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Foreword
History tells us that societies are slow to recognize the point when economic change requires a
rethinking of policies and institutions. When workers flocked to cities to work in the factories of
the industrial revolution, for example, governments did not observe the deterioration in health
and well-being until they needed to recruit armies for a military campaign. This happened first
in Bismarck’s Germany and later in Great Britain, when the men who volunteered turned out to
be undernourished and sickly. Suddenly, the cost to society of poor nutrition, bad housing, and
inadequate public health services, such as clean water, air, and sanitation facilities became a
national problem, and it brought about a revolutionary change in the way governments conceived
their responsibilities.
Over the past 25 years, labour markets in North America and other industrial countries have been
changing in response to important social and economic forces. The image of the family with one
wage earner (typically male) working full-time in a permanent job with a single employer has
been replaced by a mix of two-earner or single parent families, with many working part-time or
in temporary employment, sometimes combining two jobs in order to make ends meet. Selfemployment has become much more prevalent.
Over the same period, disparities in earnings from employment have widened. The well paid
have experienced earnings gains, while market incomes at the low end of the spectrum have
stagnated or even declined. These trends leave many Canadian workers in a vulnerable position,
meaning that their participation in the labour market leaves their well-being at risk. A large part
of the labour force finds it difficult to access work that provides a decent income and working
conditions that meet societal norms.
To map the nature of vulnerability in the labour market and to explore the policy implications,
CPRN launched in 2003 a series of studies on vulnerable workers. The first paper in this series,
Defining Vulnerability in the Labour Market, outlined the key concepts and set out the research
agenda. In March 2005, we released two papers dealing with issues related to the growth of nonstandard (part-time, temporary, or self-employed) work: Non-standard Work and Economic
Vulnerability by Richard P. Chaykowski, and Towards Enhancing the Employment Conditions of
Vulnerable Workers: A Public Policy Perspective by Guylaine Vallée. In May, we published
Does a Rising Tide Lift All Boats? Low-paid Workers in Canada, which documents the scope
and durability of low pay in our labour market. Another study under way is seeking to identify
best practices in achieving compliance with statutory employment standards. When this work is
completed, we will publish a synthesis of the key findings.
The current report, prepared by Work Network Director Ron Saunders, identifies a mix of tools
that can be used to make work pay. Some would require more of employers, but might also
generate productivity gains that would benefit employers; many of the proposed instruments
would require much more of government, with a view to promoting outcomes that enhance our
prosperity as well as the inclusiveness of our society. Together they would help us move towards
realizing what ought to be a fundamental objective of social and economic policy: if you work
full-time, you should not be poor.
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Executive Summary
Almost one-sixth of full-time workers in Canada earn very low wages – below $10 per hour in
2001 dollars. The percentage of full-time workers earning such low pay is about the same as it
was in 1980 – the rising economic tide has not been lifting all boats. Most low-paid workers are
part of households with more than one wage earner, and so manage to escape poverty. However,
almost one-third of low-paid workers are poor, because wages below $10 per hour are
insufficient to allow a single-earner living in a large urban centre to avoid poverty, even if he or
she were working full-time throughout the year.
Low-paid jobs tend to be low-quality jobs in other respects: poor access to non-wage benefits
(such as life/disability insurance, extended medical coverage, dental insurance, and pension
plans), more precarious work arrangements (such as more temporary work), less access to
employer-sponsored training, and relatively low union coverage.
With government cutbacks to social assistance, unemployment insurance, and skills upgrading
programs in the 1990s, many of those left behind by the labour market are not well-positioned to
bounce back, and about half of low-paid workers seem to be stuck for long periods in low-paid
jobs.
Evidence from CPRN’s Citizens’ Dialogue on Canada's Future: A 21st Century Social Contract
suggests that Canadians expect people who work to be able to live decently. Citizens articulated
a vision of a “working society” where everyone who can work gets a chance to earn a living
wage. Yet we have people working full-time who are poor.
This report aims to identify instruments that would be effective and efficient in making work
pay. The instruments reviewed include those focused on incomes (e.g., increasing the minimum
wage; providing income supplements), on non-wage benefits (such as better access to
Employment Insurance) and supports (such as access to affordable childcare, social housing, or
insurance to pay medical costs that are not currently covered by public plans), and on enhancing
the assets of vulnerable workers, be these financial assets (savings), or human capital (skills).
Instruments to Improve Incomes of the Working Poor
Increasing the minimum wage would help make work pay, improve the incentive to move from
welfare to work, and possibly enhance productivity and investment in skills development. The
evidence suggests that sizeable increases in the minimum wage are possible without adversely
affecting the employment of adults over the age of 24. While some of the benefits go to people
living in well-off households, higher minimum wages disproportionately benefit the less welloff. Moreover, if the increases in the minimum wage are staged, the risks of negative
employment effects are mitigated. Based on the evidence and historical experience in Canada,
moving quickly (but in steps) to a minimum wage of about $9.00 per hour seems warranted (with
the possibility of a lower target in provinces without large urban centres).
Living wage initiatives that focus on requirements in government contracts are difficult to assess
because there has been little research to date on the impact of such initiatives and because of
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indications of inconsistent enforcement. The impact on low-wage workers, in any event, seems
quite limited in scope. At the very least, however, efforts should be made to encourage firms to
voluntarily adopt a policy of paying decent wages. More research documenting the productivity
gains from such strategies would also be helpful.
Some countries, such as the US and the UK, provide income supplements to the working poor.
The Employment Income Tax Credit in the US, while offering a small benefit to childless
working people, is mainly geared to help families with children. In Canada, the National Child
Benefit goes only to families with children, and may need to be higher in order to better match
the costs of raising children. Canada has no income supplement for working people without
children.
A modest income supplement could directly increase incomes of the working poor and improve
participation of single parents in the labour force. However, if the clawback were based on
family income, it might have adverse effects on the participation of married people. (A heavy
reliance on income supplements to alleviate poverty among working people could also generate
high marginal tax rates in the range of income where the supplement is being clawed back.) The
risk that income supplements could result in a lowering of market wages for less-skilled workers
(and become a kind of subsidy to employers who pay low wages) can be eliminated, or at least
mitigated, if supplements are accompanied by increases in the minimum wage.
An income supplement with a maximum benefit of $200 to $250 per month, coupled with a
minimum wage of about $9.00 per hour, would go a long way towards meeting our objective of
avoiding poverty for full-time workers in Canada
Low-paid workers need more than decent pay or income supplements. They need access to
benefits and supports to allow them to meet special needs without impoverishing their families.
This involves better access to:
•

Coverage for drug and dental costs;

•

Affordable childcare services;

•

Affordable housing; and

•

Employment insurance.

We also need to address the special needs of Aboriginal workers and recent immigrants.
Low-paid workers will be more resilient to change and more able to improve their prospects in
the labour market if they can improve their skills and save for the future. In order to help the
working poor build such assets we need to:
•

Help our young people obtain at least a high-school diploma, and pursue paths that lead
to recognized occupational qualifications;

•

Expand access to adult basic skills (literacy, numeracy) and skill upgrading programs;
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•

Create incentives for employers to support measures to improve the skills of their lessskilled employees; and

•

Reduce or remove means tests in government programs that strip the savings of lowincome people.

Conclusion
The analysis of the various types of instruments that may be used to make work pay suggests the
need for a mix:
•

Higher minimum wages on the order of $9.00 per hour;

•

Modest income supplements for the working poor (beyond an enriched National Child
Benefit), with a maximum benefit of $200-250 per month;

•

Encouraging firms to voluntarily adopt a strategy of decent pay and working conditions;

•

Providing coverage for pharmaceuticals (at least for “catastrophic” drug costs) and for
basic dental care on a universal or “progressive universal” basis;

•

Moving ahead to improve access to affordable childcare;

•

Renewing investment in affordable housing;

•

Improving access to EI benefits;

•

Providing low-paid workers with better access to learning opportunities; and

•

Removing or reducing asset-based clawbacks in government programs as a prelude to
providing incentives for poor families to save.

The concept of a mix is important. None of these instruments is adequate on their own, and some
work better when accompanied by others. For example, income supplements are most effective
(and can be kept at a modest level) when accompanied by a moderate increase in the minimum
wage and by social benefits such as affordable housing, affordable childcare, and insurance for
drugs and dental care.
This mix of instruments would involve a redistribution of risk away from the most vulnerable
workers. Employers would be asked to bear a greater responsibility for the well-being of their
employees, through increases in the minimum wage, better compliance with minimum
employment standards, and helping to provide better access to learning opportunities for lessskilled workers. Governments, through a variety of instruments, would play a much stronger role
in helping working people to avoid poverty.
This report does not deal with all aspects of vulnerability in the labour market. Issues related to
the growth of non-standard work (part-time, temporary, and/or self-employed work) and the
receding coverage of Canada’s employment standards laws, are explored in much more depth in
Chaykowski (2005) and Vallée (2005) and will be further examined in the synthesis report that
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CPRN will be developing at the conclusion of the Vulnerable Workers series. In addition, ways
of improving compliance with the laws that set out minimum conditions of employment are
being examined in a separate report that will be published soon by CPRN and the Institute of
Public Administration of Canada.
People who work full-time ought not to be poor, and ought to have prospects for advancement.
The mix of tools suggested in this report is intended help us move toward attaining that modest
objective.

vi

Acknowledgements
This report has benefited from the advice and comments of many individuals, including: Jill
Black, Karen Jensen, Judith Maxwell, Andy Mitchell, John Myles, Charles Pascal, Elizabeth
Ruddick, John Stapleton, and Tom Zizys. It has also benefited from discussions in the Working
Group of the Task Force on Modernizing Income Security for Working-Age Adults (MISWAA).
I would particularly like to thank Susan Pigott and David Pecaut, co-chairs of the MISWAA
Task Force, Jill Black and John Stapleton, co-chairs of the Working Group, and Michael
Mendelson, a MISWAA Working Group member who has been exploring similar issues to those
addressed in this report. Richard Brisbois provided able research assistance. The author is
responsible for any errors.

vii

viii

1.

Introduction

Almost one-sixth of full-time workers in Canada earn very low wages – below $10 per hour in
2001 dollars. Most low-paid workers are part of households with more than one wage earner, and
so manage to escape poverty. However, almost one-third of low-paid workers are poor, because
wages below $10 per hour are insufficient to allow a single-earner living in a large urban centre
to avoid poverty, even if he or she were working full-time throughout the year. Evidence from
CPRN’s Citizens’ Dialogue on Canada's Future: A 21st Century Social Contract suggests that
Canadians expect people who work to be able to live decently. Citizens articulated a vision of a
“working society” where everyone who can work gets a chance to earn a living wage
(MacKinnon et al., 2003). Yet we have people working full-time who are poor.
In a previous study, we looked at the scope
and profile of low pay in Canada: who earns
low wages, how the extent of low pay varies
across demographic groups, who experiences
both low pay and low income, and what the
trends have been over the past two decades.
In this study, we examine how to help lowpaid workers improve their lot in the labour
market. How can we make work pay? We
believe that people who work full-time, fullyear ought not to be poor. How can we
effectively and efficiently realize this
objective?

Work Should Pay
“…wages and benefits need to match the real cost
of living – are we creating a society (that) says it
makes more rational sense to be on welfare than to
go out to a minimum wage job where they (people)
have no benefits and they cannot take care of their
family adequately.”
Participant in CPRN’s Citizens’ Dialogue on
Canada's Future: A 21st Century Social
Contract, MacKinnon et al., 2003, p. 19

There is no silver bullet, that, by itself, will ensure that full-time workers are not poor. However,
after reviewing experience with a number of instruments in several countries, and considering
how different instruments may interact with each other, we find that there is a mix of instruments
that, collectively, holds promise for eradicating poverty among working people. The mix
involves instruments directed at:
•

Improving income (higher minimum wages; modest income supplements for the working
poor);

•

Providing better access to benefits and supports for special needs (coverage for
“catastrophic” drug costs and for basic dental care; better access to affordable childcare,
affordable housing and Employment Insurance benefits); and

•

Helping low-paid workers build assets (better access to learning opportunities; removing
or reducing clawbacks of financial assets in government programs).

This study is part of CPRN’s ongoing project on vulnerable workers – workers whose
participation in the labour market leaves their well-being at risk.
In the following section of the paper, we review the key findings of Does a Rising Tide Lift All
Boats? Low-Paid Workers in Canada, our profile of low-paid work.
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The main body of this report is an examination
of the pros and cons of various instruments that
may be used to make work rewarding. For most
of these, this involves looking at the experience
with such instruments in Canada and other
countries, particularly the US and the UK.
The paper concludes with an overview of the
policy implications of our findings: what mix
of instruments holds promise for effectively
and efficiently assisting low-paid workers to
avoid poverty?

Involuntary Part-time Employment
This paper focuses on a modest objective:
people who work full-time ought not to be poor.
However, we recognize that meeting this
objective would not mean that we could be
satisfied with the performance of our labour
markets. To take just one example, one quarter
of Canadians who worked part-time in 2003
would have preferred to work full-time
(Statistics Canada, 2003). Moreover, such
statistics likely underestimate the extent of
involuntary part-time work, since people who
choose part-time employment because they
cannot find affordable childcare services may
be recorded as voluntary part-time workers even
though, if the supports were there, they would
rather work full-time. Chaykowski (2005) has
shown that a high percentage of part-time
workers have annual earnings below the lowincome threshold for the size of family in which
they live.

This report does not deal with all aspects of
vulnerability in the labour market. In particular,
issues related to the growth of non-standard
work (part-time, temporary, and/or selfemployed work) and the receding coverage of
Canada’s employment standards laws, are
explored in much more depth in Chaykowski
(2005) and Vallée (2005) and will be further
examined in the synthesis report that CPRN
will be developing at the conclusion of the
Vulnerable Workers series. In addition, ways of improving compliance with the laws that set out
minimum conditions of employment are being examined in a separate report that will be
published soon by CPRN and the Institute of Public Administration of Canada.
CPRN’s series on Vulnerable Workers is examining both wage and non-wage aspects of
vulnerability in the labour market. The other papers in this series include:
•
•
•

•
•
•
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Defining Vulnerability in the Labour Market: a conceptual discussion of labour market
vulnerability (Saunders, 2003);
Non-standard Work and Economic Vulnerability: an analysis of the growth of non-standard
(temporary or part-time or self-employed) work and its connections to vulnerability (Chaykowski,
2005);
Towards Enhancing the Employment Conditions of Vulnerable Workers: A Public Policy
Perspective: a discussion of alternative platforms for improving access to basic employment
protections (such as entitlement to minimum wages, overtime pay, public holidays, job-protected
parental leave, the right to join a union) and benefits (e.g., extended medical insurance) (Vallée,
2005);
Does a Rising Tide Lift All Boats? Low-Paid Workers in Canada: a profile of low-paid work in
Canada (Saunders, 2005);
A study of best practices in achieving compliance with statutory employment standards; and
A synthesis report on the key findings and policy implications.
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2.

Background: Low Pay in Canada

In some respects, the performance of the Canadian economy and labour market in recent years
has been strong. The unemployment rate has dropped to 7 percent, from the 11.4 percent peak
during the recession of the early 1990s. The standard of living grew by a total of 43 percent
between 1981 and 2003, and education levels rose dramatically, fuelled by the growth of
participation in post-secondary education, especially among women. However, the share of jobs
paying less than $10 per hour (in real 2001 dollars) has not fallen since 1981. The lesson from
the labour market in the past 20 years is that a rising tide will not lift all boats.
•

One in six Canadians working full-time is earning low pay: less than $10 per hour in
2001 dollars.1

•

A high percentage of young people were low-paid in 2000 – almost half of the 15-24 age
group. However, even among prime age workers, the incidence of low pay was sizeable:
over 16 percent for those aged 25-34 and about 13 percent for those aged 35-44.

•

There is a strong gender dimension to low pay: about 22 percent of women were lowpaid in 2000, compared to only 12 percent of men.

•

Once working for low pay, half will not move up to better wages within five years. Most
of them are women and have low education.

•

Education matters a lot. Low pay is four times as prevalent among those who did not
complete high school (and three times as prevalent for those with a high-school diploma
but no post-secondary certificate or degree) as it is among individuals who graduated
from university. 6.5 percent of university graduates earn low pay.

•

Over a quarter of recent immigrants were low-paid in 2000, compared to one-sixth of
Canadian-born workers.

•

Visible minorities are the most vulnerable among recent immigrants. Almost one-third of
visible minority recent immigrants was low paid, compared to less than a fifth of recent
immigrants who were not visible minorities.

•

Average earnings of full-year, full-time Aboriginal workers in 2001 were 23 percent
lower than the national average.

•

Lone parents are disadvantaged (23 percent have low-wage rates) as are unattached
individuals under 40 years of age (25 percent), and persons with a disability (20 percent).

Low Pay and Low Income
Not all low-paid workers are poor, as they may live in households with other earners, or have
access to non-wage forms of income. But many are poor: in 2000, 30 percent of all low-paid,
1

Most of the findings about low pay summarized here, and described in more detail in Saunders (2005), focus on
people aged 15-64, who are not full-time students, and worked mainly full-time. See also Chung (2004),
Morissette and Picot (2005) and Morissette and Johnson (2004 and 2005), and Janz (2004).
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full-time workers (earning below $10 per hour) lived in low-income families (i.e., households
with income below Statistics Canada’s Low Income Cut-offs). Living within a family can raise
overall family income above the low income threshold, although their ability to stay above the
threshold depends on two issues: the stability of both earners’ jobs, and the stability of the
family unit. Low-paid jobs tend to be less stable over time than higher paid employment, and
family breakdown has become a high risk. Moreover the inability to earn decent wages can
impede people from becoming independent.2
Among low-paid workers, the percentage who live in low-income families varies by gender,
family status, and other demographic characteristics:
•

There are more men than women – 36 percent versus 25 percent (likely reflecting
differences in spousal income), more recent immigrants (44 percent), more visible
minorities (39 percent), more lone parents (over 50 percent), and disabled persons (34
percent). Lone parents are at a disadvantage because the family structure does not provide
a second earner to compensate for low-paid work.

•

80 percent of unattached individuals (those living with others they are not related to nor
share their income with) are working for low pay, and 70 percent of those living alone are
living in a low-income household.

The Quality of Low-paid Jobs
Low-paid jobs tend to be low-quality jobs in other respects: poor access to non-wage benefits
(such as life/disability insurance, extended medical coverage, dental insurance, and pension
plans), more precarious work arrangements (such as more temporary work), less access to
employer-sponsored training, and relatively low union coverage.
In addition, with government cutbacks to social assistance, unemployment insurance, and skills
upgrading programs in the 1990s, many of those left behind by the labour market are not wellpositioned to bounce back, and about half of low-paid workers seem to be stuck for long periods
in low-paid jobs
Trends in Low Pay Over Time
One of the key drivers of low pay has been the stagnation in median hourly earnings since 1981,
despite substantial growth in productivity and in workers’ levels of educational attainment. The
overall median wage hardly grew between 1981 and 2004. Similarly, the overall incidence of
low pay, and mobility out of low pay, have not improved. The proportion of full-time workers
who are both low-paid and in low-income families has also remained unchanged.
For some groups, labour market outcomes have deteriorated over the past two decades. For
example, hourly wages of young workers (especially males) and of newly hired employees have
fallen considerably relative to those of other workers. Real annual earnings of low-educated
2

4

For example, there is evidence that young people are staying longer in the parental home. Boyd and Norris
(1999) document the increase between 1981 and 1996 in the percentage of young adults aged 20-34 living in the
parental home (from 16 percent to 23 percent for young women; from 26 percent to 33 percent for young men).
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males of all ages have fallen, as have the earnings of men who recently immigrated. Economic
vulnerability has increased significantly for less educated families, particularly young families.
Low-wage Equilibrium?
“The fundamental question posed here is whether Canada has slipped unwittingly into a low-wage
equilibrium, where labour supply conditions enable employers to pay low wages and thereby
discourage employers from making innovations in the way the work is organized, workers are trained,
and so on. Indeed, the low-wage equilibrium may well be an inhibitor to productivity growth, as firms
can survive without market pressure to be more efficient.” (Maxwell, 2002, p.12)
The data on wages in Canada indicate that we have had a large, low-wage sector for a long time and,
despite rising educational attainment, the overall incidence of low wages is not getting any better.

Policy Questions
Thus, while many people are highly paid, and educational attainment has grown markedly over
the past two decades, it is clear that low-paid work remains a large part of the labour market. If
the rising economic tide of the past 20 years has failed to lift many boats, then decision-makers
in business and government need to re-think a whole range of policies and patterns of behaviour.
What are the instruments that can be used so that people who work full-time are not poor?3 How
effective are these instruments? It is to these questions that we now turn.

3

While this paper focuses on strategies to remove poverty for those who work full-time, we recognize that many
people who would like to find full-time work are unable to do so. Some of the strategies mentioned in this paper
would help them as well.
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Policy Instruments to Make Work Pay

There are different types of policy instruments that may be used to assist low-paid workers.
•

Some instruments are focused on directly increasing the income of low-paid workers.
This category includes raising the minimum wage, to affect pay rates directly. It also
includes income supplements, which operate not to increase market wages, but to provide
government transfers to help low-paid workers avoid poverty.

•

Some tools focus on non-wage benefits (such as better access to Employment Insurance),
or supports (such as access to affordable childcare, social housing, or insurance to pay
medical costs that are not currently covered by public plans).

•

Policies and programs may also focus on enhancing the assets of vulnerable workers, be
these financial assets (savings), or human capital (skills).

We now turn to an examination of the potentials (and the pitfalls) of each of these types of
instruments.
Instruments to Improve Income
The Minimum Wage
One well-known way to help make work pay is to require firms to pay a minimum wage. All
Canadian jurisdictions set a minimum wage. Some provide for special minimum wages for
young people. The federal Labour Code, which covers about 10 percent of the workforce in
Canada, applies the corresponding adult provincial/territorial minimum wage to workers within
its jurisdiction. Current minimum wages in Canada are shown in Table 1, reproduced (with
minor modifications) from the website of Human Resources and Skills Development Canada.
Minimum wages in Canada are not very high by international standards. A report by the UK’s
Low Pay Commission (2005, Table A4.1) includes information on minimum wages in 13 OECD
countries. The weighted average of provincial minimum wages in Canada stands 9th in this group
when exchange rates are used to adjust the national currency figures, 8th when “purchasing
power parity rates” are used. Countries with higher minimum wages than Canada include
Australia, Belgium, Ireland, the Netherlands, New Zealand, and the United Kingdom. Countries
with lower rates include the US, Portugal, Spain, and Greece.

Lifting the Boats: Policies to Make Work Pay
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Table 1:

Minimum Hourly Wage Rates for Adult Workers in Canada
(Current and Forthcoming)

Jurisdiction

Federal

Effective Date

Wage
Rate

Note

Announced Future Steps

The minimum wage rate applicable in
regard to workers under federal
jurisdiction is the general adult minimum
rate of the province or territory where the
work is performed

18-Dec-1996

Alberta
British Columbia
Manitoba

01-Oct-1999
01-Nov-2001
01-Apr-2005

$5.90
$8.00
$7.25

New Brunswick

01-Jan-2005

$6.30

Newfoundland

01-Jun-2005

$6.25

Northwest Territories

28-Dec-2003

$8.25

Nova Scotia
Nunavut

01-Apr-2004
03-Mar-2003

$6.50
$8.50

Ontario

01-Feb-2005

$7.45

01-Sept-2005 - $7.00

01-Jan-2006 - $6.40
01-Jan-2007 - $6.60
01-Jan-2006 - $6.50
01-Jun-2006 - $6.75
01-Jan-2007 - $7.00
Applies to all employees in the
Northwest Territories.
Applies to all employees in Nunavut.
01-Feb-2006 - $7.75
01-Feb-2007 - $8.00

Prince Edward Island
01-Jan-2005
$6.80
Quebec
01-May-2005
$7.60
Saskatchewan
01-Nov-2002
$6.65
Yukon
01-Oct-1998
$7.20
Adapted from table on HRSDC website: http://www110.hrdc-drhc.gc.ca/psait_spila/lmnec_eslc/eslc/salaire_minwage/
report1/index.cfm/doc/english

Although minimum wages in Canada have been increased from time to time, when adjusted for
inflation they have fallen below their peak levels of the mid-1970s. Battle (2003, p.16) notes that
“minimum wages fail to lift single workers, most single-parent families with one child, and all
one-earner families with two children above the after-tax poverty line for the largest cities
throughout Canada.” Some commentators have therefore called for governments to substantially
raise their minimum wage rates. This would directly increase wages of the lowest-paid workers.
It also would not require government outlays, but rather operates through requirements placed on
all employers.
In 2003, 547,000 people in Canada worked at or below the adult minimum wage rate: 4.1 percent
of all employees (Sussman and Tabi, 2004). The percentage varies by province, in part because
the minimum wage varies. If one were instead to look at a general threshold of $8.00 per hour
(the highest provincial rate in 2003), 1.6 million workers would have been below it, or 12
percent of employees.
While minimum wage earners are heavily concentrated among teenagers, about one-third were
between the ages of 25-54 (and over half were 20 years of age or older). Almost two-thirds were
women. 27,000 minimum wage workers were heads of household, 31,000 had a spouse who was
not employed, and 28,000 lived alone.
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Almost all minimum wage workers were employed in the service sector, with one in six
employed in the accommodation and food industry, and one in twelve in trade.
There is evidence that minimum wage increases do lead to wage increases for low-paid workers
– minimum wages are binding for some, and a ripple (or “spillover”) effect leads to increases for
those previously at, or just above, the new minimum (OECD, 1998).
Employment effects
The main argument against substantial increases in the minimum wage (or, in its extreme form,
against minimum wages altogether) is that this will lead to job loss, particularly among the
lowest skilled workers. In a competitive labour market, setting a minimum wage rate above the
rate that would otherwise be found in the market leads to a decline in demand for low-skilled
workers and, therefore, a decline in employment. On the other hand, in a labour market with
employers large enough to influence market wages, the theory is not so clear about the
employment impact (and even allows for the possibility that employment could increase when
minimum wages increase). In addition, if increasing minimum wages improves motivation and
productivity among low-paid workers, and/or stimulates employers to invest more in
productivity-enhancing skills development, negative employment effects would be mitigated.
Accordingly, it is useful to look at the evidence from studies that have attempted to measure the
employment effect of increasing the minimum wage, while taking account of other influences on
employment. An unpublished background paper prepared for CPRN (Edagbami, 2004) reviews a
large number of studies over the past two decades on the employment effects of the minimum
wage, with particular emphasis on recent studies.4 While papers can be found covering a wide
spectrum of research results, most studies indicate that minimum wage increases have a
significant negative effect on teenage employment (in range of 1 percent to 3.7 percent for a 10
percent increase in minimum wage), with much smaller effects for youth (aged 20-24)
employment, and little or no effect for adults at or above 25 years of age. Moreover, the effects
on teenagers are mitigated somewhat in jurisdictions that have a minimum wage rate for youth
below the rate for adults.5
The UK Low Pay Commission (2003), citing research by Stewart (2003), also reports that
increases in the minimum wage have had little or no adverse effect on employment, when
macroeconomic conditions are controlled for. When Stewart breaks down the aggregate results
by sector, there is some evidence of a negative employment effect for female catering staff, but
no other evidence of negative impact (including such sectors as retail, cleaners, childcare, or care
assistants). At the same time, Stewart does not find any significant effect of minimum wage
increases on productivity.
Similarly, the OECD, reviewing evidence from pooled, cross-country data over time, finds
employment effects for prime age (25-54) adults close to zero, and not significantly different
4

5

Most of the studies reviewed use North American data, but a few UK studies and one for Ireland are also
examined.
For evidence regarding the mitigating effect of a youth sub-minimum wage, Edagbami cites Neumark and
Wascher (2003).
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from zero for young adults (20-24). For teenagers, results suggest a 2-to-4 percent employment
decline for a 10 percent increase in minimum wage (OECD, 1998, pp.45-47). Moreover, they
found little evidence that negative employment effects are larger in relatively high minimumwage countries as compared with relatively low minimum wage countries. A more recent study
concluded that minimum wages, at levels currently seen in OECD countries, do not have major
perverse effects on aggregate employment (OECD, 2003, pp.128-129).6 These findings suggest
that there is room to increase minimum wages in Canada.
A blunt instrument for alleviating poverty?
Another criticism of the minimum wage is that, because it benefits all low-paid workers,
including those who live in well-off households, it is a blunt instrument for alleviating poverty.
In contrast, others argue that work should pay regardless of family status, or, alternatively, that
wages ought to be high enough so than those who work full-time and have no other earners on
whom to rely can avoid poverty.
The OECD (1998) notes that, while the minimum wage is a blunt instrument for alleviating
poverty among working people, in countries where there are large numbers of full-time, full-year
working poor – the US and Canada would fit this diagnosis – there is a greater potential for
increases in the minimum wage to alleviate poverty and reduce income inequality. In addition,
minimum wages are easier to administer that income supplements and avoid the disincentives to
spousal employment associated with the latter:
It should also be remarked that minimum wages are paid to individuals,
independently of the total family or household income, while in-work benefits are
means-tested on total household income. In this respect, given the notable
increase in household dissolution rates in all OECD countries in the past decades,
means tests may be costly in the long-run because of larger scope for fraud and
error, and also because they may reinforce (married) women’s dependency
patterns with large costs for society in terms of lower participation rates, loss of
human capital, lower earnings capacity, and consequent dependency on social
welfare benefits. (OECD, 1998, p.55)
Moreover, there is evidence that minimum wages do disproportionately benefit the less well off.
Fortin and Lemieux (2000) find that individuals in the lower half of the distribution of family
income (adjusted for family size) account for almost 70 percent of the earnings of all minimum
wage workers in Canada. So the minimum wage does have a progressive impact on income
distribution.7
Minimum wage is clearly a major tool in the UK to make work pay. UK national minimum wage
rates as of Oct. 1, 2004 were as follows:

6

7
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The OECD did conclude that a very high minimum wage would hurt employment of disadvantaged groups
unless accompanied by policies to stimulate demand for workers from those groups.
In addition, low minimum wages put downward pressure on social assistance benefit rates in order to maintain
incentives for people to move from welfare to work.
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•

£4.85 per hour for those aged 22 and over (adult rate); to rise to £5.05 in October 2005.
In Canadian dollar terms, the latter rate would be about $11.50;

•

£4.10 per hour for those aged 18-21 (Development Rate8); to rise to £4.25 in October;

•

£3.00 per hour for those aged 16-17 and above compulsory school age.

Summary: Strengths and weaknesses of the minimum wage
What are the strengths and weaknesses of using the minimum wage as an instrument to make
work pay? The evidence reviewed indicates the following.
Strengths
•

Increases the wages of low-paid workers.

•

Benefits are concentrated among the less well-off.

•

Enhances incentives to move from welfare to work.

•

Little cost to government (just the cost of enforcing the minimum wage).

•

Increases to date have had negligible effect on the employment of adults.

•

May enhance productivity and investment in skills development. (More research is
needed in this area.)

Weaknesses
•

Some of the benefits go to people living in well-off households.

•

Reduces employment of teenagers (unless there is a youth sub-minimum wage), and, to a
lesser extent, young adults.

•

Some risk that very high rates could reduce employment of disadvantaged adults.

On balance, we see the minimum wage as a useful instrument. Increasing the minimum wage can
help make work pay without much impact on adult employment. Moreover, if the increases in
minimum wage are staged, the risks of negative employment effects are mitigated. Furthermore,
given the costs to society (lower productivity, less investment in skills, and, potentially adverse
health effects) of very low market wages, one might argue that low minimum wages act as a
subsidy to employers that has adverse effects on the efficiency of our economy, not just on the
fair treatment of vulnerable workers.
In summary, higher minimum wages in Canada should be part of Canada’s toolkit. How much
higher? More on that below.

8

The Development Rate can also apply to adults during first 6 months in a new job with a new employer provided
they are receiving accredited training.
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Living Wage
Minimum wages involve setting a floor wage rate that applies to all employees. A related but
distinct policy instrument is for governments to require employers to pay a “living wage” to their
employees in order to be eligible for government contracts. Living wage ordinances have been
enacted in over 70 localities in the United States (Economic Policy Institute, 2002), and there is
interest among a number of community groups in Canada in promoting the concept here.
A living wage ordinance requires employers to pay wages that are above federal or state
minimum wage levels. Only a specific set of workers is covered, usually those employed by
businesses that have a contract with a city or county government or those who receive economic
development subsidies from the locality. The rationale is that local and county governments
should not contract with or subsidize employers who pay poverty-level wages.
While the concept is that the wage level required by these ordinances should allow a full-time
worker to support a family above the poverty line, in practice the wage rates specified vary
considerably by locality: from a low of $6.25 in Milwaukee to a high of $12 in Santa Cruz
(Economic Policy Institute, 2002; Neumark and Adams, 2003). In addition to setting minimum
wage levels, many ordinances also have provisions regarding benefits (such as health insurance
and paid vacation), labour relations, and hiring practices.
Living wage programs run into a similar criticism to that leveled at general minimum wages,
namely that they can cost jobs and discourage investment. The effects can be different than for
minimum wages, particularly because of the differences in coverage.
There has been some empirical analysis of the effects of living wage ordinances in the US, but
the literature is much thinner than for the minimum wage. Not surprisingly, advocates for living
wage ordinances argue that there are little or no negative employment effects, as much of the
potential cost impact on businesses is offset by productivity gains. Younie and Scott (2003) note
that the ability to assess the US living wage campaigns has been variable because of inconsistent
enforcement of the ordinances.
Niedt et al. (1999), in a study commissioned by the Economic Policy Institute, looked at the
effects of the Baltimore living wage ordinance enacted in 1994, primarily by examining payroll
data. The Baltimore ordinance required private contractors performing services for the city to
pay their workers on these contracts at least $6.10 per hour in fiscal year 1996, rising to $7.70
per hour in 1999. Niedt et al. conclude that the living wage ordinance had a positive impact on a
relatively small number of workers – they estimated about 1,500 workers were directly affected
– without significant financial cost to the city. They found some evidence that higher wages and
hours improve the stability of the workforce. They also noted evidence of significant noncompliance with the ordinance.
A key recent study of the effects of living wage laws is that by Neumark and Adams (2003).
They find that such laws have a sizeable impact on the wages of low-wage workers in the cities
in which living wage ordinances are enacted, particularly in cities in which the coverage of the
ordinances is broad (covering not only contractors, but also employers receiving business
assistance from the city). Estimates of job loss do not show a strong effect. However, “given that
12
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the largest estimated disemployment effects tend to correspond with the same cases in which we
find the largest positive wage effects, we regard it as more likely than not that living wages
reduce employment of those with low skills” (p. 562).
Canadian municipalities have not, to date, adopted the living wage campaign, although some
have a more limited version, whereby they require “fair wages” to be paid on certain types of
contracts, particularly related to construction. Younie and Scott (2003) note that the campaign in
Waterloo, Ontario is focusing on engaging small business owners to voluntarily increase low
wages. The argument being made is that paying workers a decent wage reduces absenteeism and
turnover, and raises productivity. There are examples of employers who moved from a strategy
of paying wages at or near the minimum to one of paying a living wage, and who prospered after
the change in strategy. An article in the Edmonton Journal (Rudolph, 2002) describes how
Alberta Carpet Cleaning made such a change in its practices, from paying minimum wages to
paying workers the highest wage in the industry, investing in better equipment and training, and
improving working conditions. The result was not only better paid workers, but also lower
turnover, higher productivity, lower cost as a percentage of sales, and higher profits. Kraut,
Klinger and Collins (2000) provide a number of examples of successful companies in the US that
chose to pay a living wage. One cannot generalize from such cases, but they do at least suggest
that for some firms a “high road” strategy can pay off for both workers and employers. More
research is needed to document the circumstances in which paying a living wage provides such a
win-win result.
Summary: Strengths and weaknesses of living wage programs
Living wage initiatives are difficult to assess because of the limited research to date and because
of indications of inconsistent enforcement of living wage ordinances in the US. With that
qualification, the available evidence suggests the following strengths and weaknesses of this
instrument.
Strengths
•

If the rates are set high enough and enforced, raises wages of low-paid workers employed
by firms working on government contracts.

•

Can also be designed to improve benefits.

•

Low cost to government.

Weaknesses
•

Only covers a small subset of low-paid workers.

•

Some risk of negative employment effects.

•

Unless actively enforced, can expect sizeable non-compliance.

More evidence seems needed before one could confidently promote the use of living wage
requirements in government contracts. The impact on low-wage workers, in any event, seems
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quite limited in scope. At the very least however, efforts to encourage firms to voluntarily adopt
a policy of paying decent wages has little downside, and the potential to have some benefit. More
research documenting the productivity gains from such strategies would be helpful.
Income Supplements for the Working Poor
The first two instruments we examined involve changing, through regulation or contracting
practices, the wages paid by employers. Another, quite different, approach is for government to
top-up market wages through a transfer of income to working people who are poor. Sometimes
these are referred to as “in-work benefits.”
Income supplements have become major policy tools in the US and the UK. In the UK, the
current structure involves both a Child Tax Credit and a Working Tax Credit. (A similar,
predecessor program was known as the Working Families’ Tax Credit.) The former, along with
the Child Benefit, provides payments that vary with the number of children and which offer a
higher benefit to low-income families (but some benefit to all families – “progressive
universalism”). Extra support is provided to families with disabled children. The Child Tax
Credit does not depend on employment (HM Treasury, 2002).
The Working Tax Credit provides an income supplement to working people that depends on
amount worked and family size, and requires a minimum number of hours worked per week (16
hours in most cases). The Working Tax Credit includes an element to help cover childcare costs.
The current UK scheme involves income-testing, but, unlike its predecessor, not means (asset)
testing. The tax credits and clawbacks take account of total family income. To calculate the
maximum credit to which a family is entitled, the different elements relevant to that family are
added up. Individuals and couples with an income below a threshold (£5,060 a year in 2003-04)
receive that maximum amount. The payment is reduced at a rate of 37 percent of family income
above the threshold. The reduction in the credit is first applied to the rest of Working Tax Credit,
then to the Childcare Tax Credit and finally to the Child Tax Credit. The family element of the
Child Tax Credit is retained until income exceeds the second threshold of £50,000 a year.
The Earned Income Tax Credit in the US (EITC) is primarily designed to raise the incomes of
low-income working families with children. In 2001, the maximum credit for a family with one
child was $2,428; with two or more children, $4,008; with no children, $364 (Hoffman and
Seidman, 2003, p.38). The credit is based on labour market earnings of the family, phasing-in at
40 percent of earnings until the threshold for the maximum benefit is reached. (This threshold
was $10,020 for a household with two or more children in 2001.) There is then an income range
where the payment stays at the maximum, followed by a phase-out: a claw-back of the benefit at
higher levels of family earnings. In 2001, the phase out for a family with two or more children
began at $13,090, and occurred at a rate of 21.06 percent, so that complete phase-out was
reached at $32,121.
Nearly one-third of state governments in the US supplement the federal program, generally by a
fixed percentage of the applicable federal credit. The range of these percentages across states is

14
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large. In some cases the extra payment at the state level is not refundable, unlike the federal tax
credit (Hoffman and Seidman, 2003, pp. 31-32.)

Canada’s National Child Benefit
CPRN’s Kids Canada Policy Digest Annual-2004, describes the NCB as follows:
In 1998, the federal, provincial and territorial governments reached an agreement about how to support
families with children so as to “make work pay” even when parents held low-paid jobs or were in
transition from social assistance to employment. The result was the National Child Benefit (NCB). It is
made up of three distinct components and is available to families with dependent children under 18. The
components are:
•

A quasi-universal benefit for employed parents, to help meet the extra costs of raising children.
This is the Canada Child Tax Benefit (CCTB). It goes to approximately 80 percent of Canadian
families, but in reduced amounts when family income is greater than $33,487.

•

Income supplements, to provide extra income to parents involved in low-paid work. Benefits
include the CCTB, the National Child Benefit Supplement (NCBS) and provincial programs.
These benefits are all targeted to the poorest of working families, with full benefits (the CCTB
plus NCBS plus any provincial supplements) going to those families with income less than
$21,529. The NCBS is not paid at all if family income exceeds $33,487. Approximately 40
percent of families receive some NCBS.

•

Transitional benefits are available to families with children under 18 who move from social
assistance to employment. These benefits vary widely by province and almost all are incometested, that is, they depend on family income being less than a set amount. Not all provinces have
chosen to provide transitional benefits, while others provide some benefits to all children who
need them, without an income test.

The CCTB and NCBS are paid to all families, whatever their income source – social assistance,
maintenance payments, wages, Employment Insurance, etc. Provincial and territorial governments
have each reacted in their own way to this decision to pay the NCBS and CCTB without taking the
source of income into account.
1.

Initially, most provinces and territories (the exceptions were New Brunswick and Newfoundland
and Labrador) chose to “claw back” the amount coming from the federal government. The
provincial and territorial governments reduced the level of benefits paid to families in receipt of
social assistance. Since then, several other governments have decided not to claw back the
benefit. As a result, receipt of these two benefits may cause the incomes of social assistance
clients to rise.

2.

Some provinces continued paying wage supplements, a practice developed in the 1980s by the
federal government as well as some provincial governments. These supplementary benefits are
available only when families have earned income reaching a certain level.

3.

All provinces and territories, as well as the federal government, have undertaken parallel
initiatives to ensure that non-custodial parents meet their obligations for child maintenance
payments. While a variety of strategies are chosen, the goal is to reduce the burden on social
assistance systems as well as to ensure responsibility.
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The National Child Benefit (NCB) program in Canada also provides an income supplement to
low-income families and, in some provinces, has been implemented in a way designed to
enhance work incentives.
The Canada Child Tax Benefit and the National Child Benefit Supplement (see box for
description) combined are slated to reach a maximum of $3,243 per child by 2007.
Evaluations
A number of studies have examined the impact of income supplement programs, particularly
those in the US and the UK. Blundell et al. (2000) simulate the effects of the introduction of the
Working Families’ Tax Credit (the predecessor to the current UK scheme) on labour force
participation. They conclude that labour force participation rates for single mothers would be
expected to increase by about 2.2 percentage points, but that participation rates fall for married
women (because the clawback depends on family income, which can create a high effective
marginal tax rate if both spouses work for pay). The net effect is a very small increase in labour
force participation.
Blundell and Walker (2001) do conclude that the UK in-work benefits, and similar initiatives in
other countries, can significantly increase the incomes of low-income families. However, they
also provide a cautionary note regarding the longer-term impacts of such measures. There is a
risk that the clawback of benefits at higher levels of earnings could discourage worker
investment in human capital development, such as training programs. The hope is that low-wage
workers are able to improve their market earnings over time, and therefore move away from
dependency on the tax credits. We discuss the importance of human capital development in the
section on asset-based instruments, below.
Hoffman and Seidman (2003, pp.5, 51-52) conclude that the EITC in the US has brought many
families out of poverty, reducing the poverty rate in 1999 by 1.5 percentage points, although the
EITC is insufficient to raise large families out of poverty. Census data indicate that EITC
removed almost 5 million people (over half, children) from poverty in 2002 (Eissa and Nichols,
2005).
EITC has increased labour force participation among single mothers and married women whose
husbands have very low incomes. Eissa and Nichols note that the participation rate of lone
mothers increased by 14 percentage points between 1989 and 2002, a period of substantial
growth in size of the EITC. However, there are negative effects for married women as a whole,
many of whom face high effective marginal tax rates. Less than one-fifth of EITC recipient
households had more than a single earner.9 The clawbacks inherent in the EITC do not appear to
have had serious adverse effects on the hours of work of current workers (Hoffman and Seidman,
53-54).

9
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Hoffman and Seidman indicate that the EITC generates high marginal tax rates among workers at the high end of
the EITC schedule – typically a family with earnings in $25,000 range. (Adding the 21percent phase-out rate to
other taxes generates a marginal effective tax rate of about 50 percent.) There is evidence that this has
discouraged work in married couple families with moderate incomes.
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In some countries (but not the US or UK), in-work benefits are individually based, rather than
based on family income, which can avoid disincentives for a spouse to work. (OECD, 2003,
pp.117-118)
The impact of Canada’s National Child Benefit has been assessed by comparing the simulated
child benefit structure in 2000 without the NCB initiative with the actual child benefit structure
in 2000 (National Child Benefit Progress Report 2002). This simulation analysis concludes that,
as a result of the NCB in 2000:
•

55,000 children in 22,900 families were not living in low income (i.e., had risen above
the after-tax Low Income Cut-off (LICO) threshold), a 5.1 percent reduction in the
number of low-income families. These families with children saw their average
disposable income increase by almost $1,800, or 7.5 percent.

•

Families with children living in low income in 2000 were, on average, about $700 better
off, representing an increase in their average disposable income of 4.1 percent.

•

The low-income gap (the amount that families were below the LICO threshold) was
reduced by $320 million, a decline of 9.6 percent.

The National Child Benefit Progress Report 2002 also concluded that, in most jurisdictions, the
NCB is making work financially more attractive than social assistance for families by improving
the difference between minimum wage employment and social assistance. In 1997, prior to the
introduction of the NCB, disposable incomes of single-parent families with two children
declined by more than 8 percent when they left social assistance for full-time minimum wage
employment. By 2001, their disposable incomes were 2 percent higher after leaving social
assistance. The NCB was responsible for 72 percent of that improvement.
It is important to recognize that the NCB is only for families with children. It does not provide an
income supplement to low-income working individuals without children – a major gap in our
support systems.10
The OECD (2003), after reviewing the evidence on in-work benefit schemes in its member
countries, concludes that they can be a valuable instrument for making work pay:
These measures should ensure that every individual receives a decent income,
sufficient to avoid poverty, without imposing excessive labour costs on
employers. (p114)
However, the OECD also notes that these measures can be expensive. The EITC costs 0.33
percent of GDP in the US; the WFTC costs 0.6 percent of the UK’s GDP (p119). In addition, the
OECD points out one risk associated with income supplements for low-paid workers: by
increasing the supply of labour by such workers, these measures can lead to a lowering of the
wage rate paid in the market. For this reason, the OECD suggests that the minimum wage and
10

Quebec’s anti-poverty program does involve a refundable tax credit for working people that includes a small sum
available to individual workers without children (Noel, 2004).
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income supplements might best be used together, “with a moderate minimum wage to act as a
floor below which wages cannot fall.” (p.115)
Summary: Strengths and weaknesses of income supplements for the working poor
Strengths
•

Directly increases incomes of the working poor.

•

Targeted to those who need help.

•

Improves participation of single parents in the labour force (as well as married people
whose spouses have very low incomes).

Weaknesses
•

Can reduce participation in the labour force of married people, assuming the clawback is
based on family income.

•

Can lead to a lowering of market wages for less-skilled workers (and become a kind of
subsidy to employers who pay low wages), unless accompanied by increases in the
minimum wage.

•

Large income supplements can create high effective marginal tax rates in the range of
income where the benefit is being clawed back.

•

Some risk of reduced investment in skill development.

•

Expensive to the government (but as the program is just a transfer to low-income people,
and because its overall effects on labour force participation are likely to be fairly neutral,
it should not adversely affect the overall performance of the economy).

Taking these considerations into account, income supplements for low-paid workers do seem to
be a useful part of the policy mix to make work pay, provided they are accompanied by increases
in the minimum wage. While, as noted above, there is scope to increase minimum wages in
Canada, it is unlikely that minimum wages can be raised high enough to allow individuals
(unattached or living alone) who work full-time to earn enough to avoid poverty in a large urban
centre. That would require a minimum wage of over $10.50 per hour. That much of an increase
might raise legitimate concerns about employment effects, since it would take us to a level above
what has been tested in North America, and far above current rates. Income supplements can be
used to make up the difference between a moderate real increase in the minimum wage and what
is needed to take working people out of poverty.11 If they are coupled with regular increases in
11
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Our focus in this section is on income supplements that are available to all low-income workers. There have also
been supplements targeted at people moving from welfare to work. Evidence from Canada’s Self-Sufficiency
Project, which paid a substantial earnings supplement for up to 3 years to lone parents who had been on social
assistance for at least a year, suggests this group can benefit from in-work supplements. However, the advantage
in employment rates and earnings for participants over a control group narrowed over time after the supplement
ended. The effect of the supplement was mostly to speed up the entry of lone parents into employment.
Moreover, its narrow availability may have affected the results: had the program been widely available to all
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the minimum wage, the danger that supplements will lead to a reduction in wages paid in the
market can be averted.
While we have the NCB in Canada, it only addresses the costs of raising children (and provides
no supplement to working people without children). Moreover, the current level of the NCB is
arguably inadequate to cover the costs of raising a child in a low-income family. The NCB is
slated to reach a maximum of $3,243 per child by 2007 (Stapleton, 2004). The Caledon Institute
has suggested that it needs to reach $4,400 per child by 2010, subject to further research (Battle
and Torjman, 2002).
Beyond the NCB, there is a strong case for a modest income supplement for low-paid working
people. Stapleton (2004) suggests about $200 per month as good place to start for the maximum
benefit that such a program ought to provide. A rate of $200 to $250 per month, coupled with a
minimum wage of about $9.00 per hour, would seem to be enough to meet our objective of
avoiding poverty for full-time workers in Canada (subject to the qualifications described in the
next section of this report).12 13 We should move quickly (and simultaneously) on both these
instruments.
Some may view a $9.00 per hour minimum wage as overly ambitious. However, as outlined
above, the evidence on employment effects suggests that sizeable increases in minimum wages
ought to be feasible without adversely affecting adult employment. Moreover, it is worth
recalling that average minimum wages in Canada were once at this level, if one adjusts for
inflation. Battle (2003, p.6) calculates that a weighted average of federal, provincial, and
territorial minimum wages in 1976 (the peak year for the value of the average minimum wage),
expressed in 2001 dollars, would be $8.58. That means that in 2005 dollars, it would be about
$9.35 per hour.
The minimum wage increase could be done in several steps, to further reduce any risk of
negative employment effects, but in that case the target at the end of those steps should be
higher, with a plan to continue increasing the minimum wage afterwards to at least keep pace
with increases in the cost of living. That, coupled with the modest income supplement that we
have proposed, would mean that the annual income of the lowest-paid full-time workers would
be enough to put them over the LICO threshold for single individuals living in a large urban area.
Whether or not it is in principle desirable that we should prop up a low-wage
economy by paying benefits such as WFTC, the reality is that they are at this
juncture necessary. (Dean and Shah, 2002, p.77)

12

13

welfare recipients, the general equilibrium effects on the labour market might have generated substantially less
positive outcomes. (OECD, 2003, pp.120-123)
These rates are geared to avoiding poverty for working people in all communities, including large urban settings
where the cost of living is highest. In provinces without large cities, the target income level (and therefore, the
minimum wage level in our proposal) could be lower.
Raising the basic income tax exemption, as some have advocated, would also benefit low-income workers, but if
the objective is to improve incomes for the working poor, this would be a blunt instrument, in that it would affect
all taxpayers, including the well-off.
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The quotation from Dean and Shah is a reminder that, in the long run, we need policies that
promote a high wage economy. We need to foster innovation, productivity, skills development,
and investment in high wage sectors. However, we also need to recognize that not everyone can
be a “knowledge worker” and not all jobs require a high level of knowledge. Policies need to be
in place to ensure that all working people can avoid poverty.
Improving Access to Employment Benefits and Supports
While a combination of higher minimum wages and modest income supplements could help lowpaid workers to avoid poverty, they might not always be sufficient. If workers have special
needs, and lack insurance or government assistance to meet those needs, they may be
impoverished even if they have decent incomes. Childcare, housing, dental care, and
pharmaceuticals are areas where expenses can make it very difficult for a working family to
make ends meet.
Low-paid workers tend to have poor access to non-wage benefits. Marshall (2004) focuses on
access to an insurance package (extended medical, dental, and life and/or disability coverage)
and a registered pension plan (RPP). She looks at three wage rate ranges: under $10 per hour,
$10-$19.99, and $20 or more. As illustrated in Figure 1, thirteen percent of the low-wage group
was covered by the insurance package in 2000, compared to 51 percent and 77 percent for the
mid-wage and high-wage groups, respectively.14 The pattern for RPP coverage is very similar:
12 percent, 46 percent, and 74 percent for the ascending wage categories.
Figure 1: Non-wage benefits and low pay
Proportion of wage earners who have access to non-wage benefits, 2000, by
wage rate group
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Data source: Marshall (2004); Figure reproduced from Saunders (2005, fig. 9).
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Similar findings (using slightly different wage thresholds) emerge from the 2001 Workplace and Employee
Survey Compendium (Statistics Canada, 2004b, Table 15). For example, 24.5 per cent of employees with
hourly wages under $12 per hour had coverage by a life or disability insurance plan, compared to 77 per cent of
those with hourly earnings of $20 or more.
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The relatively poor access of low-paid workers to employment benefits is in part attributable to
the growth of non-standard forms of employment – part-time, temporary, and self-employed
work – over the past several decades. Non-standard workers, especially the self-employed, are
also often not covered by laws governing minimum standards of employment. Vallée (2005)
explores four “platforms” for improving access of vulnerable workers to basic employment
rights and benefits.
1. Expanding the definition of an employment relationship (and identifying more clearly
who is the employer in cases where temporary agencies or subcontracting is involved), so
that more non-standard workers are protected by minimum standards.
2. Treating certain rights that now rely upon an employment contract as human rights that
should apply to everyone. A related concept would be the provision of certain benefits on
a universal basis rather than relying on the employment relationship to provide them.
3. Looking at unpaid work (e.g., volunteering, care-giving), and not just employment in the
paid labour market, as the basis for access to rights or benefits.
4. Promoting access to collective representation.
Vallée concludes that action may be needed in each of these areas to improve the employment
conditions of vulnerable workers.
Looking at a more universal approach to key benefits, per Vallée’s second platform, seems
particularly important to avoid the impoverishment of working people. Coverage for catastrophic
drug costs and basic dental care are strong candidates for universal or “progressive universal”
provision (with the latter involving a partial clawback of the benefit at high levels of income).
Pharmaceuticals can obviously be a necessary part of health care. A society that values publicly
funded health care ought to ensure that everyone has access to necessary drugs. At the very least,
working people with family members who have a chronic need for high-cost drugs ought not to
be impoverished by this need. Moreover, provision of coverage for drug costs (or, at least,
“catastrophic” drug costs) would reduce the “welfare wall” – the financial penalties that can arise
as people move from welfare to work – since social assistance recipients generally have drug
coverage, while low-paid workers not receiving a welfare cheque do not. Currently, we have a
society in which benefits are available to the very poor and to those with good jobs, but not to
those who are working and poor.
There is also an argument for basic dental coverage for the working poor. Again, this is a benefit
that tends to disappear as people move off welfare. But bad teeth can mean no prospect for
advancement in the labour market, trapping able people in low-paid jobs. Shipler (2004, pp.5053) provides a compelling example of such a case.
A more universal approach to benefits like drug costs and dental care would also benefit
employers, by taking the pressure to fund such benefits off of the employment contract.
Childcare costs can be another barrier to advancement in the labour market, with low-income
parents having to work only part-time, or not at all, because of difficulties in finding affordable
childcare services.
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Female labour supply is relatively sensitive to childcare costs, particularly for
women with low skills and low pay. Thus, providing subsidies to reduce the costs
of child-care services can help young mothers return to work. (OECD, 2003,
p.115)
The federal government has recognized this need in its latest Budget. Success in this area will be
helpful to low-paid workers.
Housing costs, particularly in large urban centres, can also be a barrier to advancement for lowpaid workers. Hay (2005), citing information from the Canada Mortgage and Housing
Corporation (2004), notes that, while most Canadians are well housed, over 100,000 have no
home and another 1.7 million (nearly 16 percent of the population) are in “core housing need”:
unable to afford shelter that meets accepted norms for adequacy, suitability, and affordability.
When people are well housed, their family and community life is more stable,
enabling greater opportunities for good health, educational performance, job
security and community safety. (Hay, 2005, p.1)
A renewed investment in affordable housing would help low-paid workers avoid poverty.
Low-paid workers, like other workers, also sometimes need help with income support when they
are between jobs. The cutbacks to the EI program have meant that many unemployed workers
are no longer able to qualify for benefits. (This also affects access to maternity, parental, and
compassionate care benefits.) The percentage of Canada’s unemployed who qualify for regular
unemployment benefits has fallen from 74 percent in 1990 to 39 percent in 2001 (Canadian
Labour Congress, 2003). The scope of coverage of EI needs to be reexamined: the pendulum has
arguably swung too far in the direction of restricted access.
Before closing this section on benefits and supports, we need to consider two groups of
disadvantaged workers who require particular attention, namely Aboriginals and recent
immigrants.
Average earnings of full-year, full-time Aboriginal workers in 2001 were 23 percent lower than
the national average; those of part-year or part-time workers (who predominate among
Aboriginal workers) were 28 percent lower. This is not just explained by lower levels of
educational attainment: average earnings of Aboriginal people were lower in every education
category (Statistics Canada, 2001).
The road to long-term Aboriginal development will require concerted actions
from Aboriginal, municipal, provincial and territorial, and federal governments.
Each of these levels of government and their partners have a responsibility for
ensuring that Aboriginal peoples have an equitable access to employment and
other economic opportunities. (Lamontagne, 2004.)
It is now well documented that the labour market experience of recent immigrants (those who
arrived in Canada during the five years preceding the reference year) deteriorated since 1980,
though it improved slightly between 1995 and 2000 (see, for example, Picot, 2004). Over a
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quarter of recent immigrants were paid less than $10 per hour in 2000, compared to one-sixth of
Canadian-born workers. Almost one-third of recent immigrant visible minorities were low paid,
compared to less than a fifth of recent immigrants who were not visible minorities. One possible
explanation is that recent immigrants who are visible minorities are likely to come from source
countries other than Europe or the US, and so are more likely to face language difficulties, as
well as difficulties in achieving recognition for their educational credentials or work experience.
More research is needed to determine the extent to which low pay among recent immigrants is
concentrated among immigrants who do not go through the selection process (i.e., those who
enter on the basis of family connection or as refugees).
Alboim, Finnie, and Meng (2005) identify a range of measures that could be used to improve the
integration of new immigrants into the labour market. They include:
•

Better selection criteria in the immigration process (e.g., looking to Canadian
equivalencies for foreign-earned credentials);

•

Assessment of immigrants’ skills and education (ideally, before they immigrate) to
identify what is needed to meet Canadian standards;

•

Collaboration among post-secondary institutions, regulatory bodies, and employers in the
development and use of competency-based assessment tools;

•

Government incentives to sector councils and occupational regulatory bodies to develop
sector-specific language tests; and

•

Implementation of remedial interventions such as bridge upgrading (e.g., completion of a
few academic courses to have a foreign credential turned into a Canadian one), and
higher-level language courses, some of which could be offered before the immigrant
arrives in Canada.

Alboim et al. note that some progress is being made in this area. Citizenship and Immigration
Canada is funding pilot projects with employers on the development of labour market language
training. Human Resources and Skills Development Canada is funding a variety of initiatives
under its Foreign Credential Recognition Program. Ontario is funding post-secondary institutions
to look at their capacity to provide bridging programs. Some colleges are offering overseas
courses or Internet courses to potential immigrants. These are promising initiatives. They need to
be evaluated, and the ones that are working well should be widely implemented.
Summary: Benefits and supports
Low-paid workers need more than decent pay or income supplements. They need access to benefits
and supports to allow them to meet special needs without impoverishing their families. This
involves better access to:
•

Coverage for drug and dental costs;

•

Affordable childcare services;
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•

Affordable housing; and

•

Employment insurance.

We also need to address the special needs of Aboriginal workers and recent immigrants.
Building resilience: Asset-based Measures
If we are to maximize the potential of people in the labour market (serving both prosperity and
inclusiveness objectives), we need to do more than just help low-paid workers make ends meet.
We also need to ensure that they can build their capacity to deal with change and transitions over
their life course, such as the loss of a job or a spouse, or changing skill requirements. There is a
growing recognition that asset-building strategies should be part of the anti-poverty toolkit.15
Building human capital
Assets can involve “human capital” – one’s skills, knowledge, and abilities – as well as financial
assets. While we pay lip-service in Canada today to the importance of facilitating the
development of human capital, we offer little help to low-paid workers to access learning
opportunities. The OECD (2002), citing evidence from Canada’s Adult Education and Training
Survey, finds that individuals without stable connection to employment, including the working
poor, Aboriginals, some women, the disabled, and the elderly, have relatively poor access to
adult education. Employers provide more training to those who already have high levels of
education, particularly to their upper-level managers and professionals. Moreover, partly because
of the withdrawal of the federal government from funding adult education in the mid 1990s, only
about 10 percent of adult Canadians in 1997 participated in non-occupational forms of education
(basic literacy, citizenship programs, community-oriented education, personal interest).
Basic literacy programs are seriously under-provided, even though data from the International
Adult Literacy Survey as well as the recent Adult Literacy and Life Skills Survey show that over
40 percent of Canadians aged 16-65 are at the
lowest two levels of the prose literacy scale
The Importance of Lifelong Learning
(Statistics Canada and the OECD, 2005).
“Individuals need to be able to follow a path of

The working poor, in particular, often appear to
continuous learning. Such a commitment
lack access to adult education, which can leave
would not only improve their prospects of
gainful employment in an economy where
them stuck in low-wage jobs (OECD, 2002).
skill needs are in ongoing evolution but would
They are unlikely to receive employeralso improve civic literacy.”
sponsored training. They tend to work for small
(Lazar, 2002, p.70)
employers, or be self-employed, seasonal, or
part-time workers. Because Canada has no
employment leave policy and because their incomes are low, the working poor are unlikely to be
able to take a leave from work to attend college or university (and it is difficult to attend
evenings and weekends while keeping up with other responsibilities). Because they are
employed, they are generally ineligible for EI benefits for training. (And if they are between
15
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jobs, the toughening of EI qualification rules means that many are still ineligible.) Moreover, for
those who are eligible for assistance, employment programs tend to emphasize getting any job
quickly, rather than giving the skills and supports needed to obtain and sustain decently-paid
jobs.16 It remains to be seen whether the federal government’s plans for a Workplace Skills
Strategy, announced in the 2004 Budget, will alleviate these barriers.
Another OECD study suggested that for many
working poor, their skills issues trace back to
More than just a job
poor preparation for the labour market at the
point of leaving school (OECD, 1999). The “[W]hile policies can be designed to get those at
biggest concern is for those who do not risk of exclusion into jobs, many will be at high
risk of either losing/leaving the job quickly
complete high-school. They have not only a
and/or earning too little to lift them permanently
high unemployment rate, but also, when they out of poverty. Hence, policy must also be
are employed, it is typically in low-paid jobs concerned about employment retention and
of short duration, which provide little training. skills upgrading.” (OECD, 2001)
They go back and forth between entry and exit
from the labour market. The OECD suggested
that Canadian policy-makers need to further reduce the high-school dropout rate and encourage
young people to obtain recognized occupational qualifications, if possible at the post-secondary
level.
A recent study by de Broucker for the OECD and CPRN (2005) finds that in Canada, like in
most OECD countries, educational attainment has a strong bearing on employment for 20-to-24
year olds. Those who did not complete high-school have a much lower employment rate than
20-to-24-year-old non-students who have better educational credentials (Figure 2). In Canada,
the employment rate of less-educated 20-to-24-year-olds is 21 percentage points lower than for
high-school and trade-school graduates and 28 percentage points lower than for college and
university graduates.
If Canada is to sustain a high level of prosperity and inclusion, we need to improve access to
learning opportunities for the less-educated and the working poor.

16

Also, part-time student loan programs seem less accessible in most provinces than those for full-time students.
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Figure 2:

Employment rates in Canada for 20-to-24 year-olds not in
education, by level of educational attainment (2002)
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Source: OECD and CPRN (2005).

Building Financial Assets
Low-paid workers who have savings have greater capacity to deal with transitions in work and
family life, and to invest in the future. Maxwell (2002), citing Schreiner et al. (2001), outlines
the use of Individual Development Accounts (IDAs) in some jurisdictions to encourage savings
by poor families.
Individual development accounts are designed to encourage people to save, by
offering to match deposits on condition that the savings are used for certain
activities such as education, home ownership etc. The American Dream
Demonstration project, which began in 1997 was the first such project to be
evaluated. By 2000, 2,400 people were participating in 14 program sites across
the United States (Schreiner et al, 2001). The participants saved an average of $25
per month, and the deposits were matched at a rate of 2:1. Thus the average grant
per person was $600 per year. While some participants dropped out of the
program, most were able to continue. Two-thirds said that they found the savings
by changing their consumption patterns; 30 percent worked more hours; and 7
percent borrowed from friends. Only 13 percent of the participants had made
withdrawals by June 2000. They used the money to purchase a home, start a
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micro-enterprise, fund home repairs, or to pay for education. Those who had not
made withdrawals were saving with the same objectives in mind. Follow-up
interviews indicated that the program had a significant impact on well-being –
people felt more confident, more secure, and more in control of their lives. About
six in ten said they were more likely to work or to stay employed, and were also
making educational plans for themselves and/or their children. (Maxwell, 2002,
p.10)
In the UK, the Blair Government’s 2003 budget provided for a new Child Trust Fund, which
involves a universal endowment paid to all newborns, but available for use only after age 18. The
Trust provides for top-ups throughout childhood and adolescence, and a higher rate of
government contribution for children of lower-income families (Nares and Robson-Haddow,
2003, pp.51-54).
In Canada, the learn$ave program, funded by the federal government and managed by Social and
Enterprise Development Innovations (SEDI), provides, at 10 sites across Canada, an incentive
for low-income Canadians to save for learning opportunities.
These initiatives hold promise for improving the resilience of the working poor. However, we
need to sound a cautionary note on strategies to encourage savings by poor families. As long as
we have programs (for example, social assistance or grants for post-secondary education) that
include asset tests, poor families who save may find their savings clawed-back by the terms of
these programs. If we want to encourage savings by those with low incomes, we need first to
address (remove, or at least, reduce) these clawbacks.
Summary: Building assets
Low-paid workers will be more resilient to change and more able to improve their prospects in
the labour market if they can improve their skills and save for the future. In order to help the
working poor build such assets we need to:
•

Help our young people obtain at least a high-school diploma, and to pursue paths that
lead to recognized occupational qualifications;

•

Expand access to adult basic skills (literacy, numeracy) and skill-upgrading programs;

•

Create incentives for employers to support measures to improve the skills (and pay) of
their less-skilled employees; and

•

Reduce or remove means tests in government programs that strip the savings of lowincome people.
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4.

Conclusion: The Need for a Mix of Instruments

The analysis of the various types of instruments that may be used to make work pay suggests the
need for a mix:
•

Higher minimum wages (which would benefit low-paid workers generally), on the order
of $9.00 per hour;

•

Modest income supplements for the working poor, with a maximum benefit of $200-250
per month;

•

Encouraging firms to voluntarily adopt a strategy of decent pay and working conditions;

•

Providing coverage for pharmaceuticals (at least for “catastrophic” drug costs) and for
basic dental care on a universal or “progressive universal” basis;

•

Moving ahead to improve access to affordable childcare;

•

Renewing investment in affordable housing;

•

Improving access to EI benefits;

•

Providing low-paid workers with better access to learning opportunities; and

•

Removing or reducing asset-based clawbacks in government programs as a prelude to
providing incentives for poor families to save.

The concept of a mix is important. None of these instruments is adequate on their own, and some
work better when accompanied by others. For example, as we noted above, income supplements
on their own can lead to a reduction in market wages, high marginal tax rates in the phase-out
range, and considerable expense for government. All of these are mitigated when income
supplements are accompanied by a moderate minimum wage. In addition the empirical literature
on the employment effects of the minimum wage suggests that there is room to increase
minimum wages in Canada without negative effects on jobs for low-waged adults.
Tools to support income are also not enough. The need for better access to basic benefits and
supports also should be addressed. As well, asset-based tools to help low-paid workers become
more resilient will further both prosperity and inclusion objectives.
…[W]orking poverty is a constellation of difficulties that magnify one another:
not just low wages but also low education, not just dead-end jobs but also limited
abilities, not just insufficient savings but also unwise spending, not just poor
housing but also poor parenting, not just the lack of health insurance but also the
lack of healthy households.…All of these problems have to be attacked at once.”
(Shipler, 2004, p.285)
The evidence we reviewed at the outset of this report indicates that the well-being of a large
share of our workforce is currently put at risk by a combination of market forces and gaps in our
support systems. The mix of instruments that we propose would involve a redistribution of risk
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away from the most vulnerable workers. Employers would be asked to bear a greater
responsibility for the well-being of their employees, through increases in the minimum wage,
better compliance with minimum employment standards, and helping to provide better access to
learning opportunities for less-skilled workers. Governments, through a variety of instruments,
would play a much stronger role in helping working people to avoid poverty. In terms of the
well-being diamond developed by Jenson (2004), both the market and the state would play a
greater role in securing the well-being of low-paid workers.
The Well-Being Diamond
Family

State

Market

Community

As Vallée (2005), Jensen (2004) and others have pointed out, there may also be a need to revisit
how we design the laws that set out minimum conditions of employment (such as the minimum
wage, rules regarding hours of work and overtime pay, public holidays and paid vacations, and
maternity and parental leave). In a future synthesis report in CPRN’s Vulnerable Workers series,
we will be looking at issues regarding the coverage of these laws, in particular, the definition of
employer and employee. Prior to that, CPRN, in partnership with the Institute of Public
Administration of Canada, will be issuing a report that identifies steps that can be taken to
improve compliance with employment standards laws.
People who work full-time ought not to be poor, and ought to have prospects for advancement.
The mix of tools suggested in this report is intended help us move toward attaining that modest
objective.
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