Canada’s Job Market — Strengths & Challenges
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e Canada’s job gain showcased resilience, but mixed details...
GLOBAL ECONOMICS e ..but hours worked indicate a strong Q1 for GDP...
e ..and wage growth rebounded

SCOTIAFLASH e This supports our call for the BoC to be in no rush to ease
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e Public sector payrolls continue their record gains
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Chart1 Canada added another 40,700 jobs in February. While the details were mixed, they were
Canadian Jobs Break Down good enough and the job market remains resilient. Wage growth rebounded and is still
Province m/m outpacing inflation and productivity. Hours worked are indicating that Q1 GDP is on track
Alberta 174k for a solid rebound that could at least halt progress toward opening disinflationary slack,
Quebec +8.8k if not reverse it. Overall this is a strong set of numbers that further leans against any rush
e LB for the BoC to ease. Chart 1 provides a few summary measures.
Nova Scotia +6.3k MARKETS—CAD SLIGHTLY FIRMER, RATES UNDERPERFORM U.S.
British Columbia +5.9k
Saskatchewan +2.3k Markets reacted more to the US numbers that were still pretty decent but missed
New Brunswick +0.5k expectations net of revisions. Canada’s front-end slightly rallied in tandem with the US
Prince Edward Island 0.0k with the 2s yield dipping by a modest 1-2bps post data. Nonfarm was respectable at
Newfoundland & Labrador -1.8k 275k but with =117k of negative revisions. USDCAD is little changed post-jobs.
Manitoba 53k BANK OF CANADA—NO RUSH TO CUT
Employment Type m/m
Full Time +70 6k The evidence at the margin here supports our call for the BoC to be in hurry to cut rates
Part Time -29.9k and this will be elaborated upon in the pertinent sections below. We are tracking a
Bulslie Saciar +18.8k decent rebound in the economy during Q1. Wage growth is still well above the BoC’s
Private Sector 16.4k target and likely to remain there as productivity remains poor. The job market remains
Self Employed +38.3k resilient no matter how you slice the data.
Sources: Scotiabank Economics, Statistics Canada. WAGE GROWTH REBOUNDED

Chart 2 Wages of permanent employees accelerated to 4.2% m/m SAAR which is a solid rebound from

Average Hourly Wages of the prior month’s dip of <1.6% m/m SAAR (chart 2). The year-over-year growth rate ebbed a few
Permanent Workers tenths to 4.9% from 5.3% but we're still getting wage gains well above the BoC’s inflation target.

1; ?A//TR% che. Now, compared to the massive surge last summer that is slowing from ridiculous heights that were

10 pushing into the double digits, but it’s volatile data as the chart shows. We also can’t judge the
8 wage cycle just on the basis of this chart. That's because in a labour where one-in-three workersis
i unionized versus 10% in the US, the wages being struck in collective bargaining agreements are
5 I : | : I I I I | explosive and cementing years of strong wage gains in a key part of the workforce (chart 3).

2 I | T B Canadian wages continue to outpace inflation (chart 4). The 'make-up' argument—that

4 wage gains are being sought to compensate for past inflation—remains nonsense. It is

6L e also out of sync with productivity.

3?35;o§f§;§333m025§f§<; °§§8§§:§ When the BoC talks wages, they should be careful to talk real wage pressures that may

intensify if inflation eases, and in productivity-adjusted terms. I'm not the least bit
Sources: Scotiabank Economics, Statistics Canada,

Haver. convinced that such an approach will cool going forward as opposed to representing

persistent upward pressure upon the BoC’s inflation target.
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REBOUND IN HOURS WORKED SUPPORTS Q1GDP

Total hours worked were up by 0.3% m/m SA.
Statcan curiously described that as ‘little
changed.” What??? Good heavens, 0.3 is a very
solid gain and it supports expectations for a
decent gain in February GDP pending more data
on the activity side.

What’s more, hours worked are tracking a jump
of 3.3% g/q at a seasonally adjusted and
annualized rate (SAAR). That’s based on the
0.3% gain in February, the 0.6% jump in
January, the Q4 average and assuming March
comes in flat in order to focus the math upon
the effects of what is known thus far without
imposing arbitrary judgement on March.

As chart 5 shows, that’s the biggest lift to hours
worked since 2023Q1when hours were up by
4.9%. Recall that GDP was up by 2.6% q/q SAAR
that quarter.

Chart 6 also makes the point about why Q4
GDP was ok but soft and Final Domestic
Demand slipped, while Q1is rebounding. Q4
was nailed by strikes in Quebec in particular
(public sector, St. Lawrence Seaway). They
went back into Q1and so that's part of why
hours and GDP are rebounding. The two need
to be smoothed, yet so much of the
commentary is just focused upon the data
without asking why.

MIXED DETAILS TO THE GAIN IN JOBS
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There were pluses and minuses across the details.

For one, all the gain was in full-time employment (+70.6k) as part-time jobs fell by 29.9k.

That reverses the prior month’s 49k jump in part-time and 11.6k drop in full-time.

Breadth across sectors was mixed. Chart 7 breaks down the gains by industrial sectors and
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it was ok in that regard. The overall goods sector was down 6.3k while services were up 47k.

| don’t like to see private payrolls down by 16.5k. Private companies are the drivers of wealth

in the economy. That'’s a blemish, but it comes after four decent prior gains.

Public sector payrolls were up by another 18.8k including 8.8k in public administration. The

massive upward march in public sector jobs is continuing (charts 8, 9). 52% of all jobs

created in Canada since the start of the pandemic have been in the public sector including
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Chart 4
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Chart7

February Changes in Canadian Employment
Levels by Sector
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18.4% of all jobs created over this period that have been in public administration (civil Manufacturing m/m

servants). This rising weight on sagging productivity (chart 10) is not helping matters. Retail & Wholesale Trade Chgr(‘)goes'
Educational Services

Self-employed positions were up by 38.3k. Self-employed jobs are valuable to the Canadian 20 0 o 10 20 30

economy, but it’s the softest of soft data with a higher standard deviation around the Sources: Scotiabank Economics, Statistics Canada.

estimates than for total employment changes.
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POPULATION GROWTH IS BREAKING RECORDS Chart 8 Chart9
Population was up by another 83k in February over ~ Hiring of Public Sector Workers During Hiring of Civil Servants During
January. It’s up by 1.03 million in year-over-year Canadian Prime Ministers' Terms Canadian Prime Ministers’ Terms
1000 iy . .

terms. February and January combined were the s0o | roling cumuative 400 rrolling cumulative change in jobs, SA, 000s
strongest back-to-back months for population 500 change in jobs, SA, 000s 300 |
growth in recorded history. Chart 11 shows the
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massive surge that is occurring and it’s being fed by
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unsustainably high immigration, in my view. Chart 12 100
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does the same thing in m/m % terms which is a way 0
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of controlling for different population size over long # of months in the office
iods of ti Eith lice it it d -400 t -100
periods of time. Either way you slice it, it's a record. 1 M 2131 41 51 61 71 81 91101111 121 1 11 21 31 41 51 61 71 81 91101111121
Justin Trudeau e Stephen Harper Justin Trudeau e Stephen Harper
I've said it a million times, but will say it again. Paul Martin Jean Chretien Paul Martin Jean Chretien
. . . L . Kim Campbell Brian Mulroney Kim Campbell Brian Mulroney
Canada needs higher immigration in an aging John Turner Joe Clark John Turner Joe Clark

Pierre Trudeau

: . e Pierre Trudeau
Sources: Scotiabank Economics, Statistics Canada.

workforce amid low fertility rates. I've long . grre Trudeau o
ources: Scotiaban conomics, naver.

supported higher immigration to be phased in over
time and advanced strong proposals to do so two decades ago. Canadians are supportive of Chart 10

immigration versus darker discussions elsewhere in the world and | have no time for anyone Canada's Productivity Problem ?
who is going to take a darker approach to the debate. Immigration has been the bedrock of the 98  chained 2017 C$ per hour, SA
Canadian economy’s success since Confederation. Adjusting GDP per capita needs to consider

the possibility that second- and third-round effects could be favourable. 9 r
The pace, however, is too much, too quickly and there was zero planning or preparation done in 88 |
advance of this. It’s as if it was all done on a total lark. The Federal Government is in total scramble

mode as a result and it’s dragging provinces and municipalities along with it. Micro housing 83 I

announcements will build homes over the coming years but we need them now and the volume of
housing being announced is too small to address the demand. Instead of curtailing immigration—
which would be the smart thing to do in my view—we are more likely to see the Budget on April 16th 73

just dig deeper with more housing incentives. Infrastructure shortfalls that already existed are being Public Admin - GDP per hour

made worse. So are teacher shortages and the strained health care and social services. 68 ———
13 14 15 16 17 18 19 20 21 22 23
That's a problem because of the massive allocation of the economy’s resources to consumption, Sources: Scotiabank Economics, Statistics Canada.

housing and government spending with little left over for investment and a productivity focus

(chart 13). That share is at the highest since the late 1980s and early 1990s. Two wrongs will not make a right. As former BoC Governor John
Crow once put it: “Shorter-run biases in economic policy stack the deck in favour of inflation. So while accommodating and encouraging
inflation is all too easy, limiting and reducing inflation is not.”
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