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VANCOUVER—A falling unemployment rate will not necessarily indicate a healthy
growing labour market in the future, in part because Canada’s population is getting
older and more Canadians are retiring from the workforce, finds a new study by the
Fraser Institute, an independent, non-partisan Canadian public policy think-tank.

“Historically, the unemployment rate and the employment rate worked in tandem—
when one went up, the other went down—but that’s not always true anymore,” said
Jason Clemens, executive vice-president of the Fraser Institute and co-author of Why
the Unemployment Rate is No Longer a Reliable Gauge of Labour Market
Performance.

The study finds that from 2009 to 2017, the country’s unemployment rate fell from 8.3
per cent to 6.3 per cent, which would historically indicate positive labour market
performance.

And yet, between 2008 to 2017, the employment rate also fell, from 63.4 per cent to
61.6 per cent, indicating declining employment levels.

What explains these two seemingly contradictory stories?

During the same period ending in 2017, as Canada’s population aged, the labour force
participation rate declined as more and more Canadians retired and left the
workforce—dropping from a peak in 2008 of 67.6 per cent to 65.8 per cent in 2017.
And crucially, the rate is forecast to keep dropping to 61 per cent by 2060.

When people exit the labour force because they retire or go back to school, for
example, the same amount of employment will now result in a lower unemployment
rate simply because the labour force is smaller. This is not necessarily a sign of a well-
functioning, positive labour market.

“As more baby boomers retire in the coming years, media, policymakers and
Canadians more generally should look at the employment rate—not the
unemployment rate—for a more accurate picture of the health of Canada’s labour
market,” Clemens said.

“Pointing to a falling unemployment rate as a sign of positive economic performance
could be misleading.”
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The Fraser Institute is an independent Canadian public policy research and educational
organization with offices in Vancouver, Calgary, Toronto, and Montreal and ties to a global
network of think-tanks in 87 countries. Its mission is to improve the quality of life for Canadians,
their families and future generations by studying, measuring and broadly communicating the
effects of government policies, entrepreneurship and choice on their well-being. To protect the
Institute’s independence, it does not accept grants from governments or contracts for research.
Visit www.fraserinstitute.org
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