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Summary

THE FOCUS OF THIS STUDY IS THE IMPACT OF CUTS TO WELFARE IN THE MID-1990S ON
the earnings of low-wage workers. Such reforms, often in the form of “workfare” programs, attempt to
move people from the welfare rolls into the paid workforce. This study finds that if welfare reforms are
doing what governments claim — moving people from welfare to work — then they are hurting the
working poor. Low-wage workers find themselves competing with former welfare recipients for jobs. If
all those that leave welfare were to become employed, in the absence of other changes to the larger
economy and labour market, the result would be to depress wages for low-wage workers. In this way,
welfare cuts harm not only those on social assistance, but also the working poor.

Using an economic model based on the relationship between the wage rate and the number of
employed workers in the economy, we estimate the wage impacts of cuts to welfare in Quebec, Ontario,
Alberta and British Columbia. We conclude that, had all other relevant factors remained unchanged,
the labour market could only have absorbed these new entrants by lowering the wages of the low-wage
workforce (in our study the bottom 40% of hourly paid workers) by over 12.5%, resulting in total lost
wages for existing low-wage workers of over $8 billion.

This paper begins with a discussion of welfare policy changes and labour market conditions in the
1990s. We then present the methodology, assumptions and findings of our economic model. This is
followed by a brief analysis of actual trends in average hourly wages over the period before and after
welfare policy changes occurred for each province under consideration.

Contrary to our models prediction, actual wages did not fall during the latter half of the 1990s.
However, hourly wages in Canada have been virtually flat since welfare policy changes in mid-1990s,
despite relatively strong economic growth. This trend in real wages provides some support to our hy-
pothesis. In the real world, job creation resulting from economic growth and protective employment
standards legislation have mitigated the predicted effects of welfare cuts. Thus far, we have been spared
the full implications of the erosion of income support programs in Canada, due to the fact that the
economy has been in an expansionary period.

The results of this study offer a warning, however, in the face of what may be a looming recession.
Now that a much-diminished social safety net exists, when more may be forced to turn to it, the wage
depressing effects of cuts to welfare are sure to become more evident and pronounced.
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SECTION

Introduction

THE PAST DECADE WITNESSED DRAMATIC CHANGES TO WELFARE POLICY IN CANADA.
Most provinces made social assistance more difficult to qualify for and cut benefit levels. Generally, these
policy changes have been promoted as a means of “encouraging people to move from welfare to work.”
Welfare caseloads have decreased in recent years, in part due to these policy changes, and in part due to
job creation resulting from economic growth. But, have welfare changes improved the lot of low-income
people? And what impact do welfare cuts have on the earnings of those already working in the low-wage
workforce?

The objective of this study is to model the impact of changes to welfare in Canada’s four largest
provinces on the earnings of low-income Canadians. This research is motivated by concern for the
economic well-being of both people on social assistance and low-wage workers, and its results are in-
tended to better inform the development of progressive labour market and income support policies.

The 1990s are rightly described as a dismal decade for the incomes of most Canadians. In the context
of falling incomes and a more competitive and insecure job market, people on social assistance are often
made scapegoats for rising economic insecurity. Throughout the 1990s, right-wing politicians played up
anecdotal cases of welfare fraud. Some sought electoral advantage on platforms of welfare cuts, promis-
ing to “get tough on welfare” and to make “employable” welfare recipients work for their welfare cheques
(commonly known as “workfare”). Even left-leaning governments cut welfare benefit levels, arguing
that overly “generous” rates act as a disincentive to work and are unfair to those who “work for a living.”
The logic is that cuts to welfare will get more people working and that fewer claims on scarce public
resources will improve the economy and impose less of a “tax burden” on working people. Such policies
have pitted the so-called “welfare poor” and “working poor” against one another.

Missing from the debate, however, are some important questions: What happens to the wages of low-
income workers if all those leaving income assistance find work (as welfare reformers imply they do)? Do
low-wage workers benefit when the “welfare poor” are pushed off social assistance?

Our argument: If the economy and welfare reforms operated in the way that right-wing politicians
and their supporters say they should, the consequences for the low-wage workforce would be disastrous.
As welfare reforms push people from the welfare rolls into the paid workforce, low-wage workers find
themselves in competition with former welfare recipients. This exacts a price from the very people
welfare reformers purport to honour — the working poor.

Anti-poverty groups have long argued that changes to welfare that make people more desperate,
either through reductions in benefit levels or by cutting people off welfare entirely, are part of a broader
“low-wage strategy.” This argument asserts that cuts to welfare assist corporations/employers by driving
down wages and providing a pool of cheap labour.! This view is reinforced in various IMF and OECD
publications — most notably the 1994 OECD Jobs Study— that have called on governments to cut welfare
and Ul programs in order to promote greater “labour market flexibility.”

In popular usage (i.e. policy papers and the political arena), “labour market flexibility” is a euphe-
mism for workers more willing to take jobs at lower pay and/or relocate.®
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If the economy and
welfare reforms
operated in the way
that right-wing
politicians and their
supporters say they
should, the
consequences for the
low-wage workforce
would be disastrous.
As welfare reforms
push people from
the welfare rolls into
the paid workforce,
low-wage workers
find themselves in
competition with
former welfare
recipients. This
exacts a price from
the very people
welfare reformers
purport to honour -
the working poor.



We estimate that,
had all other
relevant factors
remained unchanged,
the labour market
could only have
absorbed these new
entrants by lowering
the wages of the
low-wage workforce
(in our study the
bottom 40% of
hourly paid workers)
by over 12.5%,
resulting in total lost
wages for existing
low-wage workers of
over $8 billion.

The model presented
here indicates that
welfare reforms
depress wages and
incomes, not only for
those on welfare, but
for low-income
people in the paid
workforce as well.

Our study was inspired by a 1995 report from
the U.S.-based Economic Policy Institute (EPI)
entitled “Cutting Wages by Cutting Welfare.” The
report’s authors, Lawrence Mishel and John
Schmitt, undertook an economic analysis to esti-
mate the impact of proposed welfare changes in
the United States on the wages of the bottom 30%
of hourly-paid workers. Forecasting that welfare
reforms would move almost one million people
from the welfare rolls into the low-wage workforce,
and assuming that all of these individuals would
find work without displacing existing workers, the
EPI study concluded that the U.S. labour market
would only be able to absorb these new workers
by lowering wages for the low-wage workforce by
11.9%, amounting to $36 billion in total lost
wages for this set of workers.

Between the time major welfare reforms were
implemented in Quebec, Ontario, Alberta and
British Columbia, and the end of 1998, approxi-
mately 326,600 “employable” people left social
assistance. We estimate that, had all other relevant
factors remained unchanged, the labour market
could only have absorbed these new entrants by
lowering the wages of the low-wage workforce (in
our study the bottom 40% of hourly paid work-
ers) by over 12.5%, resulting in total lost wages
for existing low-wage workers of over $8 billion.

Fortunately, the real economy does not oper-
ate exactly like our theoretical model. Welfare
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policy changes cannot claim sole responsibility for
declining welfare rolls. A number of factors, in-
cluding protective employment standards legisla-
tion (such as minimum wages) and economic
growth, mitigated the full impact of neo-liberal
inspired welfare reforms on low-wage workers.
Moreover, many of those who left or were forced
off social assistance did not find employment (in
many cases, we simply do not know where these
people are or how they are surviving). Conse-
quently, wages have not fallen as predicted by the
economic model we utilize.

Nevertheless, the model presented here indi-
cates that welfare reforms depress wages and in-
comes, not only for those on welfare, but for low-
income people in the paid workforce as well.”

Despite robust economic growth and falling
unemployment in recent years, the incomes of low-
income Canadians have yet to recoup their 1989
value,® poverty remains persistently above pre-re-
cession levels, and extreme poverty is increasing.
These are all signs that welfare reforms and de-
clining welfare rolls are not actually improving the
lot of low-income people. Further, the fact that
wages and earnings have been virtually flat during
this same period suggests that welfare cuts (com-
bined with cuts to unemployment insurance (UI)
and an increasingly polarized and insecure labour
market) have depressed wages below what they
would otherwise have been.
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Welfare Policy Changes

Recent Welfare
Policy Changes

Cuts to Canadas social programs in the 1990s have
been well documented. The Canadian Council
on Social Development (CCSD) has produced an
extensive inventory of welfare-to-work programs
in Canada.” The National Council of Welfare
(NCW) and the National Anti-Poverty Organi-
zation (NAPO) have also produced several docu-
ments that detail recent changes to provincial wel-
fare policy.® These sources conclude that welfare
cuts, welfare-to-work programs and other policy
changes are indeed reducing welfare rolls, but are
not resulting in an improvement in the economic
well-being of low-income Canadians.”

A turning point for welfare policy in Canada
came in the 1995 federal budget. Prior to 1995,
federal funding for social assistance occurred
through a designated transfer called the Canada
Assistance Plan (CAP). The CAP Act specified five
clearly defined rights: the right to an adequate in-
come; the right to income assistance when in need;
the right to appeal welfare decisions; the right to
claim welfare whatever one’s province of origin;
and the right to welfare without forced participa-
tion in work or training programs. The 1995 fed-
eral budget cut transfers to the provinces, elimi-
nated the CAR and rolled federal funding for so-
cial assistance, post-secondary education and
health into the new Canada Health and Social
Transfer. In so doing, the federal government un-
derstood that it was releasing provinces from the
requirement to provide adequate assistance on the
basis of need alone. Since then, almost all prov-
inces have introduced significant changes to the
nature and delivery of social assistance programs.

Policy changes were explicitly designed to en-
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courage people to leave welfare and to deter new
cases. Changes consisted of lowered benefits,
tighter eligibility criteria (in particular, reductions
in allowable assets), and welfare-to-work require-
ments. Welfare-to-work requirements compel
welfare recipients to participate in skills upgrad-
ing or employment counseling programs; to “ac-
tively” look for paid work; or to work in the vol-
untary or private sectors. These reforms were sup-
plemented with a change in the administrative
culture of social assistance delivery, including in-
creased pressure on financial aide workers to re-
duce cases. (See Appendix 1 for a summary of the
major welfare policy changes in the four provinces
under study.)

Changes to welfare in each province reflect a
distinctly punitive approach. The workfare com-
ponent of these policies is based on false assump-
tions about both the availability of jobs and the
character of welfare recipients. These programs
assume that being on social assistance is due to a
deficiency on the part of the individual, either re-
sulting from insufficient experience or job search
skills, or simply a refusal to adequately look for
work. Welfare-to-work reforms do not address
external causes of poverty and unemployment;
namely, they do not take into account the reality
of a shortage of adequate and secure jobs, or the
unique challenges faced by single mothers on so-
cial assistance.

Declining Welfare Rolls

While changes to welfare policy were in part mo-
tivated by caseload increases during the economic
recession of the early 1990s,'” their implementa-
tion frequently occurred as economic recovery was
underway and caseloads were already beginning

Policy changes were
explicitly designed to
encourage people to
leave welfare and to
deter new cases.
Changes consisted of
lowered benefits,
tighter eligibility
criteria (in particular,
reductions in
allowable assets), and
welfare-to-work
requirements.

Changes to welfare in
each province reflect
a distinctly punitive
approach. The
workfare component
of these policies is
based on false
assumptions about
both the availability
of jobs and the
character of welfare
recipients.



Unable to count on
an adequate income
from either Ul or
welfare, many
workers have been
less able to leave
poor workplaces, or
to push for better
wages and working
conditions. The much-
diminished social
safety net has
effectively
“disciplined” the
Canadian workforce.

to decline. In general, welfare rolls across the coun-
try began to decrease in 1995, commensurate with
the unemployment rate finally starting to decline."
Figure 1 demonstrates, however, that in each prov-
ince the policy change was coincident with pro-
nounced and continuous declines in welfare
caseloads. This occurred through the direct effects
of reduced benefit levels and tighter eligibility crite-
ria, as well as indirectly through the deterrent ef-
fect of how welfare reforms were publicized in
advance of their implementation.

Politicians make much ado about the desirabil-
ity of cuts to benefits. However, benefit levels are
only one of a number of factors influencing social
assistance caseloads. While policy changes may
have made caseload declines more pronounced,
the extent to which policy reforms alone caused
that decrease is uncertain. Empirical evidence dem-
onstrates that labour market conditions (in par-
ticular, unemployment) are more reliable predic-
tors of the incidence of welfare usage.'? Welfare-
to-work programs are therefore inappropriately
conceived solely in terms of incentives and disin-
centives to work, instead of acknowledging a
broader set of factors that contribute to social as-
sistance usage.

Unable to count on an adequate income from
either U or welfare, many workers have been less
able to leave poor workplaces, or to push for bet-
ter wages and working conditions. The much-di-
minished social safety net has effectively “disci-
plined” the Canadian workforce.

Depressing Wages

Are People Moving from
Welfare to Work?

In order to estimate the potential number of en-
trants to the labour market resulting from welfare
policy changes, data was obtained from the min-
istries responsible for social assistance in each of
the four provinces included in this study. The
graphs in Figure 1 indicate total welfare caseloads
(based on actual data) and caseloads for recipients
considered employable (based on our estimates)
from 1991 to 1998." The vertical dashed line on
each graph indicates when significant welfare
policy changes/cutbacks occurred. Appendix 2
details our methodology for estimating the number
of individuals considered employable who left the
welfare rolls. In general, the category of “employ-
able” refers to adult persons without children or
whose youngest child is over a certain age (rang-
ing from 6 months old in Alberta, to seven years

old in BC).

Interestingly, none of the four provinces keeps
detailed statistics on the number of “employable”
individuals who have left the welfare rolls since
policy changes were implemented, and litte is
known of what has become of them. The lack of
data — and the complete dearth of exit surveys —
collected by provincial ministries regarding indi-
viduals who left the welfare rolls is puzzling, given
the stated intent of these programs (namely, to
move people from welfare to work). In fact, it raises
questions about whether the actual motivation
behind these policies relates more to cost cutting
and political agendas than to assisting people out
of poverty. Ultimately, we do not know what hap-
pens to people who leave social assistance, and
neither do the ministries responsible for social as-
sistance — a fact that complicates the process of
estimating the number of people who moved from
welfare to work."




Figure 1: Welfare Caseload Declines by Province and Category
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3 Modeling Wage Impacts:
How do Welfare Cuts Affect
the Low-Wage Workforce?
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Assessing Wage Flexibility
in Canada’s Labour Market

STANDARD ECONOMICTHEORY PORTRAYS
the demand for labour as inversely related to the
wage rate. This means that as wages increase, the
number of workers that firms will employ decreases
— in other words, a wage increase will have an ad-
verse affect on employment.” The economic term
for the strength of this relationship is the elasticity
of demand for labour.'® The present study makes
use of this established economic relationship be-
tween quantity and price to predict the wage ef-
fects of an influx of workers into the labour mar-
ket in the instance that they all become employed.

Economist Robert Solow recently undertook
a theoretical look at the consequences of the move-
ment of welfare recipients into the workforce as a
result of large-scale welfare reform in the U.S."
He concluded that while wages can certainly be
expected to decline in response to the movement
of welfare recipients into the low-wage labour
market, there is no reason to think that there is a
huge demand for unskilled workers that will ma-
terialize as soon as wages fall low enough. Some
increase in unemployment is also to be expected.

Whether or not wages in Canada are flexible
or rigid is the subject of much debate in the aca-
demic literature. Economist Peter Kuhn finds evi-
dence of downward real wage flexibility in Canada,
despite the higher degree of unionization and other
forms of wage regulation relative to the U.S."® We
agree with this conclusion. General downward real
wage inflexibility does not accurately characterize

Depressing Wages

the Canadian labour market. Wage reductions can
be restrained by factors such as collective agree-
ments and minimum wage laws. However, few
low-wage workers are unionized and, therefore,
are not generally protected by collective agree-
ments. While minimum wage laws serve as a bar-
rier to wages dropping below a certain floor, most
low-wage workers make just enough above mini-
mum wage that their wages do have room to fall
when facing new pressures and competition."

The EPI Study Applied to
Canada: Modeling Wage
Impacts of Cuts to Welfare

As mentioned above, this report follows the meth-
odology of a 1995 study by the US-based Economic
Policy Institute.”” It is a model that makes several
improbable assumptions (which are acknowledged
in the following discussion), but we engage in this
theoretical exercise to take welfare-cutting govern-
ments and right-wing critics at their word. We as-
sume that welfare reform is reducing welfare rolls
and that those who leave the welfare rolls move into
paid employment without displacing other workers
(i.e. without creating unemployment for others). We
hypothesize that if declining welfare rolls translated
into equivalent employment gains, and other fac-
tors remained unchanged, wages would drop, hav-
ing a harmful effect on low-income workers.

This study set out to apply the EPI model in
Canada’s four most populous provinces: Quebec,

Ontario, Alberta and British Columbia. While




the EPI study bases calculations on projected
changes in welfare caseloads, we base our calcula-
tions on actual caseload changes and restrict our
count of caseload decline to individuals consid-
ered employable (using the methodology de-
scribed in Appendices 2 and 3). In this way, our
study offers a more conservative estimate of the
impact of welfare changes on the supply of la-
bour. Further, we supplement this modeling ex-
ercise with an analysis of actual trends in average
wages over the period before and after welfare
policy changes occurred for each province under
consideration.

As the EPI’'s Mishel and Schmitt explain, “Since
clasticities for different kinds of labour can vary,
itis necessary to use an elasticity estimate for work-
ers with characteristics similar to current welfare
recipients. We therefore take our estimate from
the extensive literature on workers at or near the
minimum wage.”*' We have done the same but
use for our model an elasticity of demand for la-
bour of -0.3, an estimate that falls at the conserva-
tive end of a widely accepted range within the
labour market economics literature.”? By choos-
ing to use an elasticity of -0.3 for our model, we
ensure our results err on the conservative side. An
elasticity of -0.3 holds that, all other things un-

Table 1: Wage Effects of People Moving

changed, a 10% increase in the wage rate will re-
sult in a 3% fall in employment or, more relevant
for our purposes, a 3% increase in employment
will induce a 10% fall in wages.

Table 1 summarizes the results of this exercise,
applied to Canada’s four largest provinces, calcu-
lating the wage impacts of people moving from
welfare to work. The column labeled “persons
moved from welfare to work” represents the esti-
mated decline in the number of ‘employable’ peo-
ple on social assistance between the time of each
province’s major welfare policy reforms (March
1996 in Quebec, October 1995 in Ontario, April
1993 in Alberta, and December 1995 in BC) and
December 1998. We expect that the burden of
adjustment costs will be concentrated at the bot-
tom end of the wage distribution (i.e. wage re-
ductions due to increases in the effective supply
of workers are likely to be felt primarily by low-
wage workers). For this reason we focus on wage
impacts for the bottom 40% of wage-earners. The
columns to the right of the table are of most in-
terest, as they contain the calculated impacts on
the wages of low-wage workers.

As shown, a total of 326,638 “employable”
people left the welfare rolls in the four provinces
studied. It is again important to note that for the

from Welfare to Work

&
Q& & NS
0(@ \(3.3\ N & A@Q
¥ \© O 2 N >
S & < SRS Nl
A\ O > S
e O R > N \2\0 7 $0 N
S R < S e & RS &
N & RS e & L & & © W X
e 8O N SR g L F ;S N S
@e° Q\o* S T FEE N >
Q
S & PN S " s RS S
0
Quebec 9.01 2,763,203 63,422 2.30 -7.65 -0.69 | 2117,939,835 | -$1,459,971,226
Ontario 9.57 3,302,762 | 172,941 5.24 1745 | -167 | 2,561,384,408 | -$4,278,446752
Alberta 9.05 1,073,131 35,263 3.29 1095 | -099 | 878190,315 -$870,527,478
B.C. 9.95 1,506,109 55,012 3.65 1218 | -121 | 1184,572,802 | -$1,435042,005
TOTALS 326,638 -$8,043,987,462
Weighted | g 39 1259 | -1.19
Averages

Note: For a full explanation of how the number of employable people who moved from welfare to work was calculated, please see
Appendix 2. For a detailed explanation of the sources and authors’ calculations used in this table, please see Appendix 3.
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A total of 326,638
“employable” people
left the welfare

rolls in the four
provinces studied.
The average
(weighted) wage
decline for the four
provinces is 12.59%,
or $1.19 - lowering
the average wage
of the bottom 40%
of workers from
$9.39 per hour to
$8.20 per hour -
resulting in over $8
billion in overall
annual lost wages.
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purposes of this modeling exercise, it is assumed
that the welfare policy changes have accomplished
what provincial governments claim; namely that
welfare policy reforms deserve credit for lower
welfare rolls, and the model takes these govern-
ments at their word. Also assumed is that all the
“employables” who left the welfare rolls become
part of the paid labour force (an overly-optimistic
assumption, to say the least, as many may simply
be surviving without paid employment or social
assistance), and that no existing workers were dis-

placed.

Odur calculations show the largest proportional
movement of people from welfare to work in
Ontario and the smallest movement occurring in
Quebec. As a result, the average hourly wage of
the bottom 40% of workers is estimated to de-
cline by between 7.65% (or $0.69) in Quebec and
17.45% (or $1.67) in Ontario. The average
(weighted) wage decline for the four provinces is
12.59%, or $1.19 — lowering the average wage of
the bottom 40% of workers from $9.39 per hour
to $8.20 per hour — resulting in over $8 billion in
overall annual lost wages.”?

We hasten to note that this model rests on the
condition that all other relevant economic factors
remain unchanged (‘ceteris paribus’ in the language
of economists). Thus, our model assumes no eco-
nomic growth or other shifts in the demand for
labour, no changes to the minimum wage, and no
other changes in social or economic policy that
may influence the availability of jobs or the size of
the labour force. The model assumes that people
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who left the welfare rolls left because of the welfare
policy changes — they were pushed, rather than
drawn away by the greater availability of jobs.

In the real world, of course, nothing like the
condition of ceteris paribus exists. In the real world,
all sorts of other changes are continually taking
place, many of which may serve to offset the esti-
mates of the above model (most importantly job
creation accompanying economic growth), and
others that serve to exacerbate the predicted down-
ward pressure on wages (such as cuts to UI).* For
these reasons, the wages of low-wage workers did
not decline as drastically as Table 1 would predict
(this is more fully discussed in section 4).

These caveats notwithstanding, however, the
preceding exercise offers valuable information. It
tells us that had economic growth not been as
strong as it was in the late 1990s, the average wage
of the bottom 40% of workers would likely have
declined by approximately 12%. This conclusion
suggests that, had welfare cuts not occurred, the
remaining smaller labour force could have secured
higher wage gains than the meager increases actu-
ally realized in recent years. Finally, the model cau-
tions that when the economy turns down, recent
welfare reforms will leave the low-wage workforce
much more vulnerable to wage declines. In es-
sence, as Mishel and Schmitt argue, the model
indicates that, “the working poor, praised by wel-
fare reformers as an example to be followed by
current welfare recipients,...foot the bill for ‘fix-

ing’ the system.””




SECTION

What Has Actually Happened 4
to the Wages of Canadians?

THE FINAL THREE YEARS OF THE 1990S
registered relatively strong economic growth, off-
setting much of the downward pressure on wages
predicted above (although, BC’s growth rate was
an exception, barely registering as positive in 1998,
as the full force of the Asian crisis hit the province,
but slowly picking up in 1999). Aided by a boom-
ing U.S. economy and lower interest rates (in con-
trast to the first half of the decade), the Canadian
economy experienced real GDP growth of 4.1%
in 1997, 2.9% in 1998, and 4.2% in 1999.%

A few other factors have helped to raise average
wages in recent years. Collective bargaining gains
(and in a few cases labour strikes) helped to in-
crease wages in a number of sectors, particularly
in the final few years of the decade. Also, mini-
mum wage increases (although minor in real terms
over the decade, and negative in Alberta) likely
had a small upward ripple eftect on wages through-
out the low-wage workforce, helping to mitigate
downward pressure on wages stemming from other
factors.”

How then have all the above social policy
changes and labour market trends combined to
affect wages?

Two factors must be acknowledged at the out-
set of this discussion. First, it must be noted that
falling real wages for many categories of workers
are not just a recent phenomenon, but are part of
a trend that extends back to the 1970s. Econo-
mists Beaudry and Green document that from
1971 to 1993 average earnings for younger men
have deteriorated®®, a conclusion that likely holds
for low-wage workers in general. Similarly, Jackson
and Robinson report that there has been no in-
crease for more than 20 years in the real annual
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earnings of Canadian men working on a full-year,
full-time basis.*

Second, constraints on available data limit the
extent to which the wage impacts predicted by
the EPI model above can be empirically confirmed.
Various characteristics of the Survey of Consumer
Finances (from which we estimate wage figures
used in Table 1) make it difficult to derive a reli-
able picture of wages broken down by quintile and
province. Thus, unfortunately, we do not have
wage data for low-income workers specifically. The
hourly wage trends for workers as a whole, how-
ever, offer some support for the impacts predicted

by the EPI welfare/wages model.

Wages:
Wither the Boom?

As the hourly wage trends in Figure 2 show (next
page), the average wage (after inflation) for Canada
as a whole has been virtually flat since the
recessionary trough of the early 1990s (going from
$14.24in 1992, to $14.39 in 1996, and then fall-
ing to $14.32in 1999). This is in stark contrast to
productivity increases. Standard economic analy-
sis holds that growth in real wages is primarily
determined by the rate of productivity growth.”’
However, between 1989 and 1998, output per
worker rose by 9.4%, suggesting that much of the
income growth in the 1990s has gone to profits
rather than workers,” and lending support to our
thesis that welfare and UI cuts have helped keep a
lid on wages despite robust growth in productiv-

ity and GDP

The average wage
(after inflation) for
Canada as a whole has
been virtually flat since
the recessionary trough
of the early 1990s. This
is in stark contrast to
productivity increases.
Between 1989 and
1998, output per
worker rose by 9.4%,
suggesting that much
of the income growth
in the 1990s has gone
to profits rather than
workers, and lending
support to our thesis
that welfare and Ul
cuts have helped keep
a lid on wages despite
robust growth in
productivity and GDP.
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Clearly, we cannot rely
on economic growth
alone to lift people
out of poverty. The
low-wage economy
remains a very
precarious place,
bestowing wages and
earnings that do not
provide for an
adequate standard of
living. Making this
low-wage economy yet
more competitive and
wages more “flexible”
through welfare and
Ul cuts will mean the
promise of prosperity
remains a promise
denied for too many
low-income people.
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The real wage trends for the four provinces
under study reflect interesting patterns. As Figure
2 indicates, Quebec’s real average hourly wage
peaked in 1994, and falls noticeably in 1998 and
1999 to $13.68, well below its 1992 value of
$14.03. Ontario’s average wage trend, like that of
Canada, has been fairly flat, although yearly fluc-
tuations are more acute. Ontario saw a slight drop
in 1995 (the year welfare benefit rates were cut by
21%), a rise in 1996, another fall in 1997, and a
subsequent recovery. Given Ontarios record of
strong economic growth during those years, one
would expect to see stronger growth in the wage
rate.

BC and Alberta’s real wage trends parallel what
the EPI model would predict. Albertas average
wage saw a sharp decline in 1994 and 1995 (the
big welfare cuts came in 1993 in Alberta), and
only recouped and surpassed its 1993 value in
1998, despite years of strong economic growth.
BC’s average wage was flat during the first two
post-welfare cut years of 1996 and 1997, and sub-
sequently fell sharply, hitting a low of $15.09 in

1999. It is still the highest average wage in the
country, but is substantially lower than its 1996
peak value of $16.27.

Itis important to stress that low wages and earn-
ings do not affect all groups equally. Women and
people of colour are much more likely to find them
selves competing for low-paying jobs. In 1997,
for example, 20.1% of men had earnings under
$10,000 per year, compared with 31.6% of
women. Indeed, just over half of women had earn-
ings under $20,000, compared with 35% of
men.” Similarly, women and single mothers are
more likely to be employed part-time or in other
forms of precarious employment.”

Clearly, we cannot rely on economic growth
alone to lift people out of poverty. The low-wage
economy remains a very precarious place, bestow-
ing wages and earnings that do not provide for an
adequate standard of living. Making this low-wage
economy yet more competitive and wages more
“flexible” through welfare and UI cuts will mean
the promise of prosperity remains a promise de-
nied for too many low-income people.

Figure 2: Real Average Hourly Wages (in constant 1996 dollars)
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Source: Statistics Canada, Cansim Matrices 4298, 4366, 4382, 4424, 4438, 9940, 9950, 9949, 9945, 9946, 9962, 9963,
9966, 9967. Note: These hourly wages are for employees paid by the hour (not salaried employees), and exclude
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SECTION

5. Conclusion

THE MODEL PRESENTED IN THIS PAPER
suggests that cuts to welfare have a depressing ef-
fect on wages. While the actual pattern of hourly
wages in the 1990’s does not show decline to the
extent that the EPI welfare/wage model would
predict, this exercise does allow us to draw a
number of conclusions.

Welfare cuts that force people from social as-
sistance into the paid workforce will depress wages
within the low-wage workforce. In short, welfare
cuts harm not only those on social assistance, but
also the working poor. Under the assumptions
articulated above, the welfare reforms we have seen
in Quebec, Ontario, Alberta and BC, would have
had the effect of depressing the wages of low-wage
workers by an average of 12.59%, or $1.19 per
hour.

This study helps to explain why in the late
1990s, despite being in a period of economic
growth and job creation, many people are finding
it harder and harder to keep up. It offers a theory
for why wages and incomes did not keep pace with
the boom. Although a broader set of factors is also
at play, welfare and Ul cuts have made it particu-
larly hard for those people struggling in the low-
wage workforce, as they now face increased com-
petition for employment, keeping a lid on wages
and earnings despite the promise of good times.
This observation offers a partial explanation for
why increasing numbers of people who are work-
ing full-time nevertheless have incomes that are
below the poverty line. For many individuals, leav-
ing welfare to compete in the low-wage workforce
amounts to moving from one kind of poverty to
another. It is also important to stress that women
experience the harmful effects of welfare cuts to a
greater degree than men, as they are dispropor-
tionately represented among welfare recipients and
within the ranks of the low-wage workforce.
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Provincial governments point to declining wel-
fare rolls as a point of pride. They should think
again. As the Canadian Council on Social Devel-
opment states, “the end goal of every welfare pro-
gram should be to decrease poverty, not simply to
reduce the length of time that people are in re-
ceipt of social assistance.” The CCSD rightly
argues that welfare programs should promote a
broader set of social objectives than is reflected in
current approaches that focus solely on maximiz-
ing budgetary objectives and encouraging people
to attain “productive” employment as fast as pos-

sible.

Implicit in our analysis is a dire warning. Tra-
ditionally, welfare and UI represented important
automatic stabilizers in the Canadian economy —
when the economy slowed down or fell into re-
cession, these programs directed increased income
support to individuals, families and communities
in need, helping to smooth out the inevitable eco-
nomic booms and busts that characterize capital-
ist economies. Thus far, we have been spared the
full implications of the erosion of these automatic
stabilizers, due to the fact that the economy has
been in an expansionary period. However, when
economic growth (GDP) slows, the effects of wel-
fare cuts are sure to become more evident and pro-
nounced — less of a social safety net will exist when
more are forced to turn to it, and those in the low-
wage workforce will face depressed wages, just
when the economy will be in need of an economic
stimulus. The results of this study are particularly
relevant in light of what might be a looming re-
cession.”> For these reasons, progressive anti-pov-
erty strategies must address the links between both
the social assistance and Ul systems of income
support.

Another fundamental conclusion of our re-
search is that low-income people in the paid

Implicit in our analysis
is a dire warning.
Traditionally, welfare
and Ul represented
important automatic
stabilizers in the
Canadian economy —
when the economy
slowed down or fell
into recession, these
programs directed
increased income
support to individuals,
families and
communities in need,
helping to smooth out
the inevitable economic
booms and busts that
characterize capitalist
economies. Thus far, we
have been spared the
full implications of the
erosion of these
automatic stabilizers,
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Welfare cuts that
force people from
social assistance
into the paid
workforce will
depress wages
within the low-wage
workforce. In short,
welfare cuts harm
not only those on
social assistance,
but also the
working poor.
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workforce and those on social assistance share a
common cause. Despite efforts by some to pit the
welfare and working poor against one another, our
findings make clear that low-wage workers do not
benefit from welfare cuts. Rather, low-income
people, regardless of their primary source of in-
come, have a shared interest in a decent and ac-
cessible social safety net. Public policy debates in
Canada have been ill-served by the tendency to
view welfare usage as the source of economic prob-
lems, rather than a consequence. What this study
demonstrates is that when cause and effect are
confused, and governments respond to increased
welfare usage with cutbacks and tightened eligi-
bility, the poor — both the “welfare” and “work-

ing” poor — suffer.

Welfare cuts, regardless of their motivation, are
having a harmful effect. If welfare reforms are do-
ing what governments claim — moving people from
welfare to work — then they are hurting the work-
ing poor by lowering their wages. If, on the other
hand, welfare reforms have not been responsible
for moving people from welfare to work (mean-
ing people were going to move from welfare to
work in any event, as a result of an upturn in the
business cycle), then welfare cuts must be viewed
as unnecessarily causing harm and suffering to the
poorest of the poor — those on social assistance.
The truth is likely somewhere in between. Wel-
fare cuts are largely unnecessary and ultimately

harmful to both the working and welfare poor.

A fundamental conclusion of our research is that low-
income people in the paid workforce and those on
social assistance share a common cause. Despite
efforts by some to pit the welfare and working poor
against one another, our findings make clear that
low-wage workers do not benefit from welfare cuts.
Rather, low-income people, regardless of their
primary source of income, have a shared interest in a
decent and accessible social safety net.
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APPENDIX

Summary of Recent
Welfare Policy Changes

THE MOST SIGNIFICANT WELFARE POLICY CHANGES OF THE PAST DECADE ARE
summarized below for each of the four provinces under study.

Quebec

economy entered a period of economic re-

* Welfare policy changes in Quebec began

early (1988) relative to other provinces, with
recipients being classified according to their
‘employability’ and compelled to participate
in welfare-to-work programs. ‘Positive Ac-
tion for Work and Employment’ is the
workfare component of Quebec’s social as-
sistance system. Under this program recipi-
ents are classified into three main catego-
ries: unavailable, participating and non-par-
ticipating. Benefit rates are structured to re-
ward those who participate in these work
and employability programs, and to penal-
ize those that do not. Interestingly, many
social aid recipients refused to participate in
government programs, preferring instead to
accept a $100 cut in benefits per month.
Of those who wanted to participate, the gov-
ernment was only able to place some of them
in programs.*

The 1988 welfare policy reforms in Que-
bec were a response to a sharp increase in
caseloads during the 1980s, in particular in
the number of single individuals on wel-
fare.”” The number of cases peaked in 1987,
but began to decline as the provincial
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covery, and prior to the welfare policy
changes. (In contrast, the welfare caseload
in Ontario began to significantly increase
in 1987.) The 1988 reforms can be charac-
terized as ‘incentive’ based, in that partici-
pation in employment and training pro-
grams was rewarded.

Reductions in benefit rates applied to most
categories of welfare recipients between 1993
and 1996. In addition to rate cuts, extra ad-
ministrative staff were assigned to undertake
surprise visits to the homes of recipients, with
the intent of uncovering “fraud” in the sys-
tem.*®

* The mostsignificant policy change occurred

in 1996, when further reforms were intro-
duced to “tighten up” welfare. These in-
cluded additional cuts in benefit levels, in-
creased penalties for non-participation, and
a reduction in the maximum amount of as-
sets allowable to qualify.”” These reforms
reflected a distinctly more punitive ap-
proach, as incentives for participation were
accompanied by more stringent penalties for
non-participation.
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*  Quebec’s welfare caseload has the lowest per-

centage of single parents among the four
provinces examined in this study.® This is
likely related to the existence of another pro-
gram of financial support to low-income
parents, the Parental Wage Assistance Pro-
gram.

* The real aim of Ontario Works is to pro-

mote the shortest route to paid employment,
not long-term self-sufficiency. Hence, post-
secondary training opportunities requiring
more time are de-emphasized in favour of
quick-fix job search programs (a common
trend in most provinces). Emphasis is on
individual responsibility, and the govern-
ments role appears to be one of policing,

Ontario

not support.

* The number of welfare cases in Ontario
peaked in 1994. Again, declining welfare Alberta
caseloads preceded welfare policy changes

in 1995. This decline in cases was in part a * The big policy change in Alberta occurred
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result of the onset of recovery from the re-
cession of the early 1990s, which resulted
in a somewhat improved employment pic-
ture.

In 1995 changes to welfare policy consisted
of drastic cuts to welfare rates — 21.6% for
everyone except seniors and people classi-
fied as disabled — and tightened eligibility

requirements.

In addition, a welfare fraud line was estab-
lished to catch and discourage suspected
abuse of the system. In 1997, the Ontario
Works Act introduced a workfare program
applicable to employable recipients. Indi-
viduals on welfare were required to partici-
pate in employability training programs or
were required to work in the voluntary sec-
tor. Single parents whose youngest child was
under the age of 5 were exempt. Overall,
the welfare caseload shrank by 40% between
1995 and 1999.

The stated intent of the Ontario Works Act
is to provide temporary assistance to indi-
viduals in need, so long as recipients ‘satisfy
obligations to become and stay employed.’
It also states accountability to taxpayers as a
key priority.*! Single mothers are required
to work, but there is no corresponding re-
quirement for the Ontario government to
provide access to child care.?
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in 1993. It consisted of dramatic cuts to ben-
efit rates (17% for single employables, 13%
for single parents with one child, 12% for
couples with two children). There was also
a tightening of eligibility criteria that made
it both harder to qualify and easier to get
thrown off. New and existing welfare cases
were subject to increased scrutiny. From
1993 to 1997 there was a sharp decline in
the number of new cases, which, combined
with persons leaving welfare, resulted in a
60% decline in the total caseload.

* Asin other provinces, the policy change in-

cluded a workfare component. Alberta in-
troduced mandatory employability and
training programs for welfare recipients
deemed employable. Exemptions from par-
ticipation were allowed in some cases (for
example, for single parents with a child un-

der 6 months old).

From 1994 to 1997 there were a series of
smaller measures introduced to further re-
duce caseloads and cut costs. These were
mostly administrative changes with a focus
on enforcement, along with reductions in
certain special allowances.

Policy changes reflect an ‘income assistance
as last resort’ ideology. To receive assistance
an individual must have less than $250 in
assets and must demonstrate that they have




exhausted all other avenues to economic
survival. Alberta’s approach is punitive in that
individuals are ineligible for assistance if they
have voluntarily quit or refused a job with-
out reason.”

The welfare-to-work programs reflecta per-
ception of ‘weakness’ on the part of welfare
recipients. These programs assume a lack of
job skills and experience, and reflect the per-
ception that recipients are just too lazy to
get off welfare.*

British Columbia

* British Columbia began to tighten up its

welfare program in 1994. Trimming the wel-
fare rolls was achieved by changing admin-
istrative procedures and by introducing tar-
gets for caseload reductions. Ninety posi-
tions were created to protect the system from
“fraud and abuse.” Beginning that year, all
single employable persons on social assist-
ance were required to line up for their
monthly cheque.

In October 1995, the amount of assets al-
lowable to qualify was reduced from $2,500
to $500 for single individuals. A more ex-
tensive policy change, however, occurred in
December 1995, with the introduction of
BC Benefits. This program change consisted
of cuts to benefits (of 8-10%) for welfare
recipients considered employable who did

not have dependents,* and the introduc-
tion of Welfare to Work and YouthWorks.
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The flat rate earnings exemption (which al-
lowed welfare recipients to earn and keep
up to $200) was also eliminated, but was
restored in November 1999.

Welfare recipients categorized as employable
must participate in welfare-to-work pro-
grams (YouthWorks and Welfare-to-Work).
Refusal to participate in YouthWorks is
grounds for being cut off assistance. The age
of children above which single parents are
considered employable was reduced from 12
to 7 years.

* Although BC still has the highest age after

which a single parent s classified as employ-
able, parents on welfare are still at a disad-
vantage. The government’s Family Bonus,
which provides support to low-income fami-
lies with children, is clawed back from fami-
lies on social assistance.”’

The underlying premise behind these
changes is to make welfare as punitive as
possible, while making low-wage work
slightly more attractive (through the Fam-
ily Bonus and modest minimum wage in-
creases). This carrot and stick approach of
welfare-to-work is based on the assumption
that unemployment and welfare use is largely
a choice made by individuals, rather than a
product of weak job market conditions. The
change in the administrative management
culture and targets for caseload reductions
appear to be geared toward minimizing
costs, not assisting people in situations of

poverty.
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Methodology for
Deriving ‘Employables’

PUBLISHED STATISTICS OF WELFARE CASELOADS ARE USUALLY APPROXIMATIONS AND ARE
not often broken down by program classification. The number of welfare cases provides a reasonable
proxy for the number of adult recipients since a large proportion of persons on welfare — 85% — are
single (either with or without children). For example, in March 1997, 34% of welfare cases nationally

were unattached men, 21% were unattached women, 27% were single mothers and 3% were single
fathers.*®

The specific criteria by which welfare recipients are classified as “employable” varies from one prov-
ince to the next. Estimating the number of “employable” adults who left the welfare rolls after welfare
reforms is based on province-specific criteria. In general, the category of “employables” refers to an adult
social assistance recipient, who is not a senior, not categorized as “disabled” and does not have a young
child (the age below which a child is considered young varies by province).

Due to the nature of available data, the caseload estimates prior to the policy change are from the
month before the policy change for British Columbia and Quebec, but are derived from the month of
the change for Alberta and Ontario.

It is important to note that caseload declines would likely have begun prior to the specific date the
policy change was implemented due to administrative tightening up of the system leading up to policy
changes and the deterring effect of welfare reforms being well-publicized in the months before their
implementation. This provides support to the fact that these estimates are conservative.

One caveat to our estimates is the fact that welfare usage has distinct seasonal patterns. This may
slightly reduce the accuracy of measured impacts since the months used to calculate ‘employables’ (both
before and after the reform) differ between the provinces under consideration.

Quebec

Social assistance in Quebec is administered under a program called APTE (a French acronym standing
for Positive Action for Work and Employment) and consists of three main categories of recipients:
unavailable, participating and non-participating,

“Unavailable” refers to recipients temporarily unable to work (pregnant women, parents of young
children, and persons who face physical or mental barriers to participating in paid employment). “Par-
ticipating” refers to recipients who are considered to be employable and are participating in an employ-
ment or training program. These programs usually last about 6 months and recipients get higher ben-
efits during those months. After these six months, recipients either leave the welfare rolls for work,
remain on welfare and return to the non-participating category, or in some cases remain in the partici-
pant program (according to the discretion of their caseworker). “Non-participating” refers to recipients
who are considered employable, but do not participate in a training or employment placement pro-
gram.
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A fourth category, “available” (consisting of recipients considered employable awaiting placement in an employ-
ment or training program), was eliminated in April of 1996. All of the recipients in this category were moved to the
“non-participating” category. This change did not affect our calculations since we are deriving the “employable”
figure from total APTE adult recipients less those in the “unavailable” category.

Employable = APTE total (adult recipients) minus ‘unavailable’

Employable 1996 (March) = 447,554 — 149,337 = 298,217

Employable 1998 (December) = 347,437 — 112,642 = 234,795

Decline 1996 to 1998 = (Employables 1996) — (Employables 1998) = 63,422

Ontario

Prior to October 1995, there were two categories of social assistance in Ontario: General Welfare Assistance (GWA)
and Family Benefits (FBA). This division was an implicit categorization according to the employability of adult
recipients, with the FBA caseload being made up of persons disabled or otherwise unable to participate in the labour
market (i.e. about 50% of the FBA caseload was sole support parents). GWA was primarily made up of “employables”,
although approximately 10% of that caseload was considered “unemployable”. With the introduction of Ontario
Works (OW) in 1997, the sole support parents were transferred from FBA to OW, however, for individuals with a
child under 5 the work requirement is deferred.

The manager of the Ontario Ministry for Community and Social Services statistical branch suggested the
following method for estimating the number of “employables”:
Employable 1995 (October) = Total Caseload adjusted down by 43% = 361,012

Employable 1998 (December) = (OW adjusted down 12%) — (50% representing sole support parents)
= 256,638 — 68,567 = 188,071

Decline 1995 to 1998 = (Employables 1995) — (Employables 1998) = 172,941

Alberta

Supports for Independence (SFI), introduced in 1993, consists of three main categories: supplement to earnings,
employment and training support, and transitional. The “employment and training” category is the welfare to work
program (“supplement to earnings” indicates income assistance recipient also has paid employment, and ‘transi-
tional’ is for persons who are temporarily unable to work or otherwise excused). Considerations relating to the
inclusion of sole support parents are not an issue here, as they are assigned to the transitional category, provided their
youngest child is under 6 months old.

Employable 1993 (April) = Employment and Training Support (adult recipients)

Employable 1998 (December) = Employment and Training Support (adult recipients)

Decline 1993 to 1998 = (Employables 1993) — (Employables 1998) = 46,512 — 11,249 = 35,263

British Columbia
After 1995, Social Assistance in BC is made up of two required work programs: YouthWorks and Welfare to Work.

Employable 1995 = Basic Income Assistance “Employable” category

Employable 1998 = (YouthWorks less single parents with young children) +
(Welfare to Work less single parents with young children)

Decline 1995 to 1998 = (Employables in Dec. 1995) — (Employables in Dec. 1998)
= 153,878 — (15,002 + 83,864 = 98,866) = 55,012
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Methodology for EPI Calculation

of “Wage Effects of People
Moving from Welfare to Work”

DESCRIBED BELOW ARE THE RELEVANT
details associated with each heading in Table 1.

Average wage of bottom
40% before policy change

Calculated by averaging the mean hourly wage of
the bottom 40% of workers, using microdata from
Statistics Canada’s Survey of Consumer Finances
(SCF). The SCF reports wages and salaries as a
yearly figure. Hourly wages were derived by di-
viding annual wages by weeks worked per year by
usual hours worked per week.

The fact that hourly wages are not directly re-
ported in the SCE along with other characteris-
tics of this data set (i.e. survey variables and re-
porting errors) presents several challenges to de-
riving reliable wage figures from this source. There-
fore, the sample used to derive hourly wages was
restricted to individuals who were: between the
ages of 19 and 65, employed during the survey’s
reference week, not self-employed, not students,
with positive wages and hours worked, who had
worked more than 26 weeks of the year, and who
made over $2/hour.

These last two restrictions were imposed for the
following reasons

1) Usual weekly hours in the SCF refers to the
three week period prior to the survey reference
week. Annual estimates of hourly wages derived
for individuals who did not work much through-
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out the year, but who worked quite a bit in the
three weeks prior to the reference week would
therefore appear artificially low, and for this rea-
son the sample was restricted to persons with at
least 26 weeks worked. Persons working less than
26 weeks of the year are usually students or part-
time, seasonal and contract workers — dispropor-
tionately women — and it is unfortunate that data
limitations required that they not be included in
the sample to derive ‘proxy” wages.

2) A wage floor of $2 further restricted who was
included in the sample used to calculate average
wages. This is because the SCF is a survey and
thus results can be subject to bias due to reporting
errors. Also, while each province under consid-
eration has a legislated minimum wage, there re-
main some types of workers that are essentially
excluded from such protection (such as domestic
workers who work unpaid over-time, or other
types of workers with overnight responsibilities).
For these reasons, a wage floor was used to ex-
clude improbable or otherwise difficult to explain
cases.

Wages are based on data from the year preced-
ing the welfare policy changes for BC (1995), Al-
berta (1992) and Quebec (1995), since in these
provinces the policy change occurred in the first
quarter of the year in these provinces. In Ontario
the policy change occurred in October 1995 and,
therefore, the wage data used is from that same
year. All wage rates are expressed in constant 1996

dollars.




Employment

Number of employed workers in the labour force,
who are between the ages of 19 and 65, who are
not self-employed and have positive wages. As with
the hourly wages, data comes from the SCF from
the year preceding the welfare policy changes, ex-
cept for Ontario where the employment figure
used is from 1995.

The EPI study uses the number of employed
persons in the low-wage labour force, calculated
as the bottom 30% of the labour force. However,
the convention among most economists is to use
the entire employed labour force for elasticity cal-
culations, not just a subsection of it, as does the
EPI. Therefore, we have used the entire number
of persons employed (a choice that further en-
hances the conservative nature of our overall cal-
culations).

Persons moved
from welfare to work

See Appendix 2 for calculations.

Percent change in
employment

Persons moved from welfare to work as a percent-
age of the employed labour force.

Induced change in
low-income hourly
wage — percent

The percent change in wages, given the percent
increase in employment, based on the elasticity of
demand for labour. The elasticity used is -0.3 (an
estimate at the conservative end of a widely ac-
cepted range of estimates among labour econo-
mists). An elasticity of -0.3 means thata 10% in-
crease in the wage rate will result in a 3% fall in
employment or, more relevant for our purposes,
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that a 3% increase in employment will result in a
10% decrease in wages. Thus, the induced change
in wage is calculated as (% change in employ-

ment)/(-0.3).

Induced change in
low-income hourly
wage - dollars

Induced percent change in wage multiplied by the
average wage calculated in the first column.

Total hours worked
(bottom 40%)

We multiply the mean usual weekly hours worked
by the total weeks worked that year (using the same
sample of individuals used to derive wages). This
figure represents the average hours worked per year
by the bottom two quintiles of the workforce, and
was multiplied by 40% of employment (figure in
column three of the table) to approximate the to-
tal yearly hours worked by the bottom 40% of
workers.

Total lost wages

The EPI study did this by calculating the average
annual hours worked by the low-wage workforce,
multiplied by the number of workers and by the
induced dollar decline in the hourly wage rate.
We used the figure of total hours worked multi-
plied by the projected decline in hourly wages to
get total lost wages.

Weighted Averages

Average mean wage for bottom 40%, and average
wage change — both in dollars and percent - for all
provinces under consideration were calculated.
Total employment (column two) for each prov-
ince was used as weights.

23



Notes

! See Swanson, 1994 and 1999, and various End Legis-
lated Poverty publications.

* Organization for Economic Cooperation and Devel-
opment, 1994. See also Prasad, 1994.

3 Among economists the term is more technically de-
fined in terms of a bundle of labour market attributes,
such as wages that adjust in response to market forces
and workers that are willing to change occupations
or employers, or relocate. “Wage flexibility” refers to
the ease with which wages adjust downwards or up-
wards, although the latter is rarely the focus of at-
tention.

4 Mishel and Schmitt, 1995.

> The impacts of right-wing inspired economic and so-
cial policies are also evident in the nature of jobs at
the low-end of the wage spectrum. In addition to
the increasing prevalence of insufficient earnings,
low-wage workers in Canada face eroding quality
and security of employment. See Burke and Shields,
1999.

¢ Statistics Canada 2000a.
7 Gorlick and Brethour, 1998.

$ NCW, 1997, 1997-98, 1998b, and 1999-2000; and
NAPO, 1996, 1997 and 1998.

? It should also be noted that welfare benefit levels across
the country are substantially below Statistics Cana-
da’s low income cut-ofts (LICOs) and are falling fur-
ther and further below that line over time. Several
anti-poverty groups consider the LICOs to provide
a reasonable proxy of the “poverty line” — as they
denote income levels below which households are
considered to experience serious economic hardship
— although they are not specifically labeled as such
by Statistics Canada.

1Tt should be noted that changes to UT preceded most
of the provincial cuts to welfare. During the early
1990s, the new restrictions in Ul eligibility contrib-
uted to increasing welfare caseloads.
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T'NCW, 1998b, p. 2.
12 See Fortin and Crémieux 1998, p. 6.

13 Due to the nature of the data received from each

province’s ministry responsible for social assistance,
in some cases the slopes of the decline do not indi-
cate the actual rate of the fall in caseloads. For exam-
ple, the Ontario figure for “employable” is con-
structed as a percentage of total cases. Therefore, it
shows the same rate of change after the policy change
year as does the total caseload. Despite this, it is more
than likely that the rate of decline for ‘employables
exceeded the rate of total caseload decline in each
province. Single individuals make up the largest pro-
portion of the decline in welfare caseloads. This group
was the main target of reforms, and of all categories
of welfare recipients are the ones who could most
easily get by on a low-wage job.

14 The BC Ministry of Economic Security and Social

Development recently released a “BC Benefits Lon-
gitudinal Panel Survey” (presented at SFU Harbour
Centre, Feb. 2, 2000), which offered interesting
insights regarding the usefulness of various training
programs. The study was based on a survey of former
and current income assistance recipients, conducted
by Malatest and Associates Ltd. in 1998. The study’s
value as a comprehensive exit survey, however, is se-
verely limited. Large numbers of the sample of former
income assistance recipients could not be located.
The gross response rate was just 37%. We simply do
not know what has happened to the others. Of those
who did respond, approximately 40% had found
some form of employment. Of these only 61% were
employed full-time, and only 1 in 5 respondents were
surviving on income from employment alone (most
continued to rely on income support sources as well).
Similarly, The Canada West Foundation conducted
a survey of former welfare recipients in Alberta in
1997 (Canada West Foundation, 1997). This study
found that 60% of former welfare recipients had
household income of less than $15,000 (before taxes),




and that 53% of former welfare recipients left wel-
fare because they found work. The Canada West
Foundation study, however, was criticized as “deeply
flawed” on a number of counts by a subsequent re-
port published by the Alberta-based Parkland Insti-
tute. The Parkland critique notes that the CWF sur-
vey completed interviews with only 12% of the
former welfare recipients it attempted to contact
(meaning, again, that we just don't know what hap-
pened to the remaining 88%) (Boychuk, 1998). Fi-
nally, a 1996 survey by welfare authorities in To-
ronto and Ottawa of persons who left welfare found

that only 30% had found paid work (NCW, 1997).
' Benjamin et al., 1998.
1 The technical definition of the elasticity of demand

for labour is the percent change in employed work-
ers divided by the percent change in the wage rate.
(Bruce, 1995).

17 Solow, 1998.
18 Kuhn, 1997.

19 Also, some workers, such as farm workers, those who
work on commission, or those doing piece-work,
may make less than minimum wage.

20 Mishel and Schmitt, 1995.

! Mishel and Schmitt 1995, p. 4. The EPI model used
an elasticity of -0.25.

** Fuchs, Krueger and Poterba, 1997. Goldberg and
Green, in their recent study of minimum wages in
Canada, found the elasticity of demand for labour
near the minimum wage to be 0 to -0.2, making our
use of -0.3 particularly conservative.

» This figure represents only the lost wages of those
already in the paid workforce, and does not include
the wages gained by newly employed workers.

* The Canadian Labour Congress reports that from
1989 to 1997 there was a dramatic decline in the
percentage of unemployed people receiving Ul ben-
efits (from 74% to 36%). In 1997, only 31% of
women who were unemployed qualified for Ul, and
this situation was worse for younger women, only

15% of whom were covered (CLC, 1999).
» Mishel and Schmitt, p. 2.
26 Statistics Canada, 2000b.

7 While real minimum wages did increase slightly in
BC, Ontario and Quebec during the 1990s, these
increases were concentrated in the first half of the
decade. For all provinces, the current real minimum
wage remains well below peak values in the mid-
1970s. For a more detailed study of the economic
gains of minimum wages, see Goldberg and Green,

1999.
% Beaudry and Green, 1997.
% Jackson and Robinson, 2000, p. 19.
%0 Benjamin et al., 1998.
3! Jackson and Robinson 2000, p. 84.
32 Jackson and Robinson 2000, p. 81.
3 Burke and Shields 1999, p. 9.
3% Canadian Council on Social Development, 1999.

% While the employment rate is currently the highest it
has been in the past decade, a downward trend may
take hold due to the economic slowdown in U.S.
economy, which is expected to spill across the bor-
der and affect the Canadian economy and labour
market. This is especially significant given that job
creation in the late 1990s occurred for the most part
in the manufacturing sector and since some U.S.
industries have already announced production cut-

backs.
3¢ Shragge and Deniger, 1997.
% Tbid.
38 Tbid.
% Gorlick and Brethour, 1999.
%0 Canadian Council on Social Development, 1998.
41 Eagle, 1998.
4 Mayson, 1998.
B NCW, 1998.
4 Shragge, 1997.
5 NCW, 1997.

% The 2000 BC Provincial Budget included a very
modest 2% increase in the living allowance compo-
nent of welfare benefit rates.

47 Swanson, 1997.

“NCW 1998a, p. 8.
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