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NOTES

The labour shortage is undoubtedly among 
the biggest challenges currently facing 
Quebec businesses. Every sector of economic 
activity must now contend with labour scar-
city, and employers are having to redouble 
their effort and imagination in order to attract 
and retain employees. This Economic Note 
exhorts the reader to transcend the usual 
solutions revolving around recruitment and to 
look instead at productivity increases and tax 
relief as effective ways to circumvent the 
labour shortage problem and, ultimately, 
ensure economic prosperity. 

JOB VACANCIES HAVE DOUBLED SINCE 
THE START OF THE PANDEMIC
Labour scarcity is not just a recent phenom-
enon, as the job vacancy rate in Quebec almost 
doubled between 2015 and 2019, increasing 
from 1.8% to 3.45% (see Figure 1). However, in 
the wake of the pandemic, it has swollen to 
unexpected and troublesome proportions. 

The most recent data from Statistics Canada 
indicate that in the third quarter of 2022, there 
were nearly one million job vacancies in 
Canada, including 246,230 in Quebec. This cor-
responds to a provincial job vacancy rate of 
6.41%, which is double that of the first quarter 
of 2019. The Department of Labour, Employment, 
and Social Solidarity had estimated that the 
province would need to fill 1.4 million positions 
from 2017 to 2026.1 Moreover, due to ongoing 
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demographic aging, it is legitimate to expect 
labour scarcity to continue to worsen over the 
next decade and beyond. 

Labour shortages cause a considerable loss of 
earnings for companies and, in turn, for society 
as a whole. Among other things, in 2021-2022 
the lack of personnel cost Quebec SMEs to lose 
sales contracts worth approximately $11 billion.2 
The manufacturing sector also reports having 
been forced to forego nearly $18 billion in rev-
enue over the past two years,3 for the same 
reasons. Sacrificing business opportunities 
means slowing economic growth, therefore 
limiting potential increases in standard of liv-
ing for all Quebecers.

This Economic Note was prepared by Nathalie Elgrably-Lévy, Senior Economist at the MEI, in collaboration 
with Renaud Brossard, Senior Director, Communications at the MEI. The MEI’s Taxation Series aims to shine 
a light on the fiscal policies of governments and to study their effect on economic growth and the standard 
of living of citizens.
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The solutions proposed are numer-
ous: increasing immigration 
thresholds, facilitating the hiring of 
temporary foreign workers, encour-
aging the return of retirees to the 
labour market, raising the retire-
ment age, adding childcare spots, 
offering subsidies to companies to 
help them improve wages, etc.

Finding ways to fill jobs was a cen-
tral issue in the last provincial elec-
tion campaign. For example, to 
encourage retirees to return to the 
workforce, the Quebec Liberal 
Party proposed increasing the tax 
exemption for workers over 65 
from $15,000 to $30,000.4 For its 
part, the Parti Québécois promised 
tax rebates for those aged 60 and 
over and committed to suspending 
contributions to the Quebec 
Pension Plan for those aged 65 and 
over.5

The above solutions may have some merit. If 
applied correctly and precisely, they have the 
potential to help provide jobs and boost pro-
duction. On the other hand, history has shown 
that the enrichment of societies does not 
depend solely on the expansion of their labour 
pool. If this were the case, the most populous 
countries would also be the most prosperous. 
But this is not what we observe. To take advan-
tage of every opportunity for economic 
development, we must therefore stop 
depending solely on recruitment. There are 
other means of overcoming labour shortages 
and ensuring economic prosperity.

THE DETERMINANTS OF ECONOMIC GROWTH
In order to prioritize the policies that promote 
the growth of our standard of living, we must 
first identify what determines living standards. 
The equation below presents the three vari-
ables used to calculate the level of wealth per 
person: 

Thus, the standard of living (GDP/population) 
depends on the productivity of workers (GDP/
hours worked), the work intensity (hours worked/

number of jobs) and the employment rate 
(proportion of the population that is employed). 
In theory, an increase in any of these three vari-
ables, all else being equal, will enrich society. 
But in practice, not all levers of growth are 
equivalent. 

For example, work intensity has been declining 
for over a century, and it is unlikely to increase 
significantly in the future. Moreover, it is a so-
called “bounded” variable, because even if it 
does increase, it will quickly reach an upper 
limit that is difficult, if not impossible, to 
exceed.

As for the employment rate, although it has 
increased over the past fifty years, it too repre-
sents a “bounded” variable, as there will always 
be a fraction of the population unavailable for 
employment.

To ensure economic growth that is stable and 
sustainable, and therefore relatively resistant to 
labour shortages, it is necessary to rely on an 

Labour shortages cause a 
considerable loss of earnings for 
companies and, in turn, for society 
as a whole.

Figure 1

Change in job vacancy rates, 2015-2022

 
Note: For 2020, 1st and 4th quarters only. For 2022, 1st and 2nd quarters. 
Source: Statistics Canada, Table 14-10-0325-01: Job vacancies, payroll employees, job vacancy rate, 
and average offered hourly wage by provinces and territories, quarterly, unadjusted for seasonality.
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unbounded variable whose effect-
iveness has been confirmed: the 
ratio of GDP to hours worked, i.e., 
worker productivity. This is an 
important variable because it 
measures how efficiently a worker 
uses their time to produce goods 
and services. As one might expect, 
a worker who produces three units 
per hour contributes more to a 
society’s standard of living than 
two workers who each produce 
only one unit per hour.

The value of productivity is there-
fore based on a simple principle: 
fewer workers who produce a lot 
are better than many workers who 
produce relatively less. The effi-
ciency of workers is more import-
ant than the number.

Furthermore, in contrast with other 
levers of growth, productivity has 
no insurmountable upper limit. As 
long as certain conditions are met, 
it can increase indefinitely, as its 
evolution since the Industrial 
Revolution has demonstrated.

Thus, since increases in productivity are recog-
nized as the main vehicle for long-term wealth 
creation, they should be considered a powerful 
solution to the current labour shortage. In 
other words, if workers are scarce and there is 
not enough labour, then we must increase the 
productivity of the workers who are available.

QUEBEC’S PRODUCTIVITY IS LAGGING
In terms of productivity, Quebec is not doing 
well. Since 1997, it has trailed significantly 
behind Ontario, Alberta, and the Canadian 
average (see Figure 2). Note that the gap with 
Alberta has narrowed very modestly, while with 
Ontario and Canada as a whole it has widened. 
The reader will remark a substantial drop in 
2020 due to the pandemic and the attendant 
lockdown measures.

Today, Quebec’s productivity sits at 88.6% of 
that of Canada as a whole, 91.8% that of Ontario, 
and just 67.2% that of Alberta. If the current 
average annual growth rate of Canadian pro-
ductivity (1.19%) were to persist, Quebec’s pro-
ductivity would have to increase at an average 
annual rate of 2.42% to catch up to the national 
level in a decade. This is more than double the 
province’s current rate of 1.1%.

It should be emphasized that this productivity 
gap is not unique to the last quarter century. 
On the contrary, Quebec has been bringing 
up the rear since Canadian Confederation 
began.6

According to one study,7 the productivity gap 
between Quebec and the average of 19 OECD 
countries8 has widened considerably since 1981. 
The researchers state that “the entire gap in liv-
ing standards between Quebec and the OECD19 
average is now explained by the relative weak-
ness of the province’s productivity. [...] Productivity 
will therefore be the only lever available to the 
province to support the growth of its 
economy.”

Closing the productivity gap is not an impos-
sible challenge. But it does require public poli-
cies that provide the right incentives.

If workers are scarce, then we 
must increase the productivity of 
the workers who are available.

Figure 2

Change in productivity, 1997-2021

 
Source: Statistics Canada, Table 36-10-0480-01: Labour productivity and related measures by business 
sector industry and by non-commercial activity consistent with the industry accounts, 2022.
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that making changes to corporate taxes has no 
statistically significant effect on economic 
growth. However, such results remain marginal 
in the literature.12

This is the logic behind an effort to reduce the 
tax burden, as the funds not taken by the state 
would provide companies with the flexibility to 
acquire productive capital. The resulting 
increases in productivity would then allow 
companies to offer workers higher wages or 
better working conditions, without relying on 
government subsidies. It should also be noted 
that this reduction in the tax burden will have 
the collateral benefit of allowing companies to 
improve their competitiveness in external mar-
kets, which will further contribute to the 
growth in standard of living.

In order to overcome the constraints imposed 
by labour shortages, the government should 
be exploring options for increasing the effi-
ciency of public spending, particularly via tar-
geting of growth-generating activities rather 
than by hiring workers. While the Quebec gov-
ernment claims that it wants to encourage 
businesses to focus on productivity gains, one 
study found that fiscal policy “has remained 
firmly focused on employment even as pres-
sure on the labour market has been increas-
ing.”13 In the current context, therefore, it has 
become appropriate to transform payroll-
based tax credits into tax credits that promote 
investment and innovation. 

CONCLUSION
The labour market is under considerable pres-
sure. In addition to measures that promote 
expansion of the labour pool, it is now more 
important than ever to focus on achieving 
gains in productivity as well. This approach is 
all the more crucial given that Quebec is lag-
ging badly in productivity, which is undermin-
ing growth in its citizens’ standard of living. 
Since these productivity gains necessarily 
involve investment and innovation, public poli-
cies must be designed and implemented with 
a view to promoting these variables. However, 

LABOUR SHORTAGE: TAX POLICY 
TO THE RESCUE
For many years, public administrations, policy-
makers and companies were all operating in a 
context of high unemployment. Measures and 
programs aimed at job creation were thus pro-
posed. However, the current scarcity of labour 
requires a paradigm shift. In order to sustain 
production activities in the context of a labour 
shortage, it has now become imperative to dir-
ect public policy toward productivity gains 
rather than toward recruitment. 

Since productivity gains result from the mod-
ernization of production techniques, they 
require effort on two levels. They clearly need 
sustained investment in cutting-edge technol-
ogies, machinery, manufacturing and process-
ing equipment, infrastructure, and intellectual 
property. But they also rely on process and 
product innovations. Since such initiatives 
obviously come with a price tag, the question 
of financing becomes a matter for 
consideration.

Tackling the labour shortage therefore requires 
the creation of an environment favourable to 
investment and research and development 
activities. With this in mind, it is important for 
the government to re-evaluate its support sys-
tem to align it with the realities of the eco-
nomic situation and the needs of business. In 
order to increase companies’ financial room for 
manoeuvre, consideration should be given to 
reducing the tax burden, in particular through 
reductions in corporate taxes.

Empirical research has established the exist-
ence of an inverse relationship between cor-
porate taxation and levels of investment and 
entrepreneurship. In particular, a study of 85 
countries, including developing countries, 
found a “consistent and large adverse effect of 
corporate taxes on both investment and entre-
preneurship.”9 A 2019 study also confirmed the 
depressive impact of corporate taxes on invest-
ment and productivity and, ultimately, on eco-
nomic growth.10 Another study published in 
2022 concluded that corporate tax cuts lead to 
sustained increases in GDP and productivity, 
with a maximum effect after five to eight 
years.11

For the sake of intellectual integrity, it must also 
be noted that there exist studies that do not 
support the positive impact of corporate tax 
cuts. As it happens, one 2021 study concluded 

Consideration should be given to 
reducing the tax burden, in 
particular through reductions in 
corporate taxes.  
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