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Graduating into a downturn can have long-term career consequences

It’s a fact: recessions hit young people and others with less-developed skillsets especially hard. What's less well known is
that the effects of graduating into a recession last long after the recovery has taken hold. They can have long-term, nega-
tive career consequences for those who had the unfortunate timing of starting their careers amid deteriorating econom-
ic conditions. Those consequences include slower wage growth and delayed career progression compared with cohorts
who graduate in better economic times. With more than 1 million students enrolled in Canadian universities and econo-
mists predicting close to a 30% chance of recession over the next 12 months, it’s worth taking a look at the experience of
those who entered into the workforce in 2009-2011.

A study of the graduates of the Great Recession indicates that
e their wages grew more slowly over the first decade of employment than peers who entered the workforce
before the recession
e atage 30-34, they’re less likely to be in a management position than people in that cohort were before the
recession

e atage 30-34, they’re less likely to occupy a skilled position than the same pre-recession cohort

Lessons from the last recession

In the fourth quarter of 2008, Canada entered its worst slowdown since the 1980s. It would be another year before the
economy returned to growth. While Canada fared better than some other countries, the Great Recession’s impact was
significant. Among those most affected: Canadians just entering workforce.

Recessions hit the younger work force the hardest

(%) unemployment rate
20

Age group
— 20-24
— 30-34
— 3539

1980 1990 2000 2010 2020

Source: Statistics Canada, RBC Economics Research

Andrew Agopsowicz | Senior Economist, RBC Economics | T. 416-974-8593 | Andrew.Agopsowicz@rbc.com



http://www.rbc.com/economics/index.html

Evidence suggests the health of the economy at the start of a person’s working life can accelerate, or delay, a person’s
entire career. Periods of joblessness or underemployment can allow skills acquired in school to deteriorate, hamper the
acquisition of important new skills, and delay opportunities for moving into specialized or management roles. It can take
years to catch up.

As with previous recessions, the Great Recession hit young Canadians the hardest. The unemployment rate for those 20-
24 rose from about 9% in 2008 to more than 12% in 2009, adding 55,000 people to the jobless rolls. For young men, the
unemployment rate hit a high of 15%. Many chose to weather the storm in school: enrollment rates at part— and full-
time post-secondary programs rose from 39% in 2008 (at the time, a recent low) to 43% in 2012.

Unemployment rates of university bachelor educated workers by age group
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Even after they ventured into the labour market, unemployment rates for this group remained persistently high long af-
ter things had improved for older workers. And men were disproportionately affected. Young women with a bachelor’s
degree fared better, likely because they were more likely to be employed in healthcare and educational services occupa-
tions that largely avoided any negative employment shock.

Recessions influence the jobs we end up in

Beginning your career when the labour market is slack can affect the type of work you do. After the Great Recession,
more young, university-educated Canadians found themselves doing jobs that didn’t match their education level—
especially compared with those entering the workforce in the first part of the 2000s. They were more likely to be work-
ing part-time, and not by choice. They were less likely to be working in specialized skilled or managerial roles, and more
likely to be working in unskilled occupations.

Precarious employment or difficulty finding work in your field is costly, in terms of lost wages. The impact may be long-

lived. Wage growth is typically fastest early in one’s career, because it’s the time when one starts accumulating marketa-




ble skills. Studies indicate about one-half of the total increase in earnings over one’s career occur in the first decade.
Creating a track record of competence is key to securing future promotions or changing employers. Consistent employ-
ment is also a big factor. As the Bank of Canada has highlighted, a significant portion of wage gains over a person’s life
come from making job changes while employed, so periods of unemployment remove an important bargaining chip in
negotiating a higher salary.

Persistent unemployment or underemployment can allow specialized skills earned in university to atrophy, increasing
potential wage losses. It can also delay the acquisition and development of transferable and soft skills, an area we at RBC
Economics have focused on because of the outsized importance we believe these skills will hold in the workforce of to-
morrow.

Millennials’ experience illustrates the impact

The costs of graduating into a recession are starting to show up in today’s 30-34-year-old cohort, who were 19-23 when
the recession hit. Less than 10% are in a management position. During the 2000-2008 period, workers in that age cohort
occupied 12% of management positions. Meanwhile, 37% of today’s 30-34-year-olds are in a skilled occupation; their
share in the 2000-2008 period was 41%. They’re more likely to be working in an unskilled occupation compared with pre-
recession cohorts.

Those age groups that graduated around the recession less likely to work
as managers and more likely to work in unskilled occupations

percent (%) of employment

Management Specialized Skilled Unskilled |

404

Age group
I 2-2
30 B 30-34
204
o ‘

Q& & 9 < O
'» ~ '@ w ~ ~ ,w ~ >

S & & S
& & & A

Sources: Statistics Canada, RBC Economics

Earnings for the graduates of the Great Recession have also lagged. Average hourly wages of those who likely entered
the workforce between 2009 to 2011 have seen about 60% of growth over the first 10 years of their working lives, com-
pared with 71% growth for those who entered the workforce between 2006 and 2008. We are only just getting a clear
picture of those who entered the workforce between 2013 and 2015, but their wages appear to be stronger. The reces-
sion cohort’s slower wage growth may reflect the fact that they transitioned into management and skilled occupations at

a slower rate than other cohorts. The next five years will tell us if these career delays persist.
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A slow career start could have significant spillover effects

We've outlined some of the costs of graduating into a downturn, in terms of lost wages in both the short and longer
term. Those losses could have a host of repercussions for the individual and for the economy as a whole. Lengthening
the time it takes to repay student debt or save for a down-payment on a home are two. Investing early for one’s re-
tirement is another. Timing isn’t everything, but it can’t be ignored.

How do human skills help in a downturn?

In the RBC Economics and Thought Leadership group’s Humans Wanted report, we argued that a transition
to a skills-based economy may help workers at risk of automation find work in other fields. It may also help
those who face disruption due to the business cycle. Recent published research by economists Amanda
Weinstein and Caroline Patrick find exactly this—at least for the United States—that those with high levels of
people and other cognitive skills fare much better during a downturn. Furthermore, cities that had more peo-
ple working in occupations that require these and other human skills were better able to adapt to the great
recession and saw faster recovery, while those that people working in jobs requiring motor skills faced the
longest recoveries. Encouraging young people to obtain a broader skill set that emphasize so-called soft-skills
may be an important step in creating a more robust workforce for the years to come.

The material contained in this report is the property of Royal Bank of Canada and may not be reproduced in any way, in whole or in part, without express authoriza-
tion of the copyright holder in writing. The statements and statistics contained herein have been prepared by RBC Economics Research based on information from
sources considered to be reliable. We make no representation or warranty, express or implied, as to its accuracy or completeness. This publication is for the infor-
mation of investors and business persons and does not constitute an offer to sell or a solicitation to buy securities.

®Registered trademark of Royal Bank of Canada.

©Royal Bank of Canada.



https://www.rbc.com/dms/enterprise/futurelaunch/_assets-custom/pdf/RBC-Future-Skills-Report-FINAL-Singles.pdf

