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1 Introduction

International migration has become increasingly diverse (Vertovec 2007). One major
source of diversification is the differentiation of migrant types, such as undocumented
migrants versus legal migrants, temporary foreign workers (TFWSs) versus permanent
residents, international students versus migrant workers, and refugees versus economic
immigrants (Meissner and Vertovec 2015). Furthermore, international migrants may
switch from one type to another. Since different migration types entail different rights
and opportunities in the host country, transitions in status may lead to significant
changes in the economic behaviours and outcomes of migrants.

Many previous studies have investigated the effects of two important transitions:
naturalization (i.e. the immigrant-to-citizen transition) and legalization. Bratsberg et al.
(2002) show that naturalization leads to an acceleration of earnings growth for young
male immigrants in the USA. They argue that naturalization boosts wage growth by re-
moving employment barriers (access to public sector jobs, union jobs, and white-collar
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jobs) and signalling employment stability to employers. In addition, it is possible that immi-
grants who naturalize will invest heavily in human capital specific to the host country that will
in turn lead to earnings growth. Similar results are found in other European and North Ameri-
can studies (DeVoretz and Pivnenko 2005; Fougere and Safi 2009; Zhou and Lee 2013; Ivlevs
and King 2012; Steinhardt 2012). In contrast, Bratsberg and Raaum (2011) find no positive
impact—and even a negative impact—of citizenship on the labour market outcomes of immi-
grants in Norway. Differences in the labour market structure between the USA and Norway
and the high temporary absence rate from the host country among immigrants who have
become citizens in Norway are provided as potential explanations for the negative results.

Other studies have examined the legalization of previously irregular immigrants in the
USA during the mid-1980s. The 1986 Immigration Reform and Control Act granted
amnesty to irregular immigrants in the USA and thus provides a natural experiment that
has been widely used by researchers to examine the impact of legalization on the labour
market outcomes of immigrants. While most studies conclude that legalization led to higher
earnings (Steigleder and Sparber 2015; Lozano and Sorensen 2011; Amuedo-Dorantes and
Bansak 2011; Kossoudji and Cobb-Clark 2002; Sisk 2012; Hotchkiss and Quispe-Agnoli
2009; Barcellos 2010; Borjas and Tienda 1993), a few studies find no effect (Lofstrom et al.
2010; Orrenius and Zavodny 2006). The benefits of legalization include greater employment
opportunities, higher occupational mobility, and, consequently, greater bargaining power
and higher wages. However, legalization may also lead to lower employment probabilities.
One reason is that the acquisition of legal status provides greater access to unemployment
insurance and other social programmes. This in turn may increase the reservation wages of
people who were previously working illegally, thereby inducing them to refuse jobs that they
would have otherwise accepted (Amuedo-Dorantes and Bansak 2011; Barcellos 2010).

In contrast to the strong attention given to the effects of naturalization and
legalization, few studies have examined the transition of TEFWs to permanent residence.
Many Western, developed countries rely on TFWs to introduce new skills into the
economy and to fill local or occupational skill shortages. While receiving countries
often have rigid regulations to guard against and constrain TFWs’ transition from tempor-
ary status to permanent residence, some also actively choose permanent residents from
among TFWs (Howe and Owens 2016). For example, in the early 2010s, Australia
selected 60% of skilled immigrants from among previously employer-sponsored TFW's or
former international students who found work after graduating from Australian educa-
tional institutions (Gregory 2014). In the USA, many high-skilled economic immigrants
were initially employed on temporary work visas and were subsequently sponsored by
their employers for permanent residence (Hao 2013; Lowell and Avato 2014). In Canada,
about 17% of TFWs who arrived during the 2000s became permanent residents within
5 years of obtaining their initial work permits (Lu and Hou 2017).

The possible effects of the transition from temporary status to permanent residence
may be different from those of legalization and naturalization in many respects. Com-
pared with undocumented or irregular migrants in the USA, TFWs are legally allowed
to work in the host country as long as they hold a valid work permit. In Canada,
employer-sponsored TFWs can obtain work permits only after employers demonstrate
that they cannot find comparable domestic employees in the local labour market, so
these TFWs often have prearranged jobs before arriving in the host country. Further-
more, Canadian employers are required to pay prevailing wages to TFWs, although not
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every employer may follow the regulations strictly. It is reasonable to expect that the
transition from legal temporary status to permanent residence may not bring as many
added economic opportunities to TFWs as legalization does to undocumented
migrants.

Conversely, the transition to permanent residence may open up relatively more
economic opportunities to TFWs than naturalization does to permanent residents.
Compared with permanent residents, many TFWs are allowed to work only for a
specific employer or in a specific occupation. The restrictions on their job mobility and
the presumed temporary nature of their employment may put them in an unfavourable
position in wage bargaining. The removal of such job restrictions would provide former
TFWs the possibility of “job shopping” in the broad labour market. Permanent resi-
dence also gives potential employers the assurance that they would not lose employees
for failing to renew their work permits. However, with permanent residence, holding a
job is no longer a condition for being able to stay legally in the receiving country. Thus,
some former TFWs may withdraw from the labour market to pursue further education,
bear or rear children, or pursue other activities.

More importantly, TFWs are a highly heterogeneous group in terms of skills and
restrictions on their work permits. For TFWs who have restricted work permits (i.e. who
are tied to a specific employer), a transition to permanent residence widens the set of
employers they can consider when searching for jobs and, thus, can increase opportunities
for employment and earnings growth. Yet a transition to permanent residence may have
little impact on the labour market outcomes of some other TFWs. In particular, highly
skilled TFWs employed in high-paying firms may have relatively flat employment and
earnings trajectories in the years surrounding their transition to permanent residence
simply because they were well paid prior to the transition. Hence, whether the labour
market outcomes of TFWs in Canada change substantially or not after they acquire
permanent residence is an empirical question. To the knowledge of the authors, this
question has remained unanswered to date.

The goal of this study is to fill this gap. Using the newly developed Temporary
Residents (TR) file linked with the Immigrant Landing file (ILF) and the Canadian
Employer-Employee Dynamics Database (CEEDD) from Statistics Canada, this paper
investigates how TFWs in Canada fare before and after acquiring permanent residence.
The study proposes several hypotheses regarding the consequences of permanent
residence for employment and earnings trajectories. Each of these hypotheses is tested
using regression models that control for the time-invariant unobserved heterogeneity
of individuals.

The paper finds that it is not appropriate to consider TFWs as a homogeneous group.
TFWs in different streams may exhibit different career dynamics after their transition
to permanent residence because they possess different skills and education levels and
they earned markedly different wages and were constrained by different working condi-
tions before the transition. If the accumulation of Canadian labour market experience
progressively improves the employment opportunities of TFWs (i.e. if their labour
market assimilation follows a smooth trajectory in the absence of acquisition of
permanent residence), any kinks that occur in employment rates and earnings in the
year when TFWs become permanent residents might plausibly result from the transi-
tion to permanent residence. The study finds evidence that is consistent with this view
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for TEWs with open work permits. For other TEWs, there is generally no compelling
evidence to support this view.

The paper is organized as follows. Section 2 presents the institutional background of
the TFW programme in Canada and three hypotheses that are subsequently tested.
Section 3 contains a discussion of the data sources and methods used. Section 4
presents descriptive evidence and regression results. Section 5 concludes the paper.!

2 Diversity among temporary foreign workers and possible differential
effects of the transition to permanent residence

TFWs are an important source of labour supply in Canada. From 1995 to 2014, the
number of valid work permit holders of foreign nationality present in Canada increased
by 52,000, or 0.4% of Canada’s employed workforce, to 353,000, or 2% of the country’s
employed workforce (CIC 2014). The Canadian TFW programme was initially designed
to fill local labour shortages on a temporary basis. Over the years, the TFW programme
has evolved to include individuals who hold different work permits characterized by
diverse working conditions, and it is now organized into two distinct programmes: the
International Mobility Program (IMP) and the Temporary Foreign Worker Program
(TFWP). The TFWP refers to the streams that require a labour market opinion (LMO),
renamed to a labour market impact assessment (LMIA) in 2014. The IMP comprises
the streams in which foreign nationals are not subject to an LMIA.

For work permits that require an LMO from employers, the employers need to
demonstrate that they could not find similar workers from the domestic labour market.
In this case, TFWs are generally tied to one specific firm by a restricted work permit.
In contrast, an LMO is not necessary for other types of work permits. Work permits
without an LMO are designed for international agreements, for exceptional workers
who can bring evident benefits to the Canadian labour market, for international
students, for the spouses or common-law partners of TFWs, or for charitable and
religious work purposes. Some of the TFWs who hold work permits that do not require
an LMO are not attached to a specific firm and thus are allowed to work for any
Canadian employer.”

For the empirical analysis in this study, TEW streams are divided into five broad
groups according to general skill level and restrictiveness of work permits:

Skilled TFWs with an LMO (TFW-LMO)

Live-in Caregiver Program (LCP)

International agreements (IA)

Canadian interests and employment benefits (CI-EB)
Other Canadian interests (OCI)

S

Some skilled TFWs are required to have an LMO (i.e. employers need to demon-
strate that they could not find similar workers from the domestic labour market).
These high-skilled temporary workers are allocated to the group of TFWs with an
LMO (TFW-LMO).?

The LCP is designed specifically for people who provide in-home child care, home
support care for seniors, or care for people with a disability. Employers must have an
LMO and an employment contract to hire live-in caregivers from abroad. The LCP
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allows participants to apply for permanent residence once they have worked as
caregivers in their clients’ home in Canada for 2 years.

TFWs in three groups (IA, CI-EB, and OCI) do not require an LMO. The OCI group
includes individuals involved in reciprocal employment, spouses and common-law part-
ners of applicants, international students, and other workers with no LMO. While
workers in the OCI group generally hold an open permit, TFWs in the IA and CI-EB
groups hold a restricted permit.

There are important education and skill differences across groups. Of all TFW's
considered in this study,* those in the IA group are the most highly educated: al-
most three quarters of them have at least a bachelor’s degree (Table 1). At the
other end of the spectrum, about one half of the OCI group and live-in caregivers
have at least a bachelor’s degree. About four tenths of individuals in the CI-EB
group work in managerial jobs, a proportion that exceeds by far those observed in
the other groups. While no more than 40% of individuals in the CI-EB group work
in jobs requiring professional skills, about 60% or more of individuals in the IA,
OCI, and TFW-LMO groups do so. Almost all live-in caregivers work in jobs re-
quiring intermediate and clerical skills (level C in Table 1).

In sum, the different TFW groups have different combinations of work permit
types and skill levels: (1) the TFW-LMO group includes highly skilled workers with
restricted work permits; (2) live-in caregivers are low-skilled workers with
restricted work permits; (3) the OCI group generally includes holders of an open
work permit with mixed education and skill levels; and (4) workers in the IA and
CI-EB groups are highly skilled workers with work permits that are less restrictive

Table 1 Selected characteristics of temporary foreign workers, by streams, 1996 to 2012

International Canadian interests—  Other Canadian Temporary foreign  Live-in
agreements employment benefits interests workers with labour Caregiver
market opinion Program

Percent

Educational attainments

High school or less  9.13 10.10 20.28 9.52 8.00
Diploma 17.76 22.02 27.27 24.04 39.75
Bachelor 36.07 39.62 2874 34.20 4992
Graduate 37.04 28.26 2371 32.24 232
Skill levels
Level 0—managerial  16.68 41.71 548 6.27 0.00
Level A—professional  59.25 39.90 65.98 61.79 0.08
Level B—skilled and  13.10 11.01 16.96 27.11 0.12
technical
Level C—intermediate 9.51 541 10.35 446 99.12
and clerical
Level D—elemental 146 197 1.23 038 0.68
and labourers
Type of work permit Mixed Mixed Generally open  Restricted Restricted
Labour market opinion  No No No Yes Yes
required

Note: The sum of the percentages for educational attainments and skill levels may not add up to 100% because of
rounding. Sources: Statistics Canada, Temporary Residents file, Immigrant Landing file, and Canadian Employer-Employee
Dynamics Database
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than those in the TFW-LMO group and less open than those in the OCI group.
As discussed below, the type of work permit and skill levels are likely two crucial
factors in determining the labour market impact of the transition of TFWs to
permanent residence.

2.1 Temporary foreign workers with restricted work permits

Some TFWs would not have entered the Canadian labour market without help from
their employer in Canada. These individuals hold restricted work permits that tie them
to a specific firm. Their transition to permanent residence may partly depend on a
positive recommendation from their employer. This may lead some of their employers
to offer them wages lower than the prevailing wages. For these reasons, it is conceivable
that once these TFWs acquire permanent residence, some may search for jobs that pay
higher wages and may experience greater earnings growth than before obtaining
permanent residence.

While TFWs with restricted work permits may experience stronger earnings growth
after obtaining permanent residence compared with the period before the transition,
their employment rates may not necessarily increase. One reason is that the vast major-
ity of them were already employed prior to the transition. If anything, permanent
residence allows them to stay in the host country legally regardless of whether they are
employed or not and thus enables them to pursue other activities, such as travelling
and taking maternity or parental leave. It is also unclear whether their employment
rates would fall, since gaining access to social benefits would not necessarily induce
them to withdraw from the labour market.

The above discussion leads to the first hypothesis:

HI: In general, the acquisition of permanent residence by TFWs with restricted work

permits will be associated with:

(a)No increase in employment rates
(b)Stronger earnings growth

2.2 Highly skilled temporary foreign workers

Hypothesis H1 may not be relevant for all TFWs who are attached to a specific
firm. As Table 1 shows, highly skilled TFWs in the TEW-LMO group are also at-
tached to a specific employer. Yet their economic circumstances likely differ sub-
stantially from those of low-skilled TFWs holding restricted work permits.
Essentially, the strong demand that firms have for these workers likely increases
their bargaining power and thus puts them in a relatively favourable position in
terms of wages and working conditions.

This is the case for several reasons. First, highly skilled foreign nationals are in
demand internationally as a result of globalization and technological changes, and they
have skills likely not found among domestic workers.” Second, foreign-born highly
skilled workers also possess international human capital, such as foreign languages and
global connections, which makes it easier for the firms that employ them to grow in
the global market. In addition, the fact that, in most cases, these TFWs are restricted to

working with one firm makes them attractive to prospective employers, as it ensures
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that these workers will not switch firms in the middle of a project. For all these
reasons, highly skilled TFWs are expected to receive relatively high wages and to
be offered fairly good working conditions. A previous Canadian study shows that
high-skilled temporary foreign workers earned two-and-half times that of immi-
grants who were admitted directly from abroad in the first full year of arrival and
their earnings advantages remained large even 15 years after arrival (Hou and
Bonikowska 2016). This suggests that high-skill temporary foreign workers received
high earnings upon their arrival because their skills match employers’ demand. As
a result, their transition to permanent residence may have no impact on their em-
ployment rate and their earnings.

However, skilled TEWSs’ stronger position in the labour market does not necessar-
ily eliminate the disadvantage of not having an employment option outside their
current employers. This may put downward pressure on their wages prior to
attaining PR status. This suggests that in analyses of the outcomes of highly skilled
TFWs, including those in the TFW-LMO, IA, and CI-EB streams, hypothesis H1
should be replaced by H2:

H2: For individuals in the TFW-LMO, IA, and CI-EB streams:

(a) The acquisition of permanent residence will be associated with no increase in
employment rate.

(b) The effect of obtaining PR status on highly skilled TEWs’ earnings is ambiguous:
the acquisition of PR status may be associated with no additional increase in
earnings if the employer’s monopsony effect is weak for these workers, or a
significant increase in earnings if the job restriction reduces these workers’

wage bargaining power.

2.3 Other temporary foreign workers

Hypothesis H1 is relevant for TFWs whose work permits restrict them to specific
employers, and hypothesis H2 is relevant for highly skilled TFWs with or without
restricted work permits. Other TFWs hold an open work permit and thus face no
constraints in their choice of employer. This is the case for TFWs in the OCI
group. These individuals are not sought after by Canadian employers and have no
prearranged jobs when they first arrive. They may have difficulty finding their first
job in the Canadian labour market because of lower-than-average language profi-
ciency, unrecognized credentials, or lack of Canadian work experience, among
other factors. For these TFWs, the acquisition of permanent residence may signal
to employers that they are strongly attached to the Canadian labour market. Also,
workers with permanent residence could get access to additional employment
opportunities that are available only to permanent residents or Canadian citizens
(public sector jobs, white-collar jobs, or union jobs).

For these reasons, the employment rates and earnings of TFWs in the OCI
group may rise after they become permanent residents, as described in the follow-
ing hypothesis:

H3: For individuals in the OCI group, the acquisition of permanent residence will be
associated with:
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(a) Increased employment rates
(b)Stronger earnings growth.

The arguments put forward in this section suggest that the changes in employment
and earnings trajectories that TFWs may experience as they become permanent resi-
dents will likely differ depending on the group they belong to. These hypotheses are
tested in Section 4 using a unique Canadian dataset.

3 Data and methods

3.1 Data

The study uses administrative data from the TR file and the ILF linked with the
CEEDD, developed at Statistics Canada.

The TR file contains individual-level information about all temporary residents who
have arrived in Canada since 1980 with visitor, work, or study permits, or as inland
refugee claimants. Variables such as permit category, entry date, country of birth,
gender, and birth date are included.

The ILF contains the sociodemographic characteristics of immigrants measured at
the time of landing. The linkage of the TR file and the ILF enables TFWs who became
permanent residents to be identified.

Information about individuals’ employment and earnings is drawn from the CEEDD,
a dataset that combines the annual T4 Statement of Remuneration Paid file, the T1
Personal Master File, and firm-level data from the Longitudinal Employment Analysis
Program (LEAP). Observations in the T4 and T1 files are linked using social insurance
numbers, while information from the LEAP is attached to individual-level records using
the longitudinal Business Register identification number. The T4 file contains earnings
reported by employers to the Canada Revenue Agency, and the T1 file includes the
basic tax information and demographic characteristics of individuals who file taxes in a
given year.

The sample consists of individuals who were aged 25 to 40 at arrival, who were iden-
tified as a TFW at least once between 1996 and 2005, and who became permanent resi-
dents at some point between 1997 and 2012. The age restrictions ensure that the
selected individuals are at the prime working age over the observation period. TFWs
are tracked for up to 5 years before their transition to permanent residence and up to
5 years after this transition.® Since the T4 and T1 files cover the 1997-to-2012 period,
the selection of TFW cohorts from 1996 to 2005 guarantees that workers in the sample
can be tracked for at least 7 years.

Two outcomes are considered: (1) being employed and (2) annual earnings. TFW's
are defined as being employed if they earn at least $1000 (in 2012 dollars) in a given
year, and as not employed otherwise. Annual earnings are defined as the sum of all paid
employment income from the T1 file or the T4 file, other employment income, and
self-employment income reported in the T1 file.

3.2 Methods
The relationship between the transition to permanent residence and the labour market
outcomes of TFWs is modelled using the following equation:
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where y;, denotes the two outcomes identified above, namely a binary indicator that
equals 1 if worker i earns at least $1000 in year ¢ and O otherwise, and the natural log

of earnings (for workers who earn at least $1000). In line with Bratsberg and Raaum

k
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(2011), Eq. (1) includes a vector of binary indicators, TR;, that equals 1 if worker i be-
comes a permanent resident k years before year ¢, 0 otherwise. The parameters a and b
are set to be -5 to -1 and 1 to 5, respectively, with the reference category being the
year during which the permanent residence transition occurs. This set of binary indica-
tors is very flexible since it does not impose any restrictions on the temporal patterns
displayed by the labour market outcomes of TFWs during the 5 years before and after
the permanent residence transition. YEAR, represents a set of dummies for each year
over the study period (from 1998 to 2012). In employment models and earnings
models, the vector Z includes a binary indicator that equals 1 if worker i has been per-
manently laid off in year £ -1 and 0 otherwise, and the number of months enrolled full
time in postsecondary educational institutions. Individual-specific fixed effects and year
indicators are included in all models, thereby controlling for individual-specific factors
that have a time-invariant influence on y;, and for unmeasured factors that affect TFWs
in an undifferentiated way. All regression analyses are conducted separately for men

and women, as well as for different TFW streams.

k
ir

It is worth noting that estimates of yj; 13, the coefficients for TR}, may capture both the
impact of acquisition of permanent residence by TFWs and the impact of their growing
work experience in the Canadian labour market. However, if the natural labour market
assimilation process of TFWs follows a smooth trajectory in the absence of acquisition of
permanent residence, any kinks that occur in or after the year when TFWs become
permanent residents might plausibly result from the transition to permanent residence.

Although TFWs are traced for up to 5 years before their permanent residence transition
and followed for up to 5 years after this transition, not all TFWs in the earnings sample
can be observed for 11 years. The sample used for earnings analyses is not balanced for
the following reasons: (1) TFWs may acquire permanent residence after various lengths
of stay in Canada; (2) TFWs land in Canada in different years, but the data track them
within a fixed window; and (3) some TFWs may leave the labour market while still resid-
ing in the country or return to their home country. The three types of attrition may be
correlated with individual-level unobserved heterogeneity that could confound the effect
of the transition to permanent residence on the earnings growth of TFWs. Incorporating
longitudinal data could mitigate this endogeneity by controlling for individual-level fixed
effects. We also estimated our models for the 11-year balanced panel data, and the results
are presented in Table 8 in the Appendix. Compared with the corresponding results
(Model 2s) in Tables 5 and 6 from the unbalanced panel, the sample size (person-years) is
reduced by about 90% in the balanced panel and becomes too small for two regression
models. However, for the models with sufficient sample size, the results from the balanced
and unbalanced panel data are broadly similar in the magnitude of the coefficients. The
coefficients with the similar magnitude are less likely to be statistically significant in the
balanced panel data because of the much smaller sample size.
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4 Results

4.1 Descriptive evidence

Table 2 shows descriptive statistics for the male and female TFWs considered in
this study.” The employment rates of male and female TFWs are 93 and 87%, re-
spectively. Among TFWs who have earnings, men earn more annually than their
female counterparts. For male and female TFWs, the sample used to analyse the
likelihood of being employed contains more observations after the transition to
permanent residence than before it, which highlights the unbalanced nature of the
panel used for analysis.

Figures 1 and 2 show how the employment rates of male and female TFWSs evolve
during the years surrounding the transition to permanent residence. The data support
hypotheses Hla, H2a, and H3a. In line with these hypotheses, men and women in the
LCP, IA, CI-EB, and TFW-LMO streams experience no increase in employment rates
after the permanent residence transition, contrary to those in the OCI stream. Men
and women in the OCI stream see their employment rates rise by about 5 percentage
points between year ¢ — 2 and year t + 1 (year ¢ referring to the transition year).

In contrast, the earnings of different groups of TFWs do not diverge: either they are
fairly constant or they grow over time (Figs. 3 and 4). Consistent with their overrepre-
sentation in managerial positions (Table 1), men and women in the CI-EB group have
the highest average earnings. Men and women in the LCP and OCI groups earn less
than their counterparts in the three other groups, but their earnings grow at a faster
pace. Related to hypothesis H2b, men and women in the TFW-LMO, IA, and CI-EB
groups appear to experience no acceleration in earnings growth after becoming
permanent residents. However, this is also the case for men and women in the two
other groups, contrary to hypotheses H1b and H3b.

Table 2 Descriptive statistics and sample distributions, by year of observation, 1996 to 2012

Men Women
Mean
Employment rate (percent) 9292 87.30
Log total earnings 10.70 10.00
Years before transition (percent)
5 1.63 098
4 2.56 2.15
3 4.01 443
2 6.15 740
1 12.32 1232
Year of transition (percent) 892 9.64
Years after transition (percent)
1 13.78 13.56
2 13.53 13.40
3 13.13 13.04
4 1249 12.21
5 11.47 10.86

Note: The distribution of years after transition is calculated based on the employment sample. Sources: Statistics Canada,
Temporary Residents file, Immigrant Landing file, and Canadian Employer-Employee Dynamics Database
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Employment rates of male temporary foreign workers
employment rate
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Note: IA: International agreements; CI-EB: Canadian Interests and Employment Benefits; OCI: Other Canadian
Interests TFW-LMO: Skilled temporary foreign workers with a labour market opinion; LCP: Live-in caregiver
Program.
Fig. 1 Employment rates of male temporary foreign workers. Sources: Statistics Canada, Temporary
Residents file, Immigrant Landing file and Canadian Employer-Employee Dynamics Database

4.2 Regression results

Tables 3 and 4 show how the likelihood of being employed varies for men and women,
respectively, during the years surrounding the transition to permanent residence. Since
attending school may affect the likelihood of being employed, results are shown with a
control variable for the number of months individuals are enrolled full time in postsec-
ondary educational institutions in year ¢ (Model 2) and without this control variable
(Model 1). As mentioned above, separate regressions are run for each of the five
streams outlined in Section 2. For all groups of male and female TFWs, Model 2

Employment rates of female temporary foreign workers
employment rate

(percent)
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Years surronding the PR transition

1A «+ CI-EB~ ====- OCI = = =TFW-LMO - = LCP

Note: IA: International agreements; CI-EB: Canadian Interests and Employment Benefits; OCI: Other Canadian

Interests; TFW-LMO: Skilled temporary foreign workers with a labour market opinion; LCP: Live-in caregiver

Program.

Fig. 2 Employment rates of female temporary foreign workers. Source: Statistics Canada, Temporary
Residents file, Immigrant Landing file and Canadian Employer-Employee Dynamics Database
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Average earnings of male temporary foreign workers
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Notes: The sample is restricted to TFW who are observed 2 years prior to and at least 2 years after the PR
transition. IA: International agreements; CI-EB: Canadian Interests and Employment Benefits; OCI: Other
Canadian Interests; TFW-LMO: Skilled temporary foreign workers with a labour market opinion; LCP: Live-in
caregiver Program.

Fig. 3 Average earnings of male temporary foreign workers. Sources: Statistics Canada, Temporary Residents

file, Immigrant Landing file and Canadian Employer-Employee Dynamics Database

suggests that attending postsecondary educational institutions on a full-time basis for
an additional month is associated with a decrease in the likelihood of being employed

that varies between 0.8 and 1.5 percentage points.

A comparison of the TR¥ estimates for year ¢ -1 and year ¢ + 1 indicates that for all
TFWs, except those in the OCI group, the probability of being employed displays no
sharp increase from year £—1 to year ¢+ 1. In contrast, men and women in the OCI
group see their likelihood of being employed increase by about 7 percentage points and
5 percentage points, respectively, during this period. This can be seen, for instance, by

Average earnings of female temporary foreign workers
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Notes: The sample is restricted to TFW who can be observed 2 years prior to and at least 2 years after the PR
transition. IA: International agreements; CI-EB: Canadian Interests and Employment Benefits; OCI: Other
Canadian Interests; TFW-LMO: Skilled temporary foreign workers with a labour market opinion; LCP: Live-in
caregiver Program.

Fig. 4 Average earnings of female temporary foreign workers. Sources: Statistics Canada, Temporary
Residents file, Immigrant Landing file and Canadian Employer-Employee Dynamics Database
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noting that when school attendance is controlled for, the TR estimates for men
increase from —0.045 in year ¢ - 1 to 0.024 in year ¢+ 1.

Figures 5 and 6 plot the predicted employment rates of male and female TFWs
resulting from Model 2.° In line with hypotheses Hla and H2a, Figs. 5 and 6
confirm that men and women with restricted work permits (those in the LCP
group) and highly skilled TFWs (those in the TFW-LMO, IA, and CI-EB groups)
experience no increase in employment as they acquire permanent residence.
However, consistent with hypothesis H3a, men and women in the OCI group see
their predicted employment rates increase substantially in the year during which
they obtain permanent residence. The kink displayed by employment rates around
year t makes it unlikely that rates for this group are rising because of the gradual
accumulation of labour market experience. It suggests instead that permanent
residence causes an increase in the likelihood of being employed for men and
women in this group.

The transition to permanent residence is also associated with a substantial increase
in earnings for the OCI group. This is in line with hypothesis H3b. Regardless of the
models considered, the estimates of TR shown in Tables 5 and 6 indicate that the an-
nual earnings of men and women in the OCI group increase by at least 0.25 log points
(or roughly 25%) from year £ -1 to year ¢+ 1. Male live-in caregivers—a relatively small
group—are the only others who experience a larger relative increase in earnings during
this period. The predicted earnings of men and women in the OCI group exhibit a kink
from year ¢ to year ¢ + 1, suggesting that their age—earnings profiles shift upwards as a re-
sult of acquiring permanent residence (Figs. 7 and 8). Except for male live-in caregivers,
no such upward shift in age—earnings profiles can be detected for other groups of male or
female TFWs.'* For highly skilled workers in the TFW-LMO, IA, and CI-EB groups, the
absence of an upward shift in the age—earnings profile suggests that restriction to specific
employers does not put these TFWs in a disadvantageous position. In addition, the

Predicted employment rates of male temporary foreign workers
employment rate
(percent)
105
100 = T
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Notes: Predicted employment rates are based on estimates from Model (2) in Table 3. IA: International
agreements; CI-EB: Canadian Interests and Employment Benefits; OCI: Other Canadian Interests; TFW-LMO:
Skilled temporary foreign workers with a labour market opinion; LCP: Live-in caregiver Program.
Fig. 5 Predicted employment rates of male temporary foreign workers. Sources: Statistics Canada,
Temporary Residents file, Immigrant Landing file and Canadian Employer-Employee Dynamics Database
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p
Predicted employment rates of female temporary foreign workers
employment rate
(percent)
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Notes: Predicted employment rates are based on estimates from Model (2) in Table 4. IA: International
agreements; CI-EB: Canadian Interests and Employment Benefits; OCI: Other Canadian Interests; TFW-LMO: Skilled
temporary foreign workers with a labour market opinion; LCP: Live-in caregiver Program.
Fig. 6 Predicted employment rates of female temporary foreign workers. Sources: Statistics Canada,
Temporary Residents file, Immigrant Landing file and Canadian Employer-Employee Dynamics Database

predicted age—earnings profiles shown in Figs. 7 and 8 strengthen the idea that the labour
market outcomes of TFWs evolve in a differentiated way across streams.

5 Conclusions

The economic well-being of temporary foreign workers (TFWs) in Canada has attracted
considerable attention in recent years. This is true especially for low-skilled TFWs who
are attached to a specific employer because of a restricted work permit. Highly skilled
TFWs, some of whom may also hold a restricted work permit, likely operate in a different
economic environment. As a result of globalization, multinational firms in many devel-
oped countries have lobbied governments to admit more of these high-skilled TFWs into
the host country, arguing that these TFWs are necessary inputs to keep them competitive
in the global market. Drawing on previous research, this study outlined three hypotheses
regarding the labour market performance of five groups of TFWSs during the years
surrounding their transition to permanent residence. These hypotheses were tested using
fixed-effects models and a large Canadian administrative dataset.

The main finding of this paper is that it is not appropriate to consider TFWs as a
homogeneous group. The reason is that TFWs in different streams have different
education and skill levels and they earned markedly different wages and were
constrained by different working conditions before the status transition. As a result,
there is no reason to expect all of them to experience similar changes in labour market
outcomes after they acquire permanent residence. The multivariate analyses performed
in this study largely support this argument.

If the accumulation of Canadian labour market experience progressively improves the
employment opportunities of TFWs (i.e. if their labour market assimilation follows a
smooth trajectory in the absence of acquisition of permanent residence), any kinks that
occur in employment rates and earnings in or after the year when TFWs become perman-
ent residents might plausibly result from the transition to permanent residence. The study
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Predicted earnings of male temporary foreign workers
earnings (percent)
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Notes: Predicted earnings are based on estimates from Model (2) in Table 5. IA: International agreements; CI-EB:
Canadian Interests and Employment Benefits; OCI: Other Canadian Interests; TFW-LMO: Skilled temporary foreign
workers with a labour market opinion; LCP: Live-in caregiver Program.
Fig. 7 Predicted earnings of male temporary foreign workers. Sources: Statistics Canada, Temporary
Residents file, Immigrant Landing file and Canadian Employer-Employee Dynamics Database

found evidence that is consistent with this view for TFWs with open work permits. For
other TFWs, there is generally no compelling evidence to support this view.

Although the earnings of male live-in caregivers increase after their permanent resi-
dence transition, it is unclear whether acquiring permanent residence leads to higher
living standards for them. Their earnings growth may simply be the result of moving
into new jobs or occupations with different compensation methods. As expected, male
live-in caregivers do not exit the labour market and still maintain a relatively constant
labour market participation rate even after permanent residence makes them eligible
for social programmes and benefits. The employment rates of their female counterparts

Predicted earnings of female temporary foreign workers
employment earnings
(percent)
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Notes: Predicted earnings are based on estimates from Model (2) in Table 6. IA: International agreements; CI-EB:
Canadian Interests and Employment Benefits; OCI: Other Canadian Interests; TFW-LMO: Skilled temporary foreign
workers with a labour market opinion; LCP: Live-in caregiver Program.

Fig. 8 Predicted earnings of female temporary foreign workers. Sources: Statistics Canada, Temporary
Residents file, Immigrant Landing file and Canadian Employer-Employee Dynamics Database
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seem to decrease after transition, likely because of changes in marital status or the
presence of young children.

Because it is not possible to find a control group for TFWs who acquire perman-
ent residence status, one needs to be cautious about interpreting any kinks associ-
ated with the status change as a causal effect. One argument would be that TFWs
who anticipate a large earnings gain in the following period may be the ones who
choose to make the PR transition, while those who do not anticipate growth
choose to return to their home countries. If so, the status change is endogenous.
This possibility is likely small because the length and type of stay of TWFs with
various work permits are highly regulated by government policies (Lu and Hou
2017). The formal immigrant selection process favours TFWs who do very well in
the labour market before they apply for immigration status. If anything, the lack of
kinks in labour market outcomes after the transition could be partly a result of the
positive selectivity of the status transition. Nevertheless, the fact that significant
improvements in labour market outcomes are observed only among TFWs mostly
with open work permits but not among high-skilled TFWs who are restricted to
specific employers suggests that the job restriction faced by the latter group does
not necessarily put them in a disadvantageous position in Canada.

The study has important implications for the existing literature on TFWs in Canada.
Contrary to what most previous studies have suggested, not all TFWs in Canada appear
to be equally affected by their attachment to specific employers."" Under the two
assumptions outlined above, the gains resulting from the acquisition of permanent
residence appear to be greater for holders of an open work permit and for live-in
caregivers than for highly skilled TFWs.

Endnotes

'In recent years, the government has increased the role that employers play in
selecting economic immigrants by introducing the Canadian Experience Class and
by promoting provincial and territorial nominee programmes. These immigration
programmes generally give more weight to relevant Canadian work experience
when considering potential immigrants, thereby facilitating the transition of TFWs
to permanent residency. This may have changed the earnings and employment tra-
jectories of recent cohorts of TFWs, compared with those of earlier cohorts. The
study does not investigate this issue.

*While all TFWs for whom an LMO is required are tied to a specific firm, not all
TFWs for whom an LMO is not required are allowed to work without restrictions.

*While low-skilled TFWs employed as seasonal agricultural workers or in the Low-
skill Pilot programme are also TFWs for whom an LMO is required, they are excluded
from the study because of insufficient sample sizes in the study period. The rate of
transition to permanent residence among seasonal agricultural workers is very low. The
Low-skill Pilot programme was introduced in 2002 and substantially expanded in the
late 2000s which is not covered in this study.

“The study focuses on TFWs who become permanent residents.

®Many studies have acknowledged the increased competition firms face to hire
highly skilled workers in the global labour market (Bauer and Kunze 2004; Zurn and
Dumont 2008; Saxenian 2002; Chiswick 2005; Kapur and McHale 2005; Dumont et al.
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2012). Kerr et al. (2014) point out that many large firms in the USA call for more
high-skilled TFWs to be admitted through the H-1B visa. These employers argue that
highly skilled labour is a necessary input for these firms to succeed and that their de-
mand for such workers cannot be fulfilled by the domestic labour market.

®Table 7 in the Appendix shows that 81% of all TFW's in the sample of the earnings
model have at least 5 years of positive total employment earnings. Furthermore, the
majority of these selected TFWs (roughly 70%) have positive total employment earnings
for 5 to 8 years.

"The employment sample includes individuals who file their T1 personal tax return
in a given year. The log earnings sample includes workers who have total earnings of at
least $1000 (in 2012 dollars).

8Since these estimates are relative to year t, they imply that the likelihood of men in
the OCI group being employed is 4.5 percentage points lower 1 year before the per-
manent residency transition than it is in year ¢ and 2.4 percentage points higher 1 year
after the transition than in year £

The predicted outcomes shown in Figs. 5, 6, 7, and 8 are based on the average values
of the control variables in Eq. (1).

The work environment and compensation methods of live-in caregivers who
become permanent residents likely change if they switch occupations. More precisely,
live-in caregivers generally work for employers who provide food and accommodation.
This is often no longer the case when they change occupations. As a result, an increase
in the real earnings of live-in caregivers does not necessarily imply an increase in their
living standards.

"'Canadian studies include those by Alboim (2009), Alboim and Cohl (2012), Baglay
and Nakache (2013), Baxter (2010), Fudge and MacPhail (2009), Nakache and
Dixon-Perera (2015), Nakache and Kinoshita (2010), Reitz (2010), and Vosko (2014).

Appendix

Table 7 Distribution of temporary foreign workers by the number of years with positive total
employment earnings in the sample, 1996 to 2012

Number of years Distribution

Percent Cumulative percent
1 2.89 2.89
2 397 6.86
3 5.12 11.98
4 6.73 18.71
5 14.07 32.78
6 2046 5324
7 20.63 73.88
8 1476 88.64
9 723 95.86
10 2.85 98.71
11 1.29 100.00

Note: The numbers are calculated from the sample including temporary foreign workers who had total earnings (T4 and
T1) more than $1000 (in 2012 constant dollars) in at least 1 year over the period of up to 5 years before and after the
transition to permanent residency. Sources: Statistics Canada, Temporary Residents file, Immigrant Landing file and
Canadian Employer-Employee Dynamics Database
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