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Canadian Unemployment-
The Long And Short Of It

by Benjamin Tal

The recession may be over but the
unemployment rate will continue to rise.
When allis said and done, the unemployment
rate in Canada will reach over 9% — the
highest rate in 15 years. But this elevated
headline unemployment rate masks a
more positive story. Behind the scene,
away from the spotlights, the duration
of unemployment in Canada has been
relatively stable during the recession — a
dramatic contrast to both the experience of
past recessions and the recent surge in the
duration of unemployment in the US. Rising
unemployment in a context of a relatively
short duration of unemployment is a
reflection of a dynamic labour market where
becoming unemployed does not mean
remaining unemployed. If sustained, the
relatively short duration of unemployment
in Canada, suggests that the current wave
of personal bankruptcies will be relatively
short-lived.

Shorter Span of Unemployment in
Canada

The unemployment rate, one of the most
popular and widely quoted economic
indicators, often provides a rather
incomplete and sometimes misleading
picture of the labour market. By definition,
an unemployed person is an individual
who is out of work and is actively seeking
employment.  Therefore, the overall
unemployment rate underestimates the
true magnitude of unemployment as it
does not include the unemployed who

http://research.cibcwm.com/res/Eco/EcoResearch.html

are no longer seeking employment. But
even within the framework of this formal
statistical definition, the unemployment rate
deserves a closer look as it masks important
underlying changes in its composition.

At any point in time, the unemployment
rate encompasses both the number of
unemployed people who recently became
unemployed and the number of those
who have been unemployed for a period
of time. Accordingly, an increase in the
unemployment rate can occur not just
because of an increase in the rate at which
people are losing their jobs but also because
of the fact that on average people are
unemployed for longer periods of time.

The statistic aimed at capturing this
distinction is the average duration of
unemployment. As illustrated in Chart 1,
the average duration is currently 15 weeks
in Canada — a modest increase from the
pre-recession level of 14 weeks, but notably
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lower than the increases seen in the 1991 recession. At
the equivalent stage of the 1990 recession, the duration of
unemployment was 20 weeks. Furthermore, the marginal
increase in the duration of unemployment in Canada
during the current recession is also much lower than the
surge in the average length of unemployment in the US,
where the duration is now standing at no less than 25
weeks — a full 7 weeks longer than pre-recession levels,
and the highest rate on record (Chart 2).
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By province, the duration of unemployment is the longest
in Quebec, followed by Ontario. Note that despite the
speed at which Alberta has been losing ground, the
duration of unemployment in that province is still the
lowest in the country (Chart 3).

This focus on the duration of unemployment is important.
A high unemployment rate has different economic and
social consequences depending on whether a relatively
small or relatively large number of people are in the long-
term unemployment category. Clearly the economic and
financial consequences of becoming unemployed are less
significant if one knows with a high degree of certainty
that he or she will be able to obtain suitable employment
in a relatively short period of time.

At the same time, long term unemployment affects
the confidence and morale of job seekers, results in
skill atrophy, alters job search patterns and impacts
employers’ screening mechanisms. At the aggregate
level, in addition to the impact of lost income and lower
consumer confidence, long term unemployment may also
alter the linkage between real wage and labour market
conditions.

Chart 3
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Therefore understanding unemployment means being
able to distinguish between becoming unemployed and
remaining unemployed.

Becoming Unemployed — The Inflow Rate

The inflow rate is a measure aimed at estimating the flow
of the newly unemployed into the pool of unemployed. It
is defined as the number of people who are unemployed
for less than three months as a percentage of the
overall labour force. A rising inflow rate means that
the rate at which workers are becoming unemployed is
accelerating.

There are currently one million Canadians who have been
unemployed for less than three months. This number
represents roughly two thirds of total unemployment in
Canada and about 6% of the labour force. Note that the
current rise in the inflow rate is more or less in line with
the pace seen in the 1991 recession (Chart 4).

Remaining Unemployed:
Long-Term Unemployment

There are currently about 250,000 Canadians who
have been unemployed for over 6 months. This number
represents close to 15% of total unemployment in
Canada. That is 30% lower than the rate seen at the
equivalent stage of the 1991 recession (Chart 5). Clearly
the larger this measure is the more serious are the policy
and economic implications of a given unemployment
rate. In fact, long term unemployment reflects slow-
moving underlying economic fundamentals affecting
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Chart 4
The Inflow Rate
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Chart 5
Long-Term Unemployment

Duration of 27 weeks or More
as a share of Total Unemployment
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the labour market and can be seen as the core of overall
unemployment. Note that longer term unemployment
was on a clear downward trend between 1994 and the
current recession, and the fact that the increase in this
measure to date has been modest at best bodes well for
the relative health and dynamism of the Canada labour
market.

The sticky unemployment rate in the years following
the 1991 recession was mostly due to rising long term
unemployment. Put differently, the main factor holding
back an improvement in the unemployment rate during
the jobless recovery of the 1990s was the fact that more
people remained unemployed for a longer period of
time as opposed to an increase in the number of new

unemployed. In this context, while there is little doubt
that long-term unemployment in Canada will rise over
the next 12 months, the fact that the starting point is
comparatively very low is encouraging. Furthermore, as
job prospects of the newly unemployed improve, there
will be a gradual shift from long-term unemployment,
which is associated with greater economic and social
costs, to transitional unemployment. That is, the newly
unemployed will face a lower likelihood of becoming long
term unemployed.

In fact, despite recent deterioration, the exit rate from
unemployment (the likelihood of exiting unemployment,
for a job or for some other reason, within the coming
three months after being unemployed for less than three
months)', is still much higher than the exit rate seen at
the equivalent stage of any other recession (Chart 6). This
observation suggests that the newly unemployed are
more likely to find a job (or start their own businesses)
within the coming few months than they were through
much of the 1990s. This bodes well for a more normal
job market recovery as opposed to the jobless recovery
that followed the 1991 recession.

Chart 6
Exit Rate*
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* the likelihood of exiting unemployment, for a job or for some other reason,
within the coming three months after being unemployed for less than three
months.

Note

(1) The methodology used here estimates the average complete duration
of unemployment for a sample of individuals that begin their spell of
unemployment at the same time. The exit rate is the conditional probability
that an individual will exit unemployment at time t after being unemployed
for n months.
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