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This Economic Insights article documents the expansion of two-step immigration selection in
Canada since the early 2000s. Two-step immigration selection refers to the selection of
economic immigrants from among temporary foreign workers. The increased transition of a
rapidly rising number of temporary foreign workers to permanent residence was made possible
through the shifting composition of admission programs towards provincial programs and the
Canadian Experience Class, and the growing reliance on temporary foreign workers within each
admission program. Among economic principal applicants, the share with pre-landing Canadian
work experience increased from 12% for the 2000 landing cohort to 59% for the 2018 landing
cohort.

This is the second of five articles on the two-step selection process.

Introduction

Canada, like Australia and New Zealand, selects an increasing share of economic immigrants
from among temporary foreign workers. In this process, Canadian employers play a major role in
recruiting and evaluating temporary foreign workers, while the government decides how many
and which temporary foreign workers are eligible for admission as permanent residents, based
on a set of criteria. As a previous review article noted, this two-step immigration process has many
advantages and some potential challenges (Crossman, Hou and Picot 2020). The main
advantages include a close match between immigrant skills and labour market demand, and
improved labour market outcomes of immigrants. The key challenges are for the government to
ensure temporary foreign workers are not subject to exploitative work conditions, to mitigate
possible negative impact on the domestic workers, to ensure that the process is responding to
labour market shortages rather than routine short-term job vacancies driven by turnover, and to
maintain a balance between meeting the short-term and long-term needs of the labour market
and broader economy.

Since the late 1990s, Canada has created new transition pathways for temporary foreign workers
and international students to become permanent residents, such as the Provincial Nominee
Programs and the Canadian Experience Class (Hou and Bonikowska 2018; IRCC 2015, 2017).
Furthermore, the emphasis on pre-arranged job offers, Canadian work experience, and English
or French language ability in the recently implemented Express Entry system of selecting
economic immigrants also benefits temporary foreign workers seeking permanent residence
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(Luand Hou 2017). These policy changes have prompted rapid expansion of two-step
immigration selection.

This article is the second part of a five-part series that provides a broad overview of the increasing
importance of temporary foreign workers in the selection and labour market outcomes of new
immigrants. While the first article provides an overview of the literature on the advantages and
potential risks of two-step immigration selection, this article documents how the two-step selection
process expanded in Canada. It describes the increase in the number of temporary foreign
workers and their transition to permanent residence. It further examines the role of shifting
admission programs of economic immigrants in the expansion of two-step selection in Canada.

The rising number of temporary foreign workers and their transition to permanent
residence

The expansion of two-step immigration selection in Canada has been driven by both increased
number of temporary foreign temporary workers and rate of transition to permanent residency.
From 2000 to 2018, the number of temporary foreign residents who held work permits in Canada
has increased 6 fold, from 66,600 in 2000 to 429,000 in 2018 (Chart 1).* The majority of temporary
foreign workers are admitted through two programs: the Temporary Foreign Worker Program
(TFWP) or the International Mobility Program (IMP). The TFWP is designed to fill short-term
labour shortages. TFWP participants hold an employer-specific work permit, which restricts them
to a specific employer who has been required to prove an inability to find suitable Canadian
workers. The IMP aims to advance Canada’s broad economic and cultural interests (Government
of Canada 2016). The majority of IMP participants hold an open work permit, which allows them
to work for any employer willing to hire them. In addition to work permit holders, some foreign
temporary residents, particularly international students, can work in Canada without a work
permit.

1. These numbers are the counts of valid permit holders on the last day of each year. IRCC also reports
the number of unique permit holders who held a valid permit at some points within the calendar year.
The number based on the last day of each year is considerably small than the number based on calendar
year. For instance, in 2017, there were 321,755 work permit holders on December 31, but 587,100 work
permit holders with valid work permits in the calendar year. At the time of writing this article, the 2018
number for work permit holders in the calendar year was not available.
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Chart 1
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1. The number of valid work permit holders on December 31 of each year.

Source: Immigration, Refugees and Citizenship Canada: Temporary Residents Monthly Update, www.cic.gc ca/opendata-donnessouvertes/data/
IRCC_M_TR_0007_E.xs, Temporary Foreign Worker Program work permit holders on December 31st //www.cic.gc.calopendata-donneesouvertes/
data/IRCC M_TR_0011_E.xls; Statistics Canada, Table 14-10-0327-01. Accessed March 29, 2020.

Over the 2000 to 2018 period, the two main temporary foreign worker programs had divergent
trends. The number of TFWP participants decreased after reaching a peak during the 2008-2009
recession when the national unemployment rate jumped by 2 percentage points (Chart 1). While
the TFWP followed general economic conditions in most of the study period, the number of IMP
participants increased steadily regardless of changes in overall economic conditions. By 2018,
the number of IMP participants reached 6 times higher than that of TFWP participants.

Not all work permit holders actually worked in Canada in any given year. Some permit holders
may leave Canada shortly after arriving Canada without having held a job. Others may have either
not looked for a job or not been able to find a job, particularly those participating in the International
Exchange Canada (IEC) program.? It is also possible some permit holders worked in Canada but
were not issued a T4 Canadian tax form (e.qg., if they were paid directly by firm headquarters
located outside Canada) (Lu and Hou 2019). Using the receipt of T4 earnings as a proxy measure
of engagement in the Canadian labour market, Lu and Hou (2019) found that in 2016, 61% of
open work permit holders (who comprised the majority of IMP participants) had T4 earnings, while
44% of high@skill employer-specific work permit holders and 85% of low@skill employer-specific
work permit holders had T4 earnings.

While their number is rising rapidly, an increasing share of temporary foreign workers have made
the transition to permanent residence. Estimates by Lu and Hou (2017) and Prokopenko and Hou
(2018) showed that the share of temporary foreign workers® who obtained permanent residency
status by the 5th year after their initial arrival (i.e. the five year cumulative transition rate) increased
from 9% for the 1995-1999 arrival cohort, to 14% for the 2000-2004 cohort, and again to 22% for
the 2005-2009 cohort. Updated analyses using a more inclusive definition of first-time temporary

2. Foreign nationals aged 18 to 35 years are in Canada through the IEC program under three categories:
Working Holiday, Young Professionals, and International Co-op (Internship).
3. Those whose first ever permit in Canada was a work permit.
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foreign workers* showed the 10-year cumulative transition rate increased from 30% for the 2001
cohort to 39% for the 2006 cohort.> Thus, among those who obtained their first work permits in
2006, over one third had become permanent residents 10 years later.

Results from the 1995-1999 and 2000-2004 cohorts, for which available data points are longer
than 10 years, show cumulative transition rates increased little after 10 years. Generally the
likelihood of making a transition to permanent residency accelerates in the second year after
obtaining the first work permit, but starts to level off after the 5th year, and changes little after
10 years. It remains to be seen whether more recent cohorts will follow these patterns (Lu and
Hou 2017; Prokopenko and Hou 2018).

The cumulative transition rates vary considerably by temporary foreign worker permit type. For
instance, among the 2006 cohort, the 10 year transition rate reached 51% for low-skill
employer-specific work permit holders, 47% for open work permit holders, but only 20% for high-
skill employer-specific work permit holders. The main reason for the high transition rate among
low-skill employer-specific work permit holders is that for the 2006 (or earlier) cohort, most came
under the Live-in Caregiver program which allows participants to apply for permanent residency
after having worked as caregivers in their clients’ home in Canada for two years (Lu and Hou
2017).6 High-skill employer-specific work permit holders have more pathways to seek permanent
residency, but they may not be highly motivated to do so because their skills are sought after
internationally (Ci, Hou and Morissette 2018; Prokopenko and Hou 2018). Open work permit
holders are a mixed group, and their work permits do not contain information on skill level (Lu and
Hou 2019).

It is important to note that the relatively high transition rate among low-skilled temporary foreign
workers does not mean they have a high share among those who transition to permanent
residents. For instance, for the 2006 cohort of new temporary foreign workers, only 18% held
low-skilled work permits. Among those who had become permanent residents 10 years later, only
23% were low-skilled temporary foreign workers.” An alternative measure of the skill distribution
among temporary foreign workers who become permanent residents is their level of pre-landing
Canadian earnings. Among economic immigrant principal applicants who landed in 2018, only
10% had low pre-immigration annual earnings ($20,000 or less in 2017 dollars), while the shares
with medium ($20,000 to $50,000) and high earnings (over $50,000) were 59% and 31%
respectively (see Table 2).

Shifting immigrant categories and the expansion of two-step immigration
selection

The expansion of the two-step immigration selection was driven in part by significant changes in
the types of programs used to select economic immigrants. Until the late 1990s, the Canadian
Federal Skilled Worker Program (FSWP) was the primary stream within the economic immigration
category. In an effort to improve the ability of the immigration system to respond to regional and
sectoral skill shortages, the Government of Canada introduced a number of new programs,

4. Those who received a work permit for the first time but may have other permits, such as a study permit,
before the first work permit.

5. Unpublished numbers produced for the article by Lu and Hou (2019).

6. In 2014, the LCP was replaced by two new pathways to permanent residence for caregivers: the caring
for children class and the caring for people with high medical needs class.

7. Calculated from the tables in Lu and Hou (2019).
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notably the Provincial Nominee Programs (PNP) in 1998, and the Canadian Experience Class
(CEC) in 2008 (Ferrer, Picot and Riddell 2014; Hou and Picot 2016; IRCC 2015, 2017b). The
province of Quebec has had its own provincial immigration program, the Quebec Skilled Workers
Program (QSWP), since 1991.

These programs select permanent residents based on their potential ability to do well in the labour
market, but they are administered differently and have different selection criteria. The PNPs are
jointly administered by the federal and provincial governments. Provinces and territories nominate
immigrants for their jurisdictions. The nominees are then assessed by the federal immigration
department based on federal admissibility criteria. The CEC was introduced to help attract and
retain highly skilled workers and international graduates who had demonstrated their ability to
integrate into the Canadian labour market (IRCC 2015). The CEC provides a direct pathway to
permanent residency for highly skilled workers and international graduates who have at least one
year of skilled Canadian work experience (Alboim and Cohl 2012; IRCC 2015).

Over the past several years, the PNP and CEC programs have grown significantly while the
proportion of immigrants entering through the FSWP declined. By 2018, FSWP entrants
represented just 20% of all economic immigrants entering Canada while provincial programs
(PNPs and Quebec admissions) and the CEC had increased to 50% and 15% respectively
(IRCC nd.). The change in the admission categories was particularly large among economic class
principal applicants. For these immigrants, the FSWP went from being the dominant selection
program in 2000 (accounting for 78% of economic principal applicants) to being smaller than the
provincial programs in 2018 (accounting for less than 30%) (Chart 2).

Chart 2

The composition of economic immigrant principal applicants by admission category
percent
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Source: Statistics Canada, The Longitudinal Immigration Database.

The shift toward provincial programs and CEC is significant because they have had a larger share
of entering immigrants who were previously temporary foreign workers than has been the case
for the FSWP. Accordingly, this redistribution towards the CEC and provincial programs drove up
the overall share of economic immigrants with previous Canadian work experience. A second
factor also came into play. Within the provincial programs, the share of selected immigrants who
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were previously temporary foreign workers was increasing over time. In 2000, there was little
difference between the FSWP and provincial programs in the share of selected immigrants with
pre-immigration Canadian earnings, at 11% and 9% respectively for principal applicants (Table
1). By 2018 however, this share had increased to 62% in the provincial programs, and only around
20% in the FSWP.2 By definition, almost 100% of immigrants selected via the CEC have previous
Canadian work experience as this is a requirement for admission.

A simple decomposition demonstrates that the redistribution towards the CEC and provincial
programs, combined with the rising tendency of the provincial programs to select immigrants from
the temporary foreign worker pool, contributed essentially the entire (98%) increase in the share
of economic immigrants with pre-landing Canadian earnings over the 2000 to 2018 period. Among
all entering adult economic immigrants, this share increased from 8% in 2000 to 46% in 2018.
This increase was observed among both principal applicants and their spouses and dependents,
although more noticeably among the principal applicants. By 2018, 59% of economic principal
applicants had worked in Canada before landing (up from 12% in 2000), along with 22% of the
spouses and dependents (up from 2% in 2000).

8. Other much smaller federal economic immigrant programs include the skilled trades, live-in caregivers,
federal entrepreneurs, investors and the self-employed programs. In the aggregate, the share with
pre-landing earnings in this group increased from 30% in 2000 to 96% in 2018. However, these are
small programs accounting for a very small share of federal economic immigrants.
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The share with pre-landing Canadian earnings among economic immigrants
aged 18 or older at landing

All economic immigrants

Principal applicants

Federal Canadian Other
Principal Spouse/ skilled Provincial experience federal
All applicants dependant| workers programs class programs

percent
2000 7.8 115 21 8.7 11.2 38.1
2001 7.5 11.0 22 8.1 11.3 41.0
2002 7.8 114 2.3 8.2 13.2 41.4
2003 9.0 13.0 2.7 7.8 13.8 59.1
2004 10.9 15.7 4.0 11.2 14.2 57.6
2005 9.9 14.8 35 9.5 13.7 57.6
2006 15.7 22.6 6.0 16.8 20.9 56.2
2007 18.1 25.8 7.1 20.9 22.9 59.2
2008 21.8 31.1 8.4 243 26.0 63.7
2009 248 34.6 9.8 243 29.9 97.7 60.9
2010 23.3 32.9 8.8 18.8 29.6 97.5 64.4
2011 23.2 32.7 8.7 141 29.9 97.9 55.9
2012 27.9 39.4 11.0 16.3 38.3 97.3 74.8
2013 33.1 44.9 13.8 154 49.2 97.9 63.3
2014 44.1 57.8 19.0 243 46.4 98.3 78.3
2015 435 58.6 18.4 14.2 59.1 98.3 83.4
2016 43.4 58.6 19.2 33.0 53.4 98.0 85.2
2017 52.2 67.3 235 22.3 56.4 97.7 94.9
2018 46.3 59.0 21.8 10.7 62.2 97.2 95.7

... not applicable

Source: Statistics Canada, The Longitudinal Immigration Database.
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Not only did the share of immigrants who were previously temporary foreign workers increase,
but their pre-landing earnings characteristics also changed over the 2000 to 2018 period. The
average annual pre-landing Canadian earnings among economic principal applicants who were
previously temporary foreign workers increased from $43,600 ($2017) in 2000 to $48,600 in 2018,
not a large change in real earnings over almost 20 years. However, this relative stability masked
two significant changes. The share with low pre-immigration Canadian earnings (under $20,000
annually) fell from 38% to 10% between 2000 and 2018 (Table 2). While the proportion with high
pre-landing earnings (over $50,000) rose from 21% to 31%, their average earnings fell
significantly from $129,000 ($2017) to $87,000 over the same period. Thus, both very low earners
and very high earners constituted a smaller proportion of temporary foreign workers who made
the transition to permanent residency. Over the period, the proportion of economic principal
applicants who had middle-level earnings ($20,000 to $50,000) increased from 41% in 2000
to 59% in 2018.

These trends in annual earnings could be related to changes in labour market engagement
(i.e., working longer or fewer hours per year), or changes in the wage rate, or both. The
Longitudinal Immigration Database (IMDB) does not contain relevant information to separate
these effects. The decline in the share of very low earnings workers suggests a reduction in the
number of lower skilled workers making the transition, although some of the decline could be due
to temporary foreign workers in the IMP in particular simply finding jobs with more hours per year.

Regarding the decline in the annual earnings of high wage earners who were principal applicants,
multivariate analysis® reveals that it was primarily associated with changes in three
socio-demographic characteristics: education, source region, and landing age. Over the
mid-2000s to mid-2010s, the share of these immigrants with a graduate degree (master's or
doctorate) fell (e.g., from 45% in 2005 to 31% in 2014). There were also significant shifts in the
source regions of these immigrants. The share of high earners from the United States, Northern
and Western Europe decreased from 45% in 2005 to 22% in 2018, while the share from Southern
Asia and Southeastern Asia increased from 12% to 37% over the period. The average age at
landing among this group of immigrants also decreased, from around 38 years in the mid-2010s
to 33 years in 2018. Depending on which years are compared, these three factors accounted for
one-half to two-thirds of the decline in pre-immigration Canadian earnings in the high-earner
group. This analysis suggests that among the highly skilled, there was a decline in the share who
were very high skilled (i.e. highly educated), and a movement towards individuals from regions
that traditionally have lower earnings for reasons related to language, lower returns to their
education, and other factors. At the same time, the consequence of a flow of immigrants that are
on average younger may be that initial earnings levels after permanent residency is obtained are
not as high relative to those immigrants landing at a more mature age, if older age reflects a
premium allocated to work experience and is an advantage in short-term labour market outcomes.

9. The multivariate model uses maximum annual earnings ever received in Canada before immigration as
the dependent variable. The focal independent variable is the immigrant entry cohort, which is created
as a series of dummy variables, one for each entry year from 2000 to 2015. Other explanatory variables
include source region, education, official language knowledge at landing, age at landing, number of
years with earnings in Canada before immigration, admission category, and temporary resident permit

type.
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Overall these earnings trends suggest relatively little change in the average quality of the
temporary foreign workers making the transition to permanent residency, but significant change
in the upper and lower tails of the skills distribution.

Table 2
The distribution and average pre-immigration Canadian earnings among economic immigrant
principal applicants, aged 18 and older at landing

Ppercentage distribution Average earnings Median earnings
0-  >%$20,000 - 0-  >%$20,000 - 0- >$20,000 - Total
<=$20,000 <=$50,000 >$50,000| <=$20,000 <=$50,000 >$50,000 <=$20,000 <=$50,000 >$50,000 average
percent 2017 dollars 2017 dollars

2000 38.3 40.5 21.2 11,800 28,900 129,100 12,414 25,897 86,639 43,607
2001 374 40.9 21.7 11,800 28,900 131,600 12,730 25,992 88,581 44,764
2002 34.7 39.2 26.0 11,500 29,300 126,600 11,997 26,544 91,269 48,433
2003 32.3 43.9 23.9 11,600 29,000 137,200 12,465 26,266 97,343 49,203
2004 30.8 40.0 29.2 11,500 29,100 142,100 12,518 26,120 99,484 56,666
2005 34.2 41.4 244 12,200 28,600 144,300 13,690 25,826 99,083 51,202
2006 34.2 41.8 24.0 11,600 29,600 133,200 12,508 27,056 96,272 48,303
2007 31.9 42.8 253 11,500 30,400 126,800 12,545 28,223 91,131 48,760
2008 29.8 45.8 24.4 13,100 29,900 117,300 14,703 27,340 84,431 46,250
2009 24.8 48.9 26.3 13,200 31,500 110,500 15,085 29,843 80,572 47,706
2010 22.7 50.7 26.7 13,600 31,300 107,000 15,388 29,373 79,345 47,460
2011 171 53.7 29.1 13,500 32,300 105,600 15,245 31,123 79,990 50,430
2012 14.3 54.9 30.8 12,100 33,600 103,900 13,157 33,050 76,731 52,188
2013 13.9 56.4 29.7 12,300 33,000 99,000 13,642 32,135 74,786 49,703
2014 10.4 59.0 30.7 13,300 32,400 98,900 15,233 31,515 75,809 50,800
2015 10.1 59.8 30.1 12,600 32,500 96,700 13,978 31,541 74,440 49,791
2016 9.3 55.3 354 12,100 33,700 94,700 13,233 33,087 74,459 53,253
2017 9.4 58.3 32.3 12,500 33,700 91,100 13,747 33,072 71,645 50,230
2018 9.5 59.4 31.1 12,300 34,100 87,200 13,559 33,609 69,553 48,550

Note: Earnings are rounded to the nearest 100.
Source: Statistics Canada, The Longitudinal Immigration Database.

Summary

The expansion of two-step immigration selection in Canada has been propelled by the rising
number of temporary foreign workers and their increased rate of transition to permanent
residency. Over the 2000 to 2018 period, the number of temporary foreign workers (those who
held valid work permits on December 31) in Canada went up from roughly 60,000 to 429,300
individuals. That said, not all work permit holders have earnings during any given year. There has
not been a close correlation between the change in the national unemployment rate and the
number of temporary foreign workers present in Canada since the early 2000s, due mostly to the
continuing expansion of the International Mobility Program, even though the Temporary Foreign
Worker Program followed the general economic conditions over the 2000s and early 2010s.
Overall, the changes in the total number of temporary foreign workers have not been
corresponding to the labour market demand. Among temporary foreign workers who obtained
their first work permits in the early 2000s, over one-third became permanent residents within the
subsequent 10 years.

The expansion of two-step selection is evident in the rapidly rising number of economic
immigrants with pre-landing Canadian experience. In 2000, 8% of economic immigrants had
pre-landing Canadian earnings; this increased to 46% in 2018. Among principal applicants, the
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share with pre-landing Canadian earnings increased from 12% to 59%, respectively. This
expansion occurred for two reasons: the shift towards provincial programs and the Canadian
Experience Class (CEC), programs which both target temporary foreign workers, and an
increased share of permanent residents who had previous Canadian earnings within provincial
programs. The various admission programs differ considerably with respect to shares of new
immigrants who had previously worked in Canada. In 2018 the Federal Skilled Worker Program
(FSWP) had the lowest rate of selecting applicants with previous Canadian work experience—
11% of those selected had pre-immigration Canadian earnings, compared with 62% in the
provincial programs, and 97% among the CEC. These differences are significant because there
has been a major shift in admission programs of economic immigrants. Up to the late 1990s, the
FSWP was the primary entry stream for economic immigrants, but its share declined to about
one-quarter by the mid-2010s. Meanwhile, the provincial programs (plus the Québec admission
stream) increased and became the largest entry stream.

The types of temporary foreign workers selected—as indicated by their pre-landing Canadian
earnings—also changed over the 2000 to 2018 period. The share with low pre-landing annual
earnings fell from 38% to 10% of all economic principal applicants with pre-immigration Canadian
earnings. The share with mid-level pre-immigration Canadian earnings rose from 41% to 59%,
and the share with high pre-immigration Canadian earnings rose from 21% to 31%, although the
average earnings of these high earners declined significantly over the period. Overall these
earnings trends suggest relatively little change in the average quality of the temporary foreign
workers making the transition to permanent residency, but significant change in the upper and
lower tails of the skills distribution.
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