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Abstract

The labour market outcomes of recently arrived immigrants are often more negatively affected during
recessions than those of the Canadian born. Entering the labour market during a recession may also
result in “scarring” effects for both immigrants and Canadian-born workers. But the severity and
characteristics of recessions vary significantly and may affect the outcomes of immigrants differently.
This paper compares immigrants’ outcomes during the past three recessions. The early-1990s recession
was more severe and lasted longer than the 2008/2009 recession. The 1990s recession had a large
differential impact on the employment rates and earnings of recent immigrants, relative to the Canadian
born, while the milder 2008/2009 recession had relatively little differential effect. Both recessions hit the
goods-producing sector hardest, and disproportionately affected men, younger workers, and workers with
lower levels of education and low seniority. During the COVID-19 downturn, accommodation and food
services and retail trade were hit particularly hard; low-wage workers bore the brunt of the recessionary
effect, along with less educated workers and young women. Recently immigrated women experienced a
greater increase in unemployment than Canadian-born women during the COVID-19 recession, caused
in part by their over-representation in some of these groups. There was a small difference between
recently immigrated and Canadian-born men in employment and unemployment rates during the COVID-
19 recession. There was evidence consistent with possible “scarring” effects for the longer-term earnings
of immigrants entering during the early 1990s recession. Evidence from the 2008/2009 recession did not
support such a conclusion. It is too early to assess the longer-term effects of the COVID-19 downturn.
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Introduction

Immigrants often have more negative labour market outcomes during recessions than those born
domestically. For Canada, Aydemir (2003) found that higher unemployment in the year of entry, typically
during recessions, had an adverse effect on the labour force participation and employment probability of
immigrants, relative to the Canadian born. Abbott and Beach (2011) found similar results during the early
1980s and early 1990s recessions. Hou and Picot (2014) showed that a national unemployment rate
increase of 1.0 percentage point in the year of admission was associated with a 2.9 percentage point
decline in earnings of immigrant men arriving that year, among immigrants admitted between 1980 and
2010. Kelly et al. (2011) found that the unemployment rate gap between immigrants and the Canadian
born widened during and after the 2008/2009 recession, although there was significant regional variation.
For the U.S., Orrenius and Zavodny (2009) concluded that immigrant economic outcomes are more
strongly tied to the business cycle than those of the domestic born. Dustmann et al. (2010) observed
larger unemployment responses to negative economic shocks for immigrants than for the domestic born
in the United Kingdom and Germany.

Other researchers have focused on the “scarring” effect of entering the labour market during a recession.
The idea is that entering the labour market during a period of high unemployment has a negative effect
not only at that time, but also years into the future. Both U.S. and British studies have found the same
results (Rothstein, 2020; Tumino, 2015). In a recent review, the consensus was that those scarring effects
are substantial (Borland, 2020).

These effects may also be found among immigrants. Aydemir (2003) concluded that entering Canada
during periods of high unemployment negatively affected immigrants’ economic integration trajectories
over the coming years. A U.S. study by Mask (2018) found that for every 1.0 percentage point increase
in the national unemployment rate upon arrival, refugees experienced a 3.5 percentage point reduction
in wages after 5 years and a 3.7 percentage point reduction in employment after 4 years.

The characteristics of the last three recessions

Scarring effects likely differ across recessions, depending upon the nature of the downturn. The COVID-
19 recession was significantly different from both the 2008/2009' and the 1990-t0-1992? recessions.
During the relatively mild 2008/2009 recession, employment bottomed out at about 98% of its pre-
recession level after about eight months; during the early 1990s, the employment trough was reached
2.5 years in, at about 96.5%. During the COVID-19 downturn, employment fell rapidly to about 87% of its
pre-recession levels after two months, but the recovery was also much faster. Employment returned to
pre-recession levels 53 months after the recession began in the 1990s, versus 27 months in the
2008/2009 period (Gilmore and Larochelle-Cote, 2011). The final outcome for the COVID-19 recession
remains to be seen, but by September 2021, total employment regained its pre-recession level.

There were considerable differences in the industries hit hardest by the three recessions. The COVID-
19 downturn was concentrated among food and accommodation services and retail trade (Statistics
Canada, 2021). The recessions of 2008/2009 and 1990 to 1992 were quite different. In both cases, the
drop in GDP was concentrated among goods-producing sectors, notably manufacturing and construction.
Consumer-based services such as retail trade and food and accommodation experienced a much smaller
decline (Cross, 2011).

1. Lasting from October 2008 to May 2009.
2. Lasting from March 1990 to April 1992, but with negative employment and unemployment effects that lasted over four years.
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Differences in industries affected by the recessions resulted in different population groups bearing the
weight of the downturns. With the good-producing sector being hit hardest in the two earlier recessions,
workers in that sector, men, younger workers, the less educated and workers with low seniority were
impacted most (Chan et al., 2011). During the pandemic, low-wage workers in particular were affected.
The average layoff rate during the first few months of 2020—the worst of the downturn—was around 13%
for workers in the bottom wage quartile, compared with only 2% to 3% on those in the top wage quartile.
Among the employed, the proportion working at least one-half of their usual hours at the peak of the
downturn (April 2020) fell by 65% among workers in the bottom wage decile compared with pre-downturn
levels, but increased by 15% among those in the top wage decile (Statistics Canada, 2021). Other groups
experiencing considerable employment loss during the pandemic included the less educated, recent
immigrants and young women aged 18 to 24. Women and men aged 25 to 54 experienced similar
patterns of employment loss and unemployment during the downturn and recovery (Statistics
Canada, 2020 and 2021).

In addition to the severity and duration of each recession, other factors may also influence the relative
outcomes for recent immigrants. For example, since the early 2010s, new immigrants were selected
increasingly from the temporary foreign worker pool. They are generally more established economically
and may be less affected by recessions than immigrants directly admitted from abroad, as was mostly
the case in the 1990s.

The relative outcomes for recent immigrants during the 1990s and
2008/2009 recessions

The early 1990s recession had a much greater differential impact on recent immigrants? than did the less
severe 2008/2009 recession. From 1993 to 1994, the employment incidence* among recent immigrant
men dropped 14 percentage points below its pre-recession levels, compared with only 6 percentage
points for men in the comparison group (including the Canadian born, and longer term immigrants who
landed at least 10 years earlier, aged 20 to 49). Similar results were observed for women.® The differential
effect was smaller in the 2008/2009 recession. Between 2008 and 2010, the decline in employment
incidence was small for both recently immigrated men and their comparison group (1.5 percentage
points), and only marginally greater for female recent immigrants (2.0 percentage points, compared with
1.2 for the comparison group) (Chart 1).

3. Includes those who landed within the previous five years, aged 20 to 44 at landing.

4. The share of a population with at least $500 (in 2018 constant dollars) of employment income during a year.

5. Recently immigrated women experienced a 17 percentage-point drop in employment incidence, compared with a 3
percentage point drop for their comparison group.
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Chart 1
Employment incidence among recent immigrants and the comparison group
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Notes: Recent immigrants are those who landed 1 to 5 years ago, aged 20 to 44 at landing and aged 20 to 49 in the tax year. The comparison group
consists of the Canadian born and immigrants who landed 10 years ago and were aged 20 to 49 in the tax year.
Source: 2019 Longitudinal Immigration Database.

Median annual earnings among individuals with positive earnings tell a similar story (Chart 2). During the
1990s recession, the decline was considerable among recent immigrants, falling 24% from peak to trough
among men and 15% among women. The comparison group experienced an 8% decline for men and no
decline in annual earnings among women. The 2008/2009 recession saw virtually no decline in earnings
among recently immigrated women and their comparison group, and a small decline among recently
immigrated men (Chart 2). Overall, recent immigrants were hit much harder, both in absolute terms and
relative to the comparison group, during the early 1990s recession than of 2008/2009.

Chart 2
Median earnings among recent immigrants and the comparison group
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Source: 2019 Longitudinal Immigration Database.
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How did immigrants entering Canada during the recession of the early
1990s and 2008/2009 fare economically in subsequent years?

Given the concern about possible scarring effects, it is useful to examine how immigrants entering
Canada during the two recessions fared economically in subsequent years, compared with those entering
prior to the recession during better economic times.

Regarding the 1990s recession, the decline in employment incidence experienced by successive new
immigrant cohorts between 1988 and the mid-1990s is evident in Chart 3. Those entering Canada
between 1991 and 1993 had much lower incidence of employment shortly after landing. However, about
7 to 15 years after landing there was relatively little difference in employment incidence between the
cohorts that entered Canada prior to the recession (e.g., 1988 to 1989) and those that entered throughout
it (1991 to 1993). There is little evidence of poorer long-term employment outcomes among cohorts
entering during the recession.

Chart 3

Employment incidence by year of immigration and year since immigration among those aged 20 to
44 at immigration, 1988 to 1993 arrival cohorts

percent

86

84

82

80

e P e = /5\
=

74 /
72 \,/’7/

70

76

4

68

66

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
years since immigration
1988 e 1989 1990 1091 1992 1993

Source: 2019 Longitudinal Immigration Database.

Data on median earnings paint a different picture (Chart 4). As expected, median annual earnings were
much lower among immigrants entering Canada during the recession (e.g., the 1991, 1992 and 1993
entering cohorts) than among the cohorts who entered prior to the recession in 1988 or 1989.6 However,
this difference persisted over time. Even 20 years after entry, the recession cohort (1992 cohort) earned
13% less than the 1988 cohort. This result may be in part caused by differences in the observable
characteristics of entering cohorts, or differences in economic conditions during various years. However,
even after controlling for such factors,” differences—although reduced—remained.2 For example, 20
years after landing, the earnings difference between the 1988 and 1992 cohorts was 7% rather than 13%.

6. For example the 1992 cohort earned about 28% less on average than the 1988 cohort.

7. A regression analysis was conducted. The dependent variable was annual earnings, and the control variables included age
at landing, education and language at landing, source region, province of residence, and the annual regional unemployment
rate.

8. Note that the effect of a recession could be influenced by changes in unobserved characteristics of immigrants. For instance,
immigrants who anticipate that they would have difficulties finding a good job may be less likely to migrate during a recession.
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Chart 4
Median earnings by year of immigration and year since immigration among those aged 20 to 44 at
immigration, 1988 to 1993 arrival cohorts
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Together, these results suggest that immigrants entering Canada during the early 1990s recession had
a lower employment rate than immigrants entering prior to the recession, but this difference did not seem
to persist several years after entry. Average annual earnings differences between pre-recession and
recession cohorts did persist for many years afterward.

A similar analysis was conducted for immigrants landing in the years surrounding the 2008/2009
recession. Employment and earnings outcomes from up to 10 years after landing were examined for all
entry cohorts admitted between 2006 and 2013. The results indicate that there was a continuous
improvement in both employment rate and earnings from the 2006 cohort to the 2013 cohort, both
immediately after landing and after 10 years in Canada. This is consistent with earlier work indicating an
improvement in entry earnings for immigrants over these years (Hou et al., 2020). There was no indication
that the 2008 and 2009 landing cohorts experienced poorer longer-run outcomes than other cohorts in
spite of their entering during a recession. This may be related to the fact that the recession was a relatively
mild one and that, during this period, more economic immigrants were selected from among temporary
foreign workers.

The relative outcomes of recent immigrants during the COVID-19 recession

It is too early to determine what long-term effects the COVID-19 recession will have on the economic
outcomes of recent immigrants. However, their experience during the recession, relative to the Canadian
born, can be addressed. Recent immigrants—particularly women—are overrepresented in the
accommodation and food service sector and in lower-paying jobs, and tend to have shorter job tenure®
than the Canadian born. Recent immigrants often have difficulty transferring their educational and
employment qualifications into positive labour market outcomes and finding steady work with a good

9. Prior to the recession (in February 2020), the differences between recent immigrants and the Canadian born were as follows:
9% versus 4% were employed in accommodation and food services, 22% versus 12% were in low-wage jobs, and 31%
versus 15% had a short job tenure (less than a year).
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salary. Thus, it is possible that recent immigrants were more negatively affected by the COVID-19
recession than Canadian-born individuals.

Female recent immigrants had poorer outcomes than their Canadian-born counterparts, with higher
unemployment rates and lower employment rates, both prior to and during the recession. Male recent
immigrants had employment and unemployment outcomes similar to those of the Canadian born
(charts 5 and 6) during both periods. In terms of the relative change in these outcomes during the
recession, results suggest a marginally greater effect on employment and unemployment rates for male
recent immigrants (aged 20 to 54) than on their Canadian-born counterparts. Female recent immigrants
experienced a greater differential effect regarding unemployment, as well as employment rates, mainly
in May and June 2020.1° Overall, the differential effect of the COVID-19 recession on unemployment
among female recent immigrants was significant, while it was relatively small among male recent
immigrants.

Chart 5
Monthly unemployment rates among workers aged 20 to 54, by immigration status, 2019 to 2021
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10. For women aged 20 to 54, the unemployment rate during the three months prior to the recession was 6.5 percentage points
higher among recent immigrants than among the Canadian born. During the recession months (March to September 2020),
this difference increased to 7.8 percentage points on average. Prior to and during the recession, employment rates were
16.6 and 16.9 percentage points lower among recent immigrants than among the Canadian born. For males, the differences
between recent immigrants and the Canadian born in the unemployment rate prior to and during the recession were -0.1 and
+0.2 percentage points, and for employment rates +1.2 and -0.8 percentage points, respectively.
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Chart 6
Monthly employment rates among individuals aged 20 to 54, by immigration status, 2019 to 2021
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An earlier study examined the transition rate at which workers left and entered employment during the
downturn and recovery (Hou et al., 2020). The monthly transition rate of employment to non-employment
is the share of individuals employed in one month who are not employed the following month. Prior to the
lockdown, this rate was low and similar*! for both recent immigrants and the Canadian born. Early in the
pandemic, it jumped to 17% among recent immigrants, compared with 13% among the Canadian born.
By the end of 2020, the rate had returned to the approximate pre-recession level, around 4% for both
groups. The rate of transition out of employment was highest among recently immigrated women,
reaching 20% in April 2020, which was 7 percentage points higher than that of Canadian-born women.
Statistical analysis indicated that this gap was largely caused by the over-representation of recently
immigrated women in lower-wage jobs, shorter tenure jobs, and being employed in the accommodation
and food services sectors.*?

In addition to leaving employment at a higher rate, recent immigrants also returned to employment at a
lower rate during the initial period of recovery®® (Hou et al., 2020). Again, movement into employment
during the early recovery was lowest among recently immigrated women, lower than for Canadian-born
women. This difference was driven by differential employment growth between recent immigrant and
Canadian-born women within industrial sectors (notably accommodation and food services) and low-
wage jobs.

Summary

This paper documents the labour market outcomes of immigrants relative to the Canadian born during
the past three recessions, which were different in their severity and duration. The early 1990s recession
was the most severe, with employment at below pre-recession levels for over four years. That of
2008/2009 was much less severe and employment effects lasted just over two years. In both recessions,
it was the good-producing sector that was hit the hardest, notably manufacturing and construction. As a

11. At around 2% to 4%.

12. These variables accounted for 60% of their 7 percentage-point gap from Canadian-born women in April 2020.

13. This could be partly related to the possibility that low-wage workers face greater disincentives returning to work if they can
access temporary financial assistance programs from the federal government while being at home.
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result, men, younger workers, the less educated, and workers with low seniority were impacted the most.
The COVID-19 downturn was very different, as it was the result of a government-induced shutdown to
curb the pandemic. Employment loss was swift and significant, but short lived relative to the earlier two
recessions. The services sector was affected most severely, notably food and accommodation services
and retail trade. By consequence, low-wage workers carried the burden of the decline, along with the
less educated, and young women.

The more severe early 1990s recession had a much greater negative differential impact on recent
immigrants than did that of 2008/2009 or of COVID-19. The 2008/2009 recession had little differential
effect between recent immigrants and the Canadian born on employment rates and earnings. An earlier
study did document a somewhat greater rise in unemployment rate among recent immigrants (Kelly et
al. 2011). There was also evidence of a possible, significant scarring effect on the future earnings of
immigrants that entered Canada during the early 1990s recession. There was little evidence of such an
effect during the 2008/2009 recession.

At the trough of the COVID-19 downturn, female recent immigrants experienced a greater increase in
unemployment rate than did their Canadian-born counterparts. This outcome was caused in part by a
greater rise in the rate of transition out of employment during the downturn, which was in turn largely
caused by the over-representation of recently immigrated women in lower-wage jobs with shorter tenure
and in the accommodation and food services sectors. However, these differential effects were short lived.
By eight months to one year into the recession, they had largely disappeared. There was little difference
between male recent immigrants and their Canadian-born counterparts regarding the effect of the
COVID-19 recession on employment and unemployment rates.

Itis too early to tell whether the COVID-19 recession will have scarring effects on immigrant labour market
outcomes. While unemployment increases were significant, they did not reach the levels observed during
the early 1990s and were more short lived. On the other hand, long-duration unemployment, which may
drive scarring more than short spells of unemployment, grew much faster and to higher levels during the
COVID-19 recession than during two earlier recessions.*

14. At one year into the recession, long-term unemployment was much higher during the pandemic than among any of the two
earlier recessions:
https://www.cicnews.com/2021/02/covid-19-causing-more-long-term-unemployment-than-2008-recession-
0217189.html#gs.2u4xhq.
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