Characteristics
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Hatfield (2003) identified the groups most likely to be affected by persistent low income. In
this case, a person was considered to experersistent low incomi the cumulative income of
the economic family over the 192®00 period fellshot of t he cumul ati ve amo
posttransfer, postncome tax lowincome cutoffs for this period as measured by Statistics Canada.
Five groups, i.e. lone parents, unattached individuals agéd 4®cent immigrants (less than 10
years), pesons with worklimiting disabilities, and Aboriginal people living eféserve, represented
25.9 per cent of the population but 62 per cent of persistent low income persons. As a comparison,
people not included in those five groups represented 74.1 pesfdbe population, but only 37.9 per
cent of persistent low income persons (Chart 18). Over-2096, 25.6 per cent of lone parents were
considered to be in a persistent state ofileeome (Chart 19). The proportions for recent immigrants
and persons ith work-limiting disabilities were similar. The group with the highest share of
persistent low income was unattached individuals aget¥44at 33.7 per cent. Aboriginal people
living off-reserve had a slightly better situation, with 17.2 per cent imspanslow income.
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However, this comparamfavourablywith the lowincome persistence rate for the rest of the
populationi 4.2 per cent.

A more recent study by Statistics Canada (2009) used longitudinal data from the SLID for the
years 2002007 periodThe study found considerable turnover among those below the LICO. For
instance, of those who had been below the LICO in 2006, 40 per cent were no longer below it in
2007. Results also show that for many, low income is a temporary phenomenon. FromZWi2 to
one in five Canadians experienced at least one year below the LICO. Forty per cent of those
Canadians who experienced low income did so for only one year, while 21 per cent experienced low
income for two years.

The impact of persistent leimcome m wellbeing is selexplanatory. Persons in a low
income situation face the threat of social exclusion. This is worsened when low income is persistent
and when opportunities for advancement are missing. Therefore, it is important that trends in the
dynamic of low income be considered when developing a policy framework to fight low income.

Chartl9: Incidence of Lowncome @000 and Persistent Low Incomd 962000
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B. Wealth Distribution

As with income disparities, wealth distribution has an impact on the wellbeing of Canadians.
A society where the poor do not share the bemefiincreasing wealth is poised to create social
instability with its attendant costs, a growing sense of exclusion and a sense of unfairness.
Everywhere in the world, one can see the disastrous consequences of inequitable wealth distribution.
From landlss Brazilian peasants calling for agrarian reform to the constant indignation caused by the
publication of the Forbes list of the 500 wealthiest individuals, unbalanced wealth distribution
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invariably leads to anger and social disruption, although at eiffetegrees. Moreover, equitable

wealth distribution contributes to the establishment of common social goals, i.e. to a society where
citizens are willing to supportwideangi ng pol i cies aimed at i ncrea
they know that thewill share in the new prosperity.

As was noted earlier, data on the wealth of households are released infrequently in Canada.
The Survey of Financial Security (SFS) provides an extensive set of data concerning the accumulated
wealth of Canadians and cha disaggregated by soegonomic characteristics. Unfortunately, only
two wealth surveys were released in the last twenty years in Canada, one in 1999 and another in 2005.
Earlier wealth surveys were conducted in 1970, 1977 and 1984, but they arethptsimparable to
the 1999 and 2005 surveys. As was noted earlier, Statistics Canada did provide adjusted estimates for
1999 which allow a comparison with earlier surveys, but no such estimates exist for the 2005 survey.
In this part, we will first lookat the change that occurred in median wealth and then we look at trends
in the distribution of average wealff. In this section, the data is ordered based on wealth holdings,
not on income. For example, the I[gadstoveathpmt qui nt i |
necessarily those with the least income.

1) Median Net Worth

The evolution of median net worth is quite interesting (Table 19B). If we include all family
units, median real net worth increased 23 per cent between 1999 and 2005@Rhato&ever, if
we look at the quintile distribution, we realize that wealthy families increased their median net worth
much faster than poor families from 1999 to 2009. The bottom 20 per cent of the wealth distribution
actually saw their median net wodkcrease, by 9 per cent. The second bottom quintile slightly
increased its median net worth, up 7 per cent on 1999. The largest per cent accumulation in total net
worth was recorded by the second from top quintile, which advanced 31 per cent or $85,600 in
constant 2005 dollars. The largest gross increase was received by the top quintile; the top quintile saw
median net worth grow 28 per cent or $191, 300 (Chart 20a). The middle quintile also saw high
growth (23 per cent), but still well below the top twardiles. Growth in net worth was clearly
skewed in favour of the upper quintiles.

®2 Household net worth distribution is influenced by a number of seocdmomic factors. Since we focus on the change in
wealthover time, as opposed to its distribution at any point in time, we decided to keep the discussion of these issues
separated and include them in a footnote. Family composition has an impact on both average and median net worth. In
1999, unattached individils had a lower average net worth than economic families, with respectively $123,600 and
$308,800 (1999%) (Table 19A). The difference in median net worth is more striking. The median economic family had a
net worth five times larger than the median unaitakcindividual. This unequal distribution seems to be worse for males
than for females, with unattached mends median net worth
may be related to the different age structure across gender). Othauofadtors included age and income (Table 19B).
Overall, both average and median net worth increased with age. This seems obvious given that the principal assets of
Canadians are generally their house and their pensions, which are assets generallgrgeldgnantities by older

households. However, this positive relationship between age and net worth did not hold for family units for which the
major income recipient was 65 years old or more. Median net worth for that category was 22.3 per centridhebtha

64 age group, but still 9.6 per cent larger than th&4tage group. Of course, this is not a surprise as when people retired

and start living off their pension, their net worth may decrease. The relation between income and net worth wag even mor
direct. Income and wealth are related in the same way that investment and capital stock are. One is a flow and the other is
a stock. Obviously, if the income flow is larger, chances are the wealth stock will also be larger. Effectively, both average
andmedian net worth increases in line with income. Data from the 2005 survey confirms that median net worth for
economic families is much greater than that of unattached individuals (over four times in the 2005 survey).
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Chart20a: Comparison of Quintile Median Net Worth iil099and 2005($2005), All Family Units
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Chart20b: Quintile Real Median Net Worth, All Family Units, Change Betw&889and 2005
per cent
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2) Distribution of Average Net Worth

Average wealth by quintile shows that wealth is distrib@eehmore unequally than is
indicated by the quintile medians. Taeerage net worth for all families was $364,300 in 2005 (using
2005 dollars), up 29.6 peewt from $281,000 in 1999 (Chart 2Ihe lowest quintile actually had a
negative net worth, the average net debt was $2,400. Each subsequent quintile saw@nghter g
than the last in both nominal and per cent terms. Growth was heavily skewed to the top quintiles and
only the top two quintiles saw net worth growth above the national rate. The top quintile had the
highest growth, having grown 31.2 per cent from3960 in 1999 to $1,264,200 in 2005. The top
quintile was responsible for over 72 per cent of total net worth growth over the2009%eriod
whereas the bottom quinti | e@ZXperrcentofnetovorth growthr o wt h
(roughly in line with their share of total wealth, 69 per cent #nh#l per cent respectivel{Jhart 22a)
The top decile obtained 55 per cent of all new wealth created between 1999 anah2i008s
holding over half of the total net worth (50.9 per cent) of all wealtBO05(Table 19D).

Chart 21: Comparison of Quintile Average Net Worth in 1999 and 2005 ($2005), All Family Units
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As was noted earlierptmonitor the trends in net worttefore1999, some adjustments need
to be made to the 1999 daldese adjustments have been miaylStatistics Canada provide
comparable data between the two survdyhey allow us to compare the change in the net worth of
Canadians between 1984 and 1999.

%3|n 1984, net worth excluded the comite of the home, collectibles and valuables and annuities and registered retirement
income funds. The 1999 SFS adjusted estimates differ considerably freatjusted data. For example, median net
worth for all family units goes from $109,200 to $64,600th expressed in constant 1999 dollars.
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Using the earliedefinition of wealthpbetween 1970 and 1977 the unequal distribution of
newly created wealth was, in relative termashe disadvantage of the tdecile,with their share of
total wealth decreasing from 53.3 per cent to 50.7 per cent over the pdni®ttend was reversed
betweeril977and 184, and the concentration of wealth at the top decile intensified significantly
between 1984 and 1999 fact, between 1970 and 1999, 75.0 per cent of the wealth increase went to
the top 20 per cent, with the top 10 per cent reapinget.cent of new wealttBy comparison, the
average wealth of the bottom 20 per admtreased by almost $20 over the perob ($1999) and was
still in negative territory in 1999 at$144. The bottom half only gainéd2 per cent of the wealth
created between 1970 and 1999, amounting to an average increase of $7,750 per family unit.
Conversely, the top half increasedatserage wealth by $178,458s was noted earlier, these same
trends werebserved between 1999 and 2005

Chart22a: Share of Total Net Worth Growth for All Quintiles999-2005
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The skewed distribution of new wealth amplified existing inequalities in the wealth
distribution in Canada@etween 184 and 1999, the richest 1@ipcent increased its share of wealth
by 3.9 percentage poistfrom 5L.8 per cent to 55.7 per cent (Table 198]).other deciles saw a fall
in their shares of wealtbver the same period

If we focus on an even smaller portion of the distribytwealh appears to be even more
concentrated than the previous analysis suggested, with 29.0 per cent of all wealth in the hand of the
top 2.5 per cerf householdsn 1999 (Table 19E)Average wealth among the top 2.5 per cent was
$2,278,863, a number hardgmasp for the average Canadidheincreasingconcentration of wealth
and income in the hands of a fairly small portion of individuals seeilns taking placelsewheras
well, notaby in the United States and the U.K. (Sa2@04).
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3) A Summary Measuref Wealth Distribution

In order to obtain a summary measure of wealth distributisuseful to focusn the ratio
of wealth of the top half to the bottom hauch a measur@voids focusing on a very narrow portion
of the wealth distribution, whitmay be significantly affected lage.We derive a time series for
these measures by using the 1999 and 2005 surveys as benchmarks, andridergdgkese
estimatedackwards using the estimated change émtbeasurdrom estimates using the earlier
definitions for he 1977, 1984 and 1999 surveys. Datinterpolated for years between surveys
(Table 19D and Table $2Using these data, Cha2t2shows that wealth inequalities in Canada have
unambiguously increased between 1981 and 2005. The ratio of the wealth held by the top half to the
bottom halfis estimated to haviacreased from 11.8 in 1981 to 17.8 in 2005.

Chart22b: Average Wealth Distribution: Ratio of Top Half to Bottom Half of WealtB81-2005
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V. Income Volatility

Higher income volatilityis a phenomenon thkgads tdheightenedouseholdeconomic risk.
TheLos Angeles Timgzaublished a series of articles in 2004 discussing the growth of economic risk
for American families. | n aWhyare lisiFanlilies SeMuch t | e
Less Secure?0 journalist Peter G. -ldgerswimgéin n d
household incomes in the United States:
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Economists started to look seriously into sHertn income volatility with an article by Moffit
and Gottschalk in 1994 entitled AThe @&roawtUs i mnfg
data from the Panel Study on Income Dynamifddpffit and Gottschalk differentiate between
permanent and transitory earnings to ascertain if volatility in the latter has increased or decreased
since the 1970s. To calculate volatility, they udeglariance of transitory earnings. Thet only
found that fluctuations in transitory earnifgsve increased, but also that thegre both large and
widespread anthatthe effects were more pronounced with loxge workers.

Increased income volatijitnot only contributes to financial insecurity. The impact on
families can be disastrous. While the U.S. labour market definitely experienced a substantial increase
in wage volatility, one can question whether this trend was also observed in Canaidasdntitin,
we briefly review selected literature on the subject of earnings instability. We then discuss trends in
bankruptcies in Canada.

A. Earnings instability

To produce an indicator of income volatility, panel data which track the same person over a
number of years are essential. Income volatility needs to be calculated at an individual level, not at an
aggregate level. In order to do this, one needs raata from the SLID. As SLID data only began in
1996 and follows people for a maximum of 6 yedris difficult to create a longerm income
indicator from this source.

An alternative to SLID is tax data. In a recent study using this data source Morissette and
Ostriovsky (2006) examined earnings instability in Canada for different family tygeshes1984
2004. Earnings instability was measured as the $aort (annual), yand-down movements of an
individual 6s or f ami-teyndnsving average of sixseas.Moeyfouddna | o n
strong evidence of a widespread increase in eguingtability in the past two decades. Lone mothers
in the bottom third of the earning distribution were found to have the highest earnings instability.
Government transfer payments were found to play a particularly important role in reducing income
instahlity. The report concluded that lortgrm earnings instability is concentrated among those with
low earnings, hindering their financial security and social inclusion.

-~

This finding was somewhat contradicted by another study focusing on the chaegesngs
instability between the 198289 and 1990997 periods. Using tax data and the methodology of
Moffit and Gottschalk (1994), Beach, Finnieand Gray (2806 f i nd t hat t here was
overall earnings variability between 198389 and 19901997, largely confined to men. This
increase was driven by wideninglengun ear ni ngs i nequality. Il ncrea
earnings played a secondary role inothei sveiradi
fits well with earlie data which suggested that unattached males were the only group experiencing an
increase in the incidence of lemwcome.

**The Panel Study on Income Dynamics, or PSID, began interviewing in 1968 and has a sample of approximately 5,000
families. For more information, ségtp://psidonline.isr.umich.edu



58

B. Personal bankruptcies

An interestingndicator of income volatility may be the number of consumer bankruptcies per
capita. Since bankruptcies often are the outcome of a sudden and unpredicted loss of income, they
could be a symptom of income volatility. Estimates for Canada and the proanegeovided to
Statistics Canada by the Office of the Superintendent of Bankruptcy and are available for the 1976
2008 period. In discussing the effect of economic downturns on bankruptcy, it is also important to
point out the other factors that play derom the evolution of bankruptcies in Canada. Bankruptcy
laws and changes in the perception and the stigma attached to bankruptcies can also affect the number
of bankruptcies over time. Therefore, a change in the number of consumer bankruptcies per capita
cannot necessarily be interpreted as a rise in income volatility. However, there is likely a relationship
between the two phenomena.

The trend in consumer bankruptcies in Canada certainly points to a sharp rise in the risk
shouldered by consumers (ChaB). In 1976, consumer bankruptcies per 10,000 persons were only
4.3. In 1982, in the middle of an economic downturn, there were 12.2 consumer bankruptcies per
10,000 people, almost triple the rate observed six years earlier. However, as economiamsonditio
improved, the rate of consumer bankruptcies fell back, reaching 7.6 in 1985. This subsequent drop
confirmed that bankruptcies rose in the early 1980s mainly because of bad economic conditions.

Chart23: Consumer Bankruptcies p&0,000 Persons;,19762008
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Yet, the improvement would not last long. In 1986, baptcies started rising again, reaching
22.2 per 10,000 in 1991, more than five times the 1976 level. The level of bankruptcies receded only
slightly in the following three years. Despite improving economic conditions, consumer bankruptcies
started to risagain in 1995. Between 1996 and 2008, with the economy growing and the labour
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market conditions steadily improving, consumer bankruptcies per eygtage®5.7, almost six

times the rate in 1976. This increase in bankruptcies cannot therefore baexkphaan ailing

economy. It cannot be explained by a weak labour market. In this case, rising consumer bankruptcies
suggest a sharp increase in the amount of risk takehouldered by consumersptiints to higher

income volatility. It may also reflechanges in bankruptcy law and evolving societal attitudes toward
bankruptcy (e.g. less stigm#&jonethelesshis rise in bankruptcies is in line with the conclusions of
Beach, Finnie and Gray (2006) poiting to increase income volatility in the 1990 tih@n1980s

V. Economic Scurity

Economic security is a broad concept. It covers subjects such as employment security and
opportunities, access to food and housing, and the existence of a social safety net. It is assumed that,
in general, people aresk averse. They prefer to have a stable income, rather than an unstable
income. They prefer to know the future rate of inflation in order to plan their retirement. There is a
social cost to labour flexibility. Advocating a more flexible labour markeit jrifvolves introducing
more instabilityand uncertainty nt o i ndi vi dual sé | ives, might r ec

Are Canadians given the opportunity to participate in the economic life of the country? To
answer this questionve will first discuss the centrasue of labour market security. We will look at
the employment, participation and unemployment rates. Then we will discuss the incidence and
duration of unemployment and alternative ways to measure involuntary aspects of work and the
underutilization ofthe workforce using broader indicators of unemployment. Then, we will address
long-term unemployment, job quality, job anxiety and the incidence of low wages.

Next, we will look at housing security using the Royal Bank of Cahbuesing Affordability
Index and at census data on the adequacy, affordability and suitability of housing published by the
Canada Mortgage and Housing Corporation (CMHC).

We will then talk about the availability and the relevance of food insecurity indicators to track
living standards security. We will discuss the findings of a recent survey, nam&ptiaglian
Community Health Survey (CCHS).

The subject of incomand jobsecurity will be discussed using subjective answers given to
guestions asked for the Personal Secunitiek 2003 (PSland Ipsos Reid

Finally, we will examine trends in the coverage provided by the social safety net in Canada
We will discuss trends in minimum wages, social assistance benefits, employment insurance, and
child benefits, as well as provide a brief discussiothefCSLS aggregate economic security index
and its components. The last section will disdums minoity groups, particularly immigrants and
Aboriginal Canadians, have fared in recent years.
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A. Labour Market Security

AA man without a job is a dead mano. Many he
felt the sting of unemployment. The impactotump | oy ment on an individual
and rarely beneficial. Giving people ample opportunities to work certainly has a favourable impact on
wellbeing. Fully utilizing all potential labour not only leads to superior economic output, bubalso t
rising living standards and, to a certain degree, the prevention of social exclusion.

1) EmploymentRate andParticipation Rate

Over the 19822008 period, both the participation rate and the employment rate increased
slightly. The participation rateepresents the proportion of people searching for work or working as a
percentage of the working age population, defined as persons 15 and over. In Canada, the steady rise
in the participation rate amongst women pushed the overall participation ratepgrcgtage
points, from 65.0 per cent in 1981 to 67.8 per cent in 2008. The employment rate, i.e. the number of
persons employed as a proportion of the population of working age, followed similar trends. From
60.1 per cent in 1981, it increased 3.5 petag® points reaching 63.6 per cent in 2008. Overall, both
the participation and the employment rate moved cyclicklliing in the recessions of the early
1980s and 1990s, and increasing in the ensuing recoveries and expgRisaoh24).

Chart24: Participation Rate and Employment RatE981-2008 in Per Cent
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%5 For a comprehensive discussiof labour market trends over the 1907 period, see Statistics Canada (2008).
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2) Unemployment rate

the provinces. These estimates are based on tlmut_&brce Survey (LFS), which provides
employment and unemployment estimates on a monthly basis and with a lag of eight to thirteen days

The official unemployment rate is one of the most cited indicators of economic conditions.
Official measures are available on a consistent basis for the2ZD®@B5period for both Canada and

for the reference month.

and more workers into the workplace. In 1989, the unemployment rate was back where it was before
the recession, at 7.5 per cent. Then, Canada suffered one of its mdastoggecessions, triggered

Canadaéds
cent in 1993. Both the employment and participation rate fell. The labour market conditions started to

by

Unemployment is generally considered a lagging indicator, as opposed to a leading indicator
because it is generally the result of a slowdown in the economy, not the cause. During a recession,
employment falls as businesses reduce production and layoff workers. In Canada, the official
unemployment rate has closely followed the business cycla{@). In the five years before the

198182 recession, the unemployment rate averaged 7.7 per cent. During the recessior8af 1981
the labour market built up considerable slack, with the unemployment rate reaching a peak of 12.0 per
cent in 1983. Theawnomic recovery slowly opened new employment opportunities, integrating more
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improve in 1994, with the unerigyment rate falling steadily, down to 6.8 per cent in 2000. Between
2001 and 2006, the unemployment rate averaged 7.1 per cent, but by 2007 it had fallen to 6.0 per
cent, the lowest rate recorded over the entire 290 period. In 2008 the rate of undoyment
increased slightly to 6.1 per cent.

Chart25: Official and Supplementary Measures of Unemployment Rdi@81-2008
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Before thecurrenteconomic crisis hit the Canadian economy in the latter part of 2008,
compared to the situation in the first half of the 1980s and 1990s, the Canadian labour market offered
much greater empyment opportunities, as illustrated by frequent employer complaints of labour
shortages, particularly in Western Canada. But, even then, unemployment remained high in certain
regions, with Newfoundland and Labrador and Prince Edward Island both havimglagpeent
rates above 10 per cent in 2008.

3) Incidence andDuration of Unemployment

The incidence of unemployment is the average number of persons experiencing a bout
unemployment in a given year over the number in the labour force. In Canada, thececitie
unemployment decreased 2.7 percentage pants) per cenhetween 1981 and 2008, from 26.0
per cent to 23.3 per cent. Within the 198108 period, the incidence of unemployment eadical,
but the swings were not particularly large, ant tluédience generally remained betwe¥hand 25
per cent of the labour force, meaning thetween one in four or one in fiuedividual experienced a
bout of unemployment in any given year (Cha}. 2

Chart26: Index of Unemployment Duration and Unemployment Incidend®81=100), 19812008
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The average duration of unemployment was 13.7 wieek808,two and half weeks lower
than theaverage duration experierces 1981 (15.2veeks) a roughly 10 per cent declinia other
words, the change in the unemployment rate between 1981 (7.Inpearoe 2008 (6.1 per cent) was
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the result of botla lower incidenceand a lower duration, with each variable accounting for half the
decline

Yet, within the period, most of the fluctuations in the unemployment rate was related to
changes in duration, not incidence. Indeelilevthe incidence of unemployment was relatively stable
within the period, this was not the case for the duration of unemployéhin the 19812008
period, the average duration experienced large swings (&)aRd example, between 1981 and
1983, he average duration increased by 6.7 weeks, from 15.2 weeks to 21.9 weeks (Table 25).
Similarly, during the economic downturn of the 1990s, the average duration increased from 16.9
weeks in 1990 to 25.2 weeks in 1993.

The relative stability of the incisee of unemployment coupled with the swings in
unemployment duratiowithin the periodsuggest that recessions primarily affect people who are at
risk of being unemployed, such as the young, and those who were unemployed at the beginning of the
recessionThose vulnerable groupghooftenalready experience spells of unemployment during
periods of economic growth, see their unemployment spells lengthen during recessions.

4) SupplementaryM easures olUnemployment

Alternative measures of unemployment pdwvinsights into the overall undetilization of
labour. The official measure of unemployment is restricted to people who are actively looking for a
job. However, this measure can be misleading, because in some areas, employment opportunities are
so scare that numerous individuals decide to stop searching for work. They are called discouraged
workers, and despite their desire to work, they are not included in the unemployment rate statistics.
Another form of undeutilization of labour is partime workes who want fultime employment.
Those workers, called involuntary pérne workers, are not included in the official measure of
unemployment. Supplementary measures of unemployment, such as the unemployment rate plus
discouraged searchers and the unegmpknt rate plus involuntary patiitmers are only available on a
consistent basis since 1997 for Canada and the provinces. Tracking those measures provides a more
complete understanding of labour undétization.

By adding discouraged workers, we obtaimeasure called unemployment rate plus
discouraged searchefsThese estimates differ little from the official unemployment rate figures
(Table 22B). For the 1992008 period, the difference between the two measures oscillated between
0.6 percentage pomin 1997 and 0.1 percentage points in 2005, 2006 and 2007. In 2008, the
difference was 0.2 percentage points. This implies that in 2007, for example, there weitsoohly
26,000 discouraged searchers in Canhdgeneral, the percentage of discouragedkers increased
in line with the unemployment rate. However, their addition did not change significantly the degree or
the trend in labour undettilization. Moreover, they did not affect the trend of unemployment.
Similarly to the official rate, the ungstoyment plus discouraged workers reached a trough in 2000,
at 7.1 per cent, and then stabilized around 7.5 per cent in the following years until reaching a new low
of 6.1 per cent in 2007 before returning to 6.3 per cent in 2008.

%% Discouraged searchers are people who wanted and were available to take work in the reference period but who did not
look for a job because they believed none were availdine unemployment rate plus discouraged searchers is calculated
by adding discouraged searchers to the nominator and the denominator of the unemployment rate formula.
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The unemployment ratdys involuntary partime workers (but excluding discouraged
workers) is a more complicated meastrelowever, it is an essential measure of undéization of
the labour force. It represents the potential workforce which is not employed as fullyasssitavbe.
The difference between the official unemployment rate and the measure including involuntary part
time workers is significant. It ranged from 3.2 percentage points in 1997 to 1.8 percentage points in
2007 (1.9 percentage points in 2008) (Tal2B)Y As with discouraged workers, the percentage of
involuntary parttime workers (in fulltime equivalent) is smaller in a tight labour market and grows
in line with the unemployment rate. The measure shows that the effect of a downturn is not only to
create unemployment, but also to create underemployment, i.e. situations where people cannot work
the number of hours they desire.

The two alternative measures of unemployment gauge the slack in the labour market. They
both show a vibrant labour markettinrh e year s f ol |l owing the turn of
employment opportunities improved significantly to 2007. However, by using broader measures of
unemployment, we realize that the Canadian labour market still-utiiees almost 8 per cent of its
labour. This still has to be a concern. Work is not only a source of income: it can also be a source of
pride and stability for individuals and families.

5) Long-Term Unemployment

Long-term unemployment is very different than skherm unemployment,dih in term of its
causes and its consequences for individuals and society-teonginemployment can result in social
exclusion for the most vulnerable and tends to increase inequalities in income. Moreover, it increases
significantly the burden on theaal assistance system and may contribute to unemployment
hysteresis, i.e. the unemployed suffer loss of skills as their unemployment spell lengthens gradually
becoming chronically unemployed. The negative relationship between the duration of unemployment
and the probability of returning to work is well known.

The incidence of longerm unemployment is generally defined as the number of persons
unemployed for 52 weeks or more over the number of persons unemployed. In Canada, the incidence
of longterm uremployment was 18 per cent higher in 2008 than it was in 1981 (Chart 27 and Table
25A). However, it is still three to six times lower than in some European coufitries.

In 1981, the incidence of lortgrm unemployment was 5.7 per cent (53,000 persontr Af
the 1981 recession, this proportion jumped, reaching 11.8 per cent in 1983. During the recovery and
expansion, longerm unemployment edged down, but neneturnedo its prerecession level. In
1990, it was still at 7.1 per cent. The recession ofl#89s pushed the incidence of letegm
unemployment to levels never seen before in Canada. In 1994, 17.4 per cent of the unemployed were
in that situation for a year or more. This high incidence of-k@ngn unemployment might have made
some people chracally unemployed, either because of a loss of skills over time or because they

*"Involuntary parttime workers are people who work péirhe but would prefer to wérfull-time hours. They are

calculated as fultime equivalent. In other words, if a pdirhe worker is only working half the average number of hours

of full-time workers at his main job, only 0.5 unemployed are added to the nominator and the denominator.
BAccording to OECD (2004) s tterm unsmploynent wa€ @& hpardentirs2002,n ci denc e
compared to 8.5 per cent in the United States, 23.1 per cent in the United Kingdom, 33.8 in France, 47.9 in Germany, 59.2

in Italy and 30.8 indpan.
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became discouraged. The recovery in the late 1990s had a positive effect-teriong

unemployment, but, again, the incidence of lbeign unemployment never returned to ite-pr

recession level. The incidence of letggm unemployment did not fall below 9.0 per cent between

1992 and 2005, but in 2006 the rate dropped to 8.3 per cent and dropped further, to 7.1 per cent in
2007 and 6.7 per cent in 2008. The reductions in thdence of longerm unemployment have

brought the rate down to levels not seen since the early 1980s, with only 1981 having lower incidence
over the entire 1982008 periodWhile the high levels of lonterm unemployment of the 1996wy
havescarred an dite generation, the return to lenlevels of longterm unemployment is

encouraging.

Chart27: Medium 6-51 weeks) and Long Ternb2 weeks and over) Unemployment as a Proportion of
Unemployment,1981-2008 in Per Cent
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This suggests that recessions have a lasting effect otdangunemployment as the
incidence of longerm unemployment remaimggh well after the end akcessionsThe deflationary
policy of the central bank in the early 1990s may havddragitermconsequences for some workers,
making them chronically unemployed. Structural changes in the labour market such as the aging
labour force (older workers hawen average, much longer spells of unemployment than younger
workers) could also contribute to this problem. Nonetheless, sincgédamginemployment tends to
touch the most vulnerable of society, the impact on wellbeing needs to be taken into account.

6) Job Quality

Labour market analysts welcome lower unemployment statesit@ver unemployment
contribute to economic securitdowever, theinemployment rate is not the only labour market
indicator that affects economic security. Tdnaracteristicsral stability of jobs are also important.
Job quality indicators include the flexibility of schedules, witfilkkbalance, pay and benefits, the



66

amount of training available and the quality of the work environment. However, many of those
indicators are hartb track and data are not easily gathéred.

One indicator of job quality is the Canadian Employment Quality Index (EQI) produced by
CIBC. It focuses on three quality measures: the-pare/full-time distribution, the relative
compensation of a given job and its relative stability. All three indicators are objective measures and
use sectoral employment to define relative compensation asilitgté&or example, fulitime jobs in
the public sector are considered to have high compensation and high stability. Therefore, a higher
share of public sector jobs would raise the EEyEen if employment rises, if the increase is due
completely to the eation of low stability and low compensation piarie jobs, the EQI will fall. The
EQIl was released monthly from 1988 to 1994 had been released quarterly since 1994 at the
national level.

Job quality is important because it helps to better unaestee trends behind the
employment numbers. For example, if employment rises and job quality falls, one could suppose that
even though employment numbers are good, they might not translate into higher income because of
falling job quality.

Since 1988 ta CIBC EQI has been on a more or less steady downward course, Tallihg

per cent by 208 (Chart 28). This suggests that job quality, or at least this definition of job quality,
has fallen significantly

Chart28: CIBC Employment Quality Index (Janua8®4=100), 19882008
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%9 Seewww.jobquality.cafor a comprehensive review of job quality indicators for Canada.
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7) Job Stability

If a person leaves a jobrfvoluntary reasons, it is not a negative development, so any measure
of job stabilitybased on overall employment trends can be misleading. homnitor trends in job
stability it is more appropriate to track persons who suffer an involuntary jehthag isjob losers
To examine trends in job stability, we have used Statistics Canada data on jglniosers
particularly data on individuals who were laf (Table 39)°° We find that if we account for both
permanent and temporary job losers, thegprtion of job losers in employment fell 2.6 percentage
points between 1981 and 2008. In 2008, only 5.4 per cent of employed peoplaidoff, among
the lowest levels (5.3 per cant2007) ever recorded in the history of the current version of t®, L
which runs from 1976 to 2008 (Chart 2@). course, the proportion of job losers was cyclical, and in
2008 stood aess than half the level observeédring or shortly after recessionary periatd982
(12.6 per cent), 1983 (12.7 pmnt) and 1992 (.7 per cent). Nonetheless, there seems to be a long
term downward trend in the proportion of job losers in Canasldhe likelihood of job loss
decreasene can expect job anxiety to follow.

Chart29: Job Losers as a Propotion of Employmeir&81-2008
per cent
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8) Job Anxiety

Job anxiety can be devastating for an individual and his or her family. It can lead to stress,
health problems and poorer productivity. While subjective indicators are generally considered less
reliable or less precise than objective indicators, for thpgse of measuring wellbeing they often go

%9 A job loser in a given month is defined as someone who is currently not working because they vedfeelitfibr
temporarily or permanently, in the last d@nths.
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the question: fAHow do

directly to the core of
[ the context of i ndi vi dual s

di scussed earl er i n
anxiety:

e Are oris anyone in your household, worried about losing their job or being laid
off?

The results have been relatively constant in the last few years and closely followed trends in
the proportion of job losers. Since 1999, the proportion of Canadiarer¢habrried that they or
someone in their household will lose their job has stabilized around 20 per cent, and has remained
below that level since 2003 (ChartedOHowever, between 1990 and 1997, the story was quite
different. In 1990, the proportion @fanadians anxious about their job was at 26 per cent. This
proportion reached a peak in 1993, at 35 per cent. This means that a third of Canadians believed they
or someone in their household was at risk of losing their job. In the following years, tbetiprop
slowly edged back, to 32 per cent in 1995 and 25 per cent in 1997. However, even after the growth of
the late 1990s, the proportion of job anxiety barely fell below 20 per cent. In 2000, the peak of the
economic cycle, 19 per cent of Canadians wargied about losing their job. This is probably
caused by uncertainties associated with the business and the product market conditions or to
individual preferences, which means that about a fifth of Canadians to experience job anxiety on a
relatively pernanent basis.

Chart30a: Is There Anyone in Your Household Worried about Losing Their Job or Being Laid Off?
19902008 per cent
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The Canadian Council on Social Devateenthas developethe Personal Security Index
which includes both objective and subjectindicators It was first published in 1998 and released on
a yearly basis, but has been discontinued in 2088ukalas and Mackenzie, 200Bgtailed data are
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released for Canada, but data for provinces are not publicly available. For the purpose of this report,
we will strictly look at the subjective part of tR&Iat the national levellhe PSI includes one
questiorrelating to job anxiety is:

e | think there is a good chance | could lose my job over the next couple of years.

The perception indicator concerning the job market is broadly consistent with the available
objective data. Between 1998 and 2002, uhemployment rate fell from3per cent to 7.7 per cent.
Moreover, 1998 was preceded by numerous years of high unemployisniranslated into
stronger confidence in the job market in 2002 than in 1888.proportion of people not concerned
about Ising their job increased from 47 per cent in 1998 to 62 per cent in 2002 (Chjart 3
Similarly, the proportion who considered there was a good chance they would lose their job in the
next couple years fell from 37 per cemtli998 to 23 per cent in 2002.2002, the PSI estimate (23
per cent) was almost identical to the Ipsos Reid estimate (22 per cent).

Chart30b: Fear of Job Loss as Reported by the Personal Security Indid882002
per cent
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9) Temporary Jobs

Temporary jobs do not provide job security and are generally associated with poor working
conditions. Thus, an increasing propamtof temporary jobs are usually a negative development for
worker wellbeingTrends in the pportionof employees in temporary jobs between 1989 and 2004
show a definite increas®ata on temporary workers is available from the Labour Force Survey (LFS)
for the 19972008 periocandfrom the General Social Survey (GSS)1i#89, 1994, 1998 and 2004
While the former provides a consistent time series for the-2098 period, the Itdr provides data
disaggregatedy thelength of time workers have been in the labour force.
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Data from the LFS suggest that the proportion of employees in temporary positions increased
slightly between 1997 and 2008Hart 31a and Table 43%)In 2008,12.2 per cent of employees
were in temporary jobs, up from 11.3 per cent in 1997. Almost all the increase was in term or contract
jobs, which went from 5.2 per cent in 1997 to 6.2 per cent in 2008. The proportion of employees in
casual jobs (3.1 per ceint2008), seasonal jobs (2.9 per cent in 2008) and other types of temporary
jobs (0.1 per cent in 2008) remained roughly unchanged over the period.

Chart3l1a: Temporary Workers as a Percentage of all Workég8972008
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Data from the GSS shows a much lower rate of temporary workers, but the overall trend
remains similarin 1989, the percentage of ployees in temporary jobs wasper centlt increased
to 7 per cent in 1994 and then leveletiaif9 per cent in 1998 ai2d04 Chart 31b andable 43).0Of
course, new employees, i.e. employees tithyears of seniority or less, were more likely to have a
temporary jobln 2004, 22 per cent of new employees were holding a temporary job compared to
only 5 percent of other mployeesMoreover, while the incidence of temporary jobs betw&@89
and 2004 increased 10 pentge pointamong new employees, it only increased 2 per cent for other
employees.

1 A temporary job has a predetermined end date, or will end as soon as a specified project is conpiiteles
seasonal jobs; temporary, term or contract jobs including work done through a temporary help agency; casual jobs; and
other tempoary work.
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Chart31b: Percentage of Employees in Temporary Jai89 1994 1998and 2004
per cent
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This increased reliance on temporary jobs definibely negative éfcts on workejob
security and anxiety, and thus on their wellbeifige upward trend is noticeable among all groups,
such as fultime jobs, unionized and namionized, men, women, university graduates and non
university graduates. Morissette and Ja@mg005) suggest that this phenomenon might be the result
of increased international cqmtition. Moreover, since firmseem to be adjusting at the margin (new
employees), this trend might continue in the near future.

10) PersonsWorking 50 Hours or Over

One could argue that longer hours of work in North America compared to Europe are not only
t he resul t osfbutavealsdirdluerscéd by soaiai congentions and policies (lower
marginal tax rate for example). To examine trends inghehomenon, we will look at trends in the
percentage of workers working 50 hours or more per week.

Using estimatefor all jobs over the 1982008period, the percentage of workers working 50
hours or more increas@&d8 percentage poistfrom 12.1 pecent in 1981 to 12.per cent in 208
(Table 44AandChart 3k). The biggest increase was for workers aged 55 to 64, foospér cent in
1981 tol1.8per cent in 208, or al.4-percentaggointchangeThe youngesage groug15-24 years
old) reported alecrease in the percentage of workers working 50 hours or more. The percentage of
workers from thg@rime-agegroups, i.e. workers aged 25 to 54 years old, working 50 hours or more
increased.1 percentage poistfrom 14.1 per cent in 1981 ia@l.2per centin 2008. However, for all
groups, these percentages weetl downfrom the peakn 1996, where 15.@er cent of workers
worked 50 hours or more per week.
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Chart31c: Percentage of Employees WorkiB@Hours or More per Week, Agelband Over, 19812008
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It is interesting to know whether the proportion of workers working 50 hours or more is driven
by an increased workload in their current job, or whether it is related to an increase in multiple job
holders (that is moonlighting). Data on hours worked at the main job allow us to draw some
conclusions. Between 1981 and 2008, the proportion of wonkalsng 50 hours or more in their
main job increased from 10.9 per cent to 11.5 per cent, accounting for more than 80 per cent of the
increase in the total number of workers working 50 hours or more over the same period (Tables 44A)
This result is very gesitive to the time period, as if we had used the 1B81IB period instead, we
would have concluded that half of the increase was related to multiple job holders, even though that
group account for only roughly 10 per cent of workers with 50 or more harked per week.

Overall, the incidence of workers working 50 hours or more does not seem to have
dramatically increagkor decreasgin the last20 years. Despite increasing in th880s the
percentage of workers working 50 hours and ovenbashangd enough taeach a conclusion
abouteither its positive or negative impact on labour market conditions and, consequently, workers.

11) Incidence ofLow Wages

We generally assume that ftilne employment is sufficient to provide decent living
standards. However, in 2000, about 16.3 per cent of Canadians workihgnéulvere in low paid
jobs, i.e. earning less than $375 per week or $10 ($2000) per hour for 37.5 hours per week (Table
29B) %2 Worryingly, the incidence of lowpay jobs has not dimished since 1980. Data based on

2 The sample consists of individuals aged6#5 who are not fultime students, worked mainly fdime, and received a
wage or salary but no income from setfiployment in the year prior to the census.






