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Economic Outlook Summary

Canada’s economy continues to grow
far below potential, with no sustained
increase in jobs since September.
Looming public spending cuts will
further dampen growth over the next
two years.

On the bright side, the U.S. economy is
performing much better than expected.
Hopefully this will continue through the
political circus of an election year.

Booming resource sectors continue
to buoy western provinces, but the
associated high Canadian dollar is
hurting the export-oriented
manufacturing economies of central
Canada. Employment growth is
expected to slowly pick up, with
gradual declines in unemployment.

Tighter labour markets in the west
should eventually deliver higher wage
increases, following across the board
real wage declines in 2011.

Inflation, which averaged 2.9% in 2011,
is once again expected to decline but
much depends on volatile world prices
for oil and food.

Interest rates remain at historically low
levels. Higher rates will eventually
come but aren’t expected until late this
year or early next, adding 50 or more
basis points to borrowing costs.
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Austerity budgets will hurt economy and increase
unemployment

Austerity budgets being tabled this spring by federal and
provincial governments will slow the economy and could

lead to more than 300,000 job losses. They will also increase
inequality, raising costs for middle and lower incomes and
suppress wage growth.

The real debt crisis is at the household level

Alarmism about public sector deficit and debt problems is
misplaced. The real deficit and debt crisis is at the household
level. Despite recent increases, Canadian government debt
ratios are still far below the levels they reached during the
1990s. With low interest rates, the cost of carrying this debt are
also half what they were. Meanwhile household debt ratios are
at record levels, up more than 50% while corporate debt ratios
have declined by more than 40% from the 1990s.

Fair tax measures could erase deficits without spending
cuts

Governments planning the deepest cuts to public services are
also the ones who recently cut corporate and other tax rates.
Public spending in Canada is hardly out of control, having
recently dropped to its smallest share of the economy in over
30 years. Our governments could easily balance their budgets
without cuts to public spending by introducing a few fair tax
measures.

Canada’s job growth stagnant while U.S. adds 1 million jobs
The tables have turned: Canada’s job market is stagnant while
the U.S. is bouncing back. Despite concerns raised, there’s

no evidence of labour shortages. When they do arise, there’s

a simple and market-friendly solution: increase wages.

Public sector cuts will hurt private sector workers too
Thanks in part to looming public sector austerity measures,
wage increases declined across the board in 2011, averaging

a full per cent below both predecessor agreements and inflation.
With strong correlation between wages, private sector workers
will also be affected by public sector cuts.

The Economic Climate for Bargaining is published four times a year by the Canadian Union of Public
Employees. Contact Toby Sanger (tsanger@cupe.ca) for more information.

* Please note that underlined words are hyperlinks available in the electronic version.
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Austerity budgets will damage the economy and increase unemployment

Canada’s federal and a number of provincial
governments are in the midst of tabling austerity
budgets with severe and ongoing cuts to public
spending, public sector jobs and public services.

The federal budget is expected to include
department-wide cuts of 5% to 10% and greater
privatization of federal public services. While the
details have been kept secret, two different studies
have estimated these public spending cuts will lead
to a loss of over 100,000 jobs.

The Ontario government is also expected to table
a budget with severe spending cuts for at least
the next five years, implementing many of the
recommendations of their special fiscal advisor
Don Drummond.

Drummond told the government it would need to
keep overall program spending growth to only

0.8% per year. After accounting for inflation and
population growth, this translates to a 16% cut in
real spending per person over seven years and -
2.5% per year: twice as deep as Mike Harris’s first
term in office. This would result in an annual cut in
program spending of over $20 billion by 2017/18,
translating to over 200,000 public and private sector
job losses.

They are not alone. B.C.’s budget has frozen
spending and wages in most areas: cuts in real
terms after inflation. New Brunswick’s upcoming
budget is expected to include severe cuts to public
services. These budgets will result in further job
losses, both directly in the public sector and in the
private sector as a result of less spending by
governments and workers in communities.

What's common with all these now austerity-minded
governments is that they all recently cut taxes for
corporations, and in some cases for high incomes.
Public sector workers and the people that depend
on their services are very directly paying for the cost
of corporate tax cuts that have had little or no
positive impact on the economy.

Cuts to Public Spending will Hurt the
Economy
Economic Multiplier per $1 Million spent or cut
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In contrast, public sector spending cuts will have
much more severe impacts on the economy, not
just in terms of jobs, but also by slowing economic
growth (see chart above). Independent bank
economists and even the IMF have told
governments in good fiscal shape, such as Canada,
that public spending cuts will hurt their economies—
and could lead to the damage we are now seeing in
Europe.

Public spending cuts will also increase inequality,
especially hurting middle and lower families who

depend more on public services. Women, 62% of
the public sector workforce, will be more affected.

While austerity measures may be supported by
those eager to share the pain, the reality is public
sector job and wage cuts also suppress wages of
private sector workers (see pages 7-8). The overall
impact will be to reduce wages and increase costs
for households, adding to their growing debt burden

(page 3).

Instead of misguided austerity, our governments
could balance their budgets in a fair and balanced
way without cuts to public services by introducing
a few fair tax measures (see page 4). The tide is
turning—some government may delay or reverse
promised tax cuts—but further progress won’t be
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achieved without public pressure.
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Canadian and Provincial Economic Forecasts

Canadian Economic Outlook- Average of Private Sector Forecasts

Annual growth rates unless indicated 2010 2011 2012 2013
Actual Forecast

Growth in the Economy

Real GDP 3.2% 2.5% 2.0% 2.3%

- Consumer Spending 3.3% 2.2% 1.9% 2.3%

- Business Investment 7.3% 13.7% 5.6% 6.9%

- Government Spending 4.7% 0.5% -0.4% 0.1%

Labour Market

Employment growth 1.4% 1.5% 0.7% 1.2%
Unemployment rate 8.0% 7.5% 7.4% 7.2%
Productivity growth 1.3% 0.6% 1.0% 0.9%
Inflation - Consumer Price Index 1.8% 2.9% 1.9% 2.0%
Corporate Profits before tax 21.2% 15.0% 5.7% 8.1%
Real Personal Disposable Income 3.6% 1.0% 1.7% 2.5%
Personal Savings Rate 4.8% 3.8% 3.2% 3.7%
Housing Starts (000s) 192 193 187 181

Interest Rates and Exchange Rate

Short-term 3 Month T-Bill 0.56% 0.91% 0.93% 1.43%
Long-term 10 Year Bond 3.24% 2.78% 2.19% 2.85%
Exchange rate C$ in U.S. cents $97.1 $101.2 $98.2 $102.0

Averages based on latest forecasts from eight different Canadian forecasters as of March 5, 2012.

Provincial Economic Outlook
% annual growth except where noted
Unemployment

Real GDP Employment Inflation

- Rate -
2012 2013 2012 2013 2012 2013 2012 2013
Canada 2.0 2.3 0.7 1.2 7.4 7.2 1.9 2.0
Newfoundland & Labrador 2.2 2.3 0.8 1.2 12.2 11.8 2.0 2.2
Prince Edward Island 1.7 1.8 1.1 0.8 11.2 10.9 1.9 2.0
Nova Scotia 1.7 2.7 0.9 1.5 8.7 8.3 1.9 2.2
New Brunswick 1.5 2.0 0.7 1.0 9.4 9.1 1.9 2.0
Québec 1.6 2.0 0.3 1.1 7.9 7.7 2.0 2.0
Ontario 1.9 2.2 0.7 1.2 7.8 7.7 1.8 2.0
Manitoba 2.4 2.5 0.8 1.2 5.4 5.2 1.8 2.0
Saskatchewan 3.1 3.4 1.1 1.5 4.9 4.8 2.2 2.4
Alberta 3.2 3.3 2.4 2.0 4.9 4.7 2.1 2.1
British Columbia 2.1 2.5 1.0 1.4 7.3 7.1 1.6 1.5

Based on the average forecasts from four different bank forecasters as of March 5, 2012.
National averages may differ from those reported in the Canadian outlook table because they are from a smaller

group.
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The real debt crisis is at the household level

There is much alarmism about public sector deficit

and debt problems. Canadians are being warned if Surpluses and Deficits by Sector

governments don’t cut spending to eliminate deficits $100 - (billions)
and reduce debts, we'll face a fiscal crisis. 0 75 |
S
But this concern is misplaced and the remedies = $50 -
proposed will make the real problems much worse: ‘g’ $25 -
the real deficit and debt crisis in Canada is at the s g -
>
household level. B o5 |
The top chart to the right shows annual deficits é -$50 -
for the three sectors of the economy. Canadian g -$75 -
households have steadily accumulated more -$100 -
than $350 billion of debt since 2000, compared to 8 2 8 83 885 & 8 3 =
&S &8 8 S R I & & & & R’R

governments’ net debt increase of $135 billion. In
contrast, corporations have amassed surpluses of
over $560 billion. This is a complete reversal of & Households Governments  ® Corporations
the situation that held until 1999: in aggregate
households had savings every year.

In the past decade low wage growth and high Debt Ratios by Sector 1990 to 2011
housing costs have forced households into record 160%
levels of debt. Meanwhile, corporations have

accumulated unprecedented surpluses of cash as
a result of high profits and low rates of investment. 120%

140%

This relationship is also reflected in debt ratios. 100%
Since the early 1990s, household debt ratios have
increased by more than 50%, while corporate debt
ratios have declined by more than 40%. As a 60%
result of the recession, government debt ratios
have increased in recent years, but they are still
20% lower than the height they reached in the mid-
1990s on a gross ba§IS and half the maximum they | Household debt to personal disposible income
reached on a net basis. e Corporate credit market debt to equity

Total gov't gross debt to GDP

80%

40%

In addition, the interest cost of paying for debt
is much lower than it was in the 1990s. As the

bottom chart on the right shows, debt service costs Government Debt Interest/GDP

are at historically low levels. For most Canadian

governments, these costs are less than half the 12%

;itiensa geee;cbr;gd in the 1990s—and are quite 10% % Max (1987 10 2010) |-
: 8% OLatest (2010/11) ...

However, if governments cut public spending and
enforce wage constraints, the real problem of 6%
household debt will get much worse, by increasing
costs for families and reducing income growth.

4%

2%
The solution to these imbalances is clear:
governments need to restore tax rates on the 0%
corporations and high incomes and use the

revenues to create jobs, improve incomes, and

increase public services, relieving pressure on . da Fiscal Ref
household debt. Sources: Finance Canada Fiscal Reference

Tables, Statistics Canada.
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Fair tax measures could erase deficits without program spending cuts

Canada’s federal and a number of provincial
governments are introducing severe cost-cutting
“austerity” budgets, supposedly to eliminate their
deficits and balance their budgets.

But at the same time, these governments have cut
corporate and other taxes, reducing their revenues
by many billions a year, and have ruled out
increasing taxes to help balance their budget.

Despite the alarmism, public spending in Canada
is hardly out of control. In fact, before the recent
recession hit, the combined public spending of all
levels of government dropped to its lowest share

of the economy in over thirty years. This year,
Canadian governments are expected to spend less
per person than the United States does, for the first
time in many decades.

Balancing the budget should be done in a balanced
way—and not solely through spending cuts. Other
governments are increasing taxes and revenues to
reduce their deficits and Canadian governments
should do so in a progressive way as well.

Tax increases, particularly on corporations and
high incomes, have a smaller negative impact on
the economy than spending cuts do and would lead
to far fewer job losses (see chart on first page).

Government deficits exaggerated

Federal and provincial governments have also
exaggerated their deficit problems, often wildly.

The federal deficit for 2011/12 is already running
about $6 billion lower than forecast, even with
slower economic growth. Higher revenues and
lower debt interest costs will reduce future years’
deficits with the budget balanced by 2014/15 or
2015/15, but at a cost of $4 to $8 billion in spending
cuts. These cuts could be prevented and public
services improved with any number of fair tax
measures (see below).

Ontario’s deficit situation was also wildly
exaggerated by the province’s fiscal advisor,
Don Drummond when he said the province’s
deficit would reach $30 billion in seven years
unless severe spending cuts are made.

However, this doomsday forecast is based on an
assumption Ontario’s revenues will increase by only
3.2% a year. If revenues grow at a more reasonable
rate of 4.5% (lower than historical rates and in line
with economic growth) Ontario’s deficit would be
less than $10 billion by 2017/18.

Both the federal and Ontario deficits could quite
easily be eliminated in a few years without spending
cuts by introducing fair tax measures. Below are a
few examples of the progressive tax and revenue
measures that could be adopted.

Progressive Tax and Revenue Options for Federal and Ontario Governments
with estimated annual revenues

Federal gov’t: progressive revenue Revenue - . . Revenue
options $billions Ontario: progressive revenue options $billions
Fair taxes for corporations Fair taxes for corporations 625
= Restore federal corporate tax rate to 21% $10.5 : Restore Ontario’s corp_or?te tax rate to 14% .
* Financial activities tax on bank profits and $5.0 Restore corporate capital tax . $1.8

compensation = Financial transactions tax at 0.1% $1.0
Progressive tax on high incomes Progressive tax on high incomes $1.3

. $3.5 = Hike Ontario’s tax on incomes over $250,000 -
» Tax incomes over $250,000 at 35% by two percentage points to 13.16%
Broaden tax base and close ineffective . .
. Broaden tax base and close ineffective and
and regressive tax loopholes :
o _ _ regressive tax loopholes

" _Ellmlna_te and restrict regressive and $10.0+ = Eliminate stock option and capital gains $1.5

ineffective federal tax loopholes and loonhole

subsidies, including for stock options, . Ff) f . d . $1.0

capital gains, business meals and Uniform rate for Business Education Taxes

; ’ . = Tax audit, collection and compliance $1.0

entertainment, business R&D, and measures

for fossil fuels.
Total of above measures (billions annually) $29.0 Total of above measures (billions annually) $10.1
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Canada’s job growth stagnant while U.S. economy adds 1 million jobs

No evidence of labour shortages

Canada’s job growth has been stagnant and the
unemployment rate rising since last summer.

In the five months from September to February
employment fell by 37,000. Unemployment climbed
by 40,000 to 1.4 million and the jobless rate rose to
7.4%.

The worsening jobs market in Canada compares
with a much improved situation south of the border.
From September to February almost 1 million jobs
were added to the U.S. economy, reducing the
unemployment rate from 9.1% to 8.3% and cutting
the unemployed rolls by more than a million.

Full-time employment declined by 40,000 in

Canada over this period while part-time employment
increased slightly. Job gains were limited to those
aged 55 and over, with most of these part-time jobs
for women.

Since September the unemployment rate has
increased for all age groups, but it has increased the
most for those aged 55 and over as an increasing
share of this age group joined the labour force.

Public sector employment has declined since last
September and over the past year. Job growth was
strongest in the resource sector, where employment
has increased by 32,000 or 9.5% since September,
and in other (mostly private) services where jobs
have increased by 31,000.

Within the public sector in the year to December
2011:

» Federal government payroll employment was
cut by over 5,000 or 1.3%.

= Provincial public administration employment is
down by 1,200 or 0.3%.

= Local government employment changed little.

= Health and social services employment up by
16,000 or 1.9%.

= Universities, colleges and trades school payroll
employment cut by 12,000 or 3.1%.

= School board employment up by 8,000 or 1.2%.

= Government business enterprises, such as
utilities, employment up by 7,000 or 2.2%.

Austerity budgets will lead to far more public
sector job cuts over the next few years. Studies
by both the CCPA and the Canadian Association
of Professional Employees have estimated that the
$8 billion in cuts anticipated as part of the federal
budget could lead to over 100,000 full-time jobs
being cut.

If the Ontario government follows through with the
recommendations of its Drummond Commission,
the additional job losses for Ontario could be double
that.

Unemployment and Job Vacancy Rates
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Source: latest data from Statistics Canada Labour Force Survey
(Jan 2012) and Job Vacanacy Survey (Sept 2011)
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Few other sectors have escaped job declines since
the end of the summer. There’s been a loss of
44,000 jobs in the trades sector; finance, insurance
and real estate employment is down by 6,000 even
while profits in this sector increase; Employment in
professional services is down by 35,000 and jobs in
construction have declined down by 9,000 as the
residential housing construction cools down.

Manufacturing employment has increased in the last
few months, but it is still 3,000 lower than it was in
September and 41,000 lower than a year ago.

The manufacturing sector continues to struggle

with Canada’s petro-fuelled dollar. In the ten years
since the Canadian dollar has appreciated from

its US $62 value in 2002, manufacturing has shed
almost 500,000 jobs, as Bank of Montreal economist
Doug Porter has highlighted, with over 80% of the
job loss from central Canada.

The commaodity price boom has led to an increase
of jobs in the resource sector, but far less than the
job loss in manufacturing. Corporate profits have
escalated, but without much increase in real wages.

Despite claims it would, the higher value of the
Canadian dollar hasn’t increased productivity by
making imported machinery less expensive. Exactly
the opposite has happened: productivity growth has
declined together with the hollowing out of Canada’s
manufacturing sector.

Instead of increasing their own levels of investment
and employment, business leaders and their lobby
groups are now instead warning of a growing labour
shortage of skilled workers—and using it to argue
for a number of business-friendly policy advantages.

While population and labour force growth will
eventually slow down, there is little evidence
Canada is suffering from any significant labour
shortages. Statistics Canada’s recently revived job
vacancy survey shows that for every job vacancy in
Canada, there are more than three people actively
unemployed (see chart previous page).

If there really were desperate labour shortages,
basic economics suggests employers would
pay more and bid up wages. Instead, we're in
a situation where all major measures of wages
have increased by less than the rate of inflation.
Real wages for workers are declining instead of
rising—and they’re falling all across Canada
(see next page).

This hasn’t stopped governments from proceeding
with measures that will increase unemployment
through public sector job cuts or keep wages low
by increasing the labour supply. These include:

* Increasing the eligible retirement age for public
pensions including Old Age Security and other
incentives to keep seniors employed.

= A major overhaul to make Canada’s immigration
system much more business friendly, including
giving employers the ability to hand-pick and
fast-track potential employees as immigrants,
as was recently announced by Jason Kenney,
federal Minister of Immigration.

Together with measures to help youth, Aboriginal
Canadians and other under-employed people
into jobs, there’s a much simpler, fairer and more
market-friendly solution to the potential problem
of labour shortages: pay higher wages.
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Public sector cuts will hurt private sector workers too

Recent wage settlements show that all workers,
public and private, faced declining average real
wages last year.

Wage increases for all major settlements reached in
2011 averaged only 1.8%, well below the inflation
rate of 2.9%.

Public sector wage suppression meant wage
increases for public sector workers averaged only
1.7%, also keeping wage increases for private sector
workers low.

Despite the growing economy, rising profits and
higher inflation, wage settlements for private sector
workers averaged only 2.1% in 2011, no more than
in 2010.

But what’s revealing is when these wage settlements
are compared with the wage increases these same
workers gained in their predecessor contracts.

The previous contracts provided annual wage
increases averaging 2.9% each year compared to
1.8% in these current contracts. In every province
and every industry sector (except transportation), the
2011 settlement wage increases were lower—and
most substantially lower—than their predecessor
contracts (see chart at right).

Reports by business lobby groups claiming all public
sector workers are overpaid have been used to
generate resentment against public sector workers
and to build public support for wage freezes,
concessions and contracting out—despite their
results having been discredited.

The fact is, overall averages wages are very similar
when similar occupations are compared, but public
sector pay is much more equitable, with higher
wages for lower paid occupations and less excessive
pay for higher paid occupations.

(See CUPE’s Battle of the Wages report).

Inflation and Average Wage Increases
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There’s been much debate about whether workers in
the public sector are paid more than those working
similar jobs in the private sector.

What's often ignored is the fact that there is a strong
correlation between public and private sector wage
increases as the chart to the left shows. Lower wage
increases for public sector workers mean lower wage
increases for private sector workers and vice versa.

It's revealing that when the federal Assistant Deputy
Minister of Finance testified in court about the federal
Expenditure Restraint Act, he stated that one of the
top policy objectives of the federal government’s
wage constraint legislation was “fo reduce undue
upward pressure on private sector wages.”

Studies have shown a strong correlation between
public and private wages, and also that public
sector job cuts reduce private sector wage growth.
These results have been used by policy-makers to
argue for public wage constraints. They argue that
reductions in public sector wage increases would
not just reduce government deficits, but would also
improve competitiveness by reducing wage growth
of private sector workers.
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This approach is completely misguided. Our
economies are suffering from a lack of demand,
not from a lack of competitiveness caused by rising
wages.

Real wages for workers have declined all across the
country. Low wage increases are compounding the
larger debt problem of record rates of household
debt, not the public deficits that governments can
soon grow out of.

This year started with a number of private and public
sector employers aggressively attacking employee
wages.

= At the Electro-Motive plant in London Ontario
450 workers lost their jobs after refusing to
accept a 50 per cent wage cut demanded by
their highly profitable and tax-credit collecting
employer Caterpillar.

= The City of Toronto has plans to contract-out
about 1,000 cleaning jobs represented by
CUPE 79, following contracting-out of garbage
collection and other services. This will mean pay
cuts of up to 50 per cent for those working these
jobs.

» In Alma Quebec, Rio Tinto Alcan, another highly
profitable company, locked-out 780 workers
following contract negotiations where the
employer demanded new workers be hired
through contracts at half the existing wages—
bringing in much lower two-tier wages for these
younger workers.

American writer Les Leopold recently said it best:

“Do public sector workers earn more than private
sector workers? Who cares? This boneheaded
question has us fighting over the crumbs.

The real question is: Why have most workers
seen their standard of living stall over the last
generation? ”

Labour and political relations over the next few years
will determine whether the next generation of
workers faces a stalling, declining or improving
standard of living.

Major CUPE Agreements
Reported October —-December 2011

Emplover Average | Duration
ploy Increase | (months)

Air Canada 2.2 48

Université de Sherbrooke 2.3 84

Umversyty of Toronto service 17 48

and maintenance

Ontario Community Care 0.9 36

Access Centres

City of Brampton 2.0 24

Children's Aid Society of 15 48

Toronto

McMaster University TAs 1.2 60

Separate School Division

No. 20 Saskatoon 3.0 36

Calgary Public Library 2.8 36

B.C. Community Social

Services Employers 0.0 24

Association

PNE Vancouver 15 36

C!ty Qf Victoria and Reg. 20 36

District
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Major Collective Bargaining Average Wage Settlements by Year and Quarter

2008 2009 2010 2011 2011Q2 2011Q3 2011Q4
All Average 3.2 2.4 1.8 1.8 2.0 2.0 1.7
Public Sector 35 2.5 1.6 1.7 1.9 2.1 1.5
Private Sector 25 1.8 2.1 2.1 2.1 1.9 2.1
CPlI Inflation: 2.3 0.3 1.8 2.9 3.4 3.0 2.7

Average Wage Settlements by Province — Major Agreements

NL PEI NS NB QC ON MB SK AB BC Federal
2008 5.0 3.0 4.1 3.7 2.4 2.6 3.4 5.1 4.8 25 2.9
2009 5.0 3.6 2.9 6.0 2.2 2.4 2.9 5.0 4.4 2.8 1.6
2010 1.7 2.7 15 2.1 1.5 2.0 2.1 2.4 35 0.2 1.7
2011 - 2.0 14 1.1 1.8 1.6 1.7 2.7 24 0.5 2.2
2011CPI 3.4 2.9 3.8 35 3.0 3.1 2.9 2.8 24 2.3 2.7

Average Wage Settlements by Industry — Major Agreements

Industry 2008 2009 2010 2011 2011Q3  2011Q4
Primary 3.9 2.5 3.3 2.7 - 2.2
Utilities 2.3 3.0 14 2.8 2.1 2.5
Construction 5.4 3.4 2.4 2.1 2.0 3.2
Manufacturing 1.1 1.7 15 1.8 2.4 2.3
Wholesale and Retail 2.8 1.8 11 1.8 1.6 1.3
Transportation 3.1 11 2.2 2.3 1.3 2.6
Information and Culture 2.0 2.0 0.8 1.9 1.9 1.8
Finance and Professional Services 2.8 25 3.2 2.1 2.1 2.1
Education, Health, Social Services 3.8 3.0 1.6 15 2.3 1.3
Entertainment and Hospitality 1.9 2.0 2.2 1.6 1.3 15
Public Administration 2.7 2.1 15 1.9 2.1 15

Source: Human Resources and Skills Development Canada, Major Wage Settlements, [latest information as
of March 1, 2012] http://www.hrsdc.gc.ca/eng/labour/labour_relations/info_analysis/index.shtml Consumer

Price Index (Statistics Canada 326-0001). Q4 = 4™ quarter (e.g. October to December inclusive).

mf/icoped91l
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