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Staying Alive
by Benjamin Tal

Given the current fragile state of the 
Canadian economy and the likelihood that 
first-quarter GDP will be the steepest drop 
on record, one would expect the number 
of business bankruptcies in the economy 
to skyrocket. The reality, however, is 
surprisingly different. Not only are business 
bankruptcies not rising, but they are, in 
fact, falling. This trajectory is completely 
inconsistent with both the experience 
seen in any other recession and the 
current situation in the US, where business 
bankruptcies are rising at a rate not seen 
since 1975. This abnormality suggests that, 
at least for now, downsizing as opposed 
to broadly based plant closures, is what 
defines the response of many Canadian 
firms to the current economic recession. If 
sustained, this response will have significant 
implications for the nature and speed of 
the recovery in the job market.

Business Bankruptcies Not Rising This 
Time Around

During the year-ending March 2009, the 
cumulative number of business bankruptcies 
fell by 4.4% vs. the same period the 
previous year. And on a year-over-year basis, 
bankruptcies fell by no less than 14% during 
the first three months of 2009.

With the exception of business services, 
wholesale trade and manufacturing, all 
other sectors are still seeing their bankruptcy 
situation improve, and even in the above-
mentioned sectors, the increases in 
bankruptcies are minimal at best (Chart 1). By 
region, bankruptcies in Alberta and Québec 
are on the rise, but other regions are still 
experiencing double-digit declines (Chart 2).

That is not the typical behaviour of business 
bankruptcies during economic recessions, let 

“...downsizing as 
opposed to broadly-
based plant closures, 
i s  what  def ines 
the response of 
m a n y  C a n a d i a n 
firms to the current 
economic recession. 
If sustained, this 
r e s p o n s e  w i l l 
have s ignif icant 
implications for the 
nature and speed of 
the recovery in the 
job market.”

Chart 1
Growth in Business Bankruptcies 
By Industry

Chart 2
Growth in Business Bankruptcies  
By Province
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Chart 3
Business Bankruptcies

Chart 4
Bankruptcies: Business vs. Consumer

alone one of the most severe recessions in the post-war 
era. As illustrated in Chart 3, business bankruptcies rose 
very quickly in both the 1982 and 1991 recessions, reaching 
close to 50% year-over-year growth rates. Also note that 
in both recessions, the incidence of bankruptcies, relative 
to the size of the business pool, reached record highs. 
Canada registered 16 and 15 business bankruptcies per 
1,000 businesses in 1982 and 1992, respectively. Today 
the number is less than 6.

The current resiliency of business bankruptcies is also 
inconsistent with the trend seen in personal bankruptcies. 
As of March, the number of personal bankruptcies rose 
by 57% on a year-over-year basis and by a cumulative 
21.5% during the year-ending March 2009 (Chart 4). 
Over the past 30 years, the correlation between personal 
and business bankruptcies has been 70%. Today the 
correlation is negative.

This disconnect is also very visible when comparing the 
current trajectory of Canadian business bankruptcies 
to the one seen south of the border. The number of 
US business bankruptcies is now rising by no less than 
40% on a year-over-year basis—completely breaking the 
otherwise tight relationship between the patterns of US 
and Canadian business bankruptcies (Chart 5)1.
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Chart 5
Business Bankruptcies: Canada vs. US
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Some may argue that business bankruptcies are slow to 
react to economic realities and thus tend to move with a 
significant lag. But another glance at the experience of 
past recessions clearly demonstrates that at the equivalent 
stage of today’s recession (namely five months into the 
recession) business bankruptcies in both 1982 and 1992 
recessions were already 15% and 20% above their pre-
recession levels. Today, five months into the recession, 
bankruptcies are still 10% below their pre-recession 
level.
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Chart 6
Business Bankruptcies & Employment

Downsizing, Plant Closures and the Job Market

The unprecedented muted response of business 
bankruptcies to one of the most severe recessions in the 
post-war era is a reflection of the fact that, at least for 
now, corporate Canada has been able to tackle reduced 
demand and increased borrowing costs by rationing and 
downsizing as opposed to outright plant closures.

This trend has a significant implication for the trajectory 
of the job market during the current recession and 
the upcoming recovery. Despite the recent uptick in 
employment during April, jobs are currently disappearing 
at a faster rate than in any other recession. And most 
of these jobs have been lost due to downsizing—not 
bankruptcies.

This distinction is important since re-hiring by downsized 
but existing companies during the recovery can occur 
much faster than hiring by new firms. So, as opposed to 
previous recoveries, this time around we may not have to 
wait for business bankruptcies to recover before we see 
employment rising again.

Chart 6 illustrates this point. While the number of business 
bankruptcies soared during the 1981-82 recession, the 
recovery was swift with the incidence of bankruptcies 
returning to their pre-recession levels after only two years. 
The situation in the 1991 recession was very different, with 
the incidence of bankruptcies remaining well over their 
pre-recession levels until the late 1990s. No surprise then 
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that the revival in the job market following the early 1980s 
recession was much quicker than the jobless recovery of 
the early 1990s. Fast forward to today’s situation and 
the resiliency of business bankruptcies bodes well for the 
recovery in the labour market in 2010.

Note
1.	 Adjusted for temporary filings acceleration in 
anticipation of the enactment of the Bankruptcy Abuse 
Prevention and Consumer Protection Act in 2005 that made 
the filing process more difficult and expensive.
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