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¢ Al adoption within U.S. labour markets is broader than in Canada, though the lack of a global standardized defi-
nition complicates cross-border comparisons.

* Canadian employment in occupations at higher risk of Al displacement is more resilient, but both nations are
exhibiting steady job creation in roles complementary to Al usage.

* The normalization of Canada’s labour demand is more a function of cyclical factors rather than Al, although
some Al related productivity relationships are loosely emerging.

*  Youth wages in Al-complementary roles in the U.S. and Canada are growing at a faster pace than other roles
in the labour market. These include industries such as healthcare, real estate, and professional occupations in
applied sciences.

The rapid advancement of artificial intelligence (Al), particularly since the introduction of generative Al tools
in late 2022, has sparked intense debate about its impact on labour markets. Al adoption is a double-edged
sword - fuelling both concerns about job displacement and

optimism about productivity gains. But the actual effects on  cpart 1. u.s. Employment Growth Lagging in
employment, wages, and workforce dynamics are complex  Sectors with More Al Adoption

and evolving.
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As a global leader in Al corporate adoption, investment, and 10
research, the U.S. is showing early signs of labour market shifts.
Employment is growing at a slower pace in industries where Al
usage has ramped up, especially where job displacement risk
is higher in technology, finance and professional roles. Al is
also starting to shape higher wage outcomes for high-skilled
workers, while demanding new skill sets from new graduates.
This report sets out to examine whether Canada’s labour mar- 0 5 10 15 20
ket is exhibiting the same trends, drawing on recent empirical
research, industry surveys, and comparative analysis.

[ee]

o
Al Adoption Rate

obdANONMRO®
[ ]
[ ]
[ ]

Note: Green dots represent U.S. industries.
Sources: Census Bureau Business Trends and Outlook Survey, TD Economics.
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Chart 2: Al Adoption is Not Yet Impacting
Canadian Employment Outcomes
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Note: Green dots represent Canadian industries.
Sources: Statistics Canada, TD Economics.

Canadian Al Adoption Lags the U.S. - With
Some Caveats

It is important to lead the discussion with one point:
the term “Al adoption” does not have a universally ac-
cepted definition. This inherently presents challenges
when comparing data on Al utilization between Can-
ada and the U.S. For example, surveys often employ
varying criteria for what constitutes Al and measure
its use differently. Additionally, differences in survey
design, as well as variations in firm sizes and industry
compositions, can influence reported outcomes relat-
ed to Al adoption.

With that said, the most consistent and comparable es-
timates place Canada behind the U.S. in both breadth
and depth of Al integration. An aggregation of recent
data suggests that up to 60-80% of U.S. companies
now use Al'in some capacity compared with the lower
rates reported, on average, in Canada. Despite lag-
ging the U.S., Canada stacks up well on the global
scale, ranking in the top 15 according to recent studies
that aim to establish a one-size-fits all approach to Al
adoption?3,

Industry Al Use and Employment Trends Are
More Pronounced in the U.S.

In our best attempt to avoid mismeasurement of Al
adoption rates by industry, we leverage specific U.S.
and Canadian surveys*® that similarly qualify Al adop-
tion as the percent of businesses reporting to have
used Al to produce goods or deliver services over the
past 12 months. We find consistencies across both

countries in the industries with the highest Al adoption
rates: information and culture, professional/scientific/
technical services, finance and insurance, real estate,
and health care. Similarly, the data show that the ac-
commodation and food, forestry, and transportation
and warehousing sectors are lagging in Al adoption in
both the U.S. and Canada.

How this translates into employment outcomes is be-
coming more measurable in the U.S. The impacts are
modest, but a negative correlation south of the bor-
der shows industries with higher Al adoption rates are
seeing worse employment outcomes since early-2023
(Chart 1). This relationship is so far absent in Canada
(Chart 2).

Al Adoption vs Al Exposure

The terms Al adoption and Al exposure are related,
with the latter being a broader term for its influence
across the labour market. We are particularly interest-
ed in the industries and occupations which are highly
exposed to Al and whether these areas are likely to see
job displacement or transformation based on its ca-
pacity to replace or augment certain positions. We le-
verage Al exposure qualifiers from Statistics Canada®,
which is often used a basis for analysis in Canada. It
classifies occupations and industries based on their
exposure to Al and the degree to which it compliments
work functions’.

Starting with employment in highly Al-exposed sectors
with low-complementarity, which is where Al is likely
to replace jobs. These workers have fared much better
in Canada than in the U.S. since late-2022 (Chart 3).

Chart 3: Canadian Employment Outperforms
the U.S. In Jobs Susceptible to Al Replacement
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U.S. employment has seen virtually no growth, led by
information and professional services, versus Canada
showing fewer signs of job displacement.

The narrative converges for Al-exposed occupations
that are highly complementary with Al. In both the U.S.
and Canada, aggregate employment growth in occu-
pations such as engineering, physical and life sciences
professionals, and professional occupations in edu-
cation, law, and nursing, has remained robust (Chart
4). These roles tend to be higher paid and require ad-
vanced education.

Canada’s Labour Markets and the Business
Cycle

Even though Canadian employment in Al-exposed sec-
tors is more resilient than the U.S., the broader labour
market has still cooled over the past couple of years.
This reflects a normalization in labour demand follow-
ing the pandemic recovery, when Canadian companies
chose to hoard labour amid hiring difficulties. The un-
employment rate has risen by roughly 1.5 percentage
points over the last two years, driven by reduced hir-
ing activity and normalizing job vacancies (Chart 5).
Across all industries, whether Al-exposed or otherwise,
employment and GDP growth are falling in tandem,
suggesting that cyclical factors are the primary drivers
of current trends.

There is some, albeit limited, evidence that Al may be
influencing Canadian productivity similar to American
trends. Recent studies show that Al is credited with
helping the U.S. economy avoid a deeper slowdown
and its adoption correlates with higher productivity
growth across tech, finance and data-intensive sec-
tors®. Chart 6 shows that in Canada, productivity is
higher in industries that are likewise higher in adoption
rates, though the relationship is tenuous. Given Cana-
da’s lagging productivity growth over the past several
years, Al presents one of the more substantial levers
to shrink the productivity gap with other G7 countries.

Uncovering Al Wage Trends

The impact of Al on wages is nuanced and varies by sec-
tor, job type, and skill level. In the U.S., entry-level wages
in highly Al-exposed roles are facing downward pres-
sure, as it automates many routine tasks traditionally
performed by younger workers. Conversely, young work-

Chart 4: Canadian Employment Growth Mirrors
the U.S. for Al-Augmenting Roles
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Chart 5: Canadian Labour Demand Has
Normalized
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Chart 6: Productivity Gains Loosely Higher in
Canadian Industries with Higher Al Adoption
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Chart 7: Youth Wages Benefit From a Premium
in Al Exposed Industries

2023-2025 Average Annual Wage Growth
5.0
4.5

4.0
3.5
3.0
25
2.0
1.5
1.0
0.5
0.0

High Exposed -  High Exposed - Low Exposed - Low Exposed -
High Low Low High
Complementarity Complementarity Complementarity Complementarity

m15-24
W 25-54

Source: Statistics Canada. TD Economics.

Chart 8: Graduate Unemployment Rate in
Canada is Easing in Line with a Shrinking
Student Population
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ers with Al skills can command higher wages. Overall,
high-complementarity jobs — where Al augments hu-
man work — are commanding significantly higher wag-
es and are experiencing more robust wage growth?®.

In Canada’s case, we're finding some similarities. Wag-
es for youth workers (aged 15-24) in Al-complementing
industries have grown at a faster pace, on average,
than ones with lower Al-exposure over the last few
years (Chart 7). This wage deviation does not occur for
core-aged workers (aged 25- 54), suggesting a wage
premium potentially exists for younger workers with Al
skills. The data also suggests that, so far, youth are not
at a comparative disadvantage to core-aged workers
in highly Al-exposed sectors. Looking ahead, overall
economic conditions are still expected to be the pri-
mary governor of wage dynamics in Canada. Al-spe-
cific wage effects are likely to take longer to material-
ize in Canada due to slower broad adoption rates.

Education Matters

Both the U.S. and Canada are seeing higher unemploy-
ment pressures for recent graduates. In the U.S., Al is
more directly correlated with declines in entry-level
hiring and graduate employment in exposed sectors.
A Stanford report found that Al-driven automation has
caused a 13% drop in entry-level jobs since 2022, dis-
proportionately impacting young workers aged 22-25.

In Canada, we don’t find direct evidence of the same.
Indeed, the unemployment rate for recent graduates -
defined as those 18-24 with university degree or post-
secondary certificate or diploma - had recently risen
to 4-year highs. But this is more directly attributed to
the rapid increases in the labour force as the student
population ballooned. The graduate unemployment
rate is now moderating in line with the drastic reduc-
tion in student base (Chart 8), suggesting that immi-
gration and demographics remain the primary drivers
of jobless rates for new graduates. Instead, Al in Can-
ada is reshaping graduate hiring through increasing
demand for related skills. Canadian universities are
adapting by emphasizing critical thinking and prepar-
ing students to work alongside Al, focusing on skills
that technology cannot easily replicate.

Bottom Line

Al doesn’t appear to be a dominant force in shaping
Canada’s labour market, but its influence continues
to grow. The U.S. offers a glimpse of the future as the
rate of adoption expands in Canada. Al is no different
than other technological leaps of the past, it will of-
fer both opportunities and challenges. It’s only a ques-
tion of whether the nation can work toward making the
transition more transformative than destructive . The
trajectory of Al's impact remains uncertain, but proac-
tive adaptation will be key to ensuring that Canadian
workers can thrive in the evolving labour market.
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poses. The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This material is not intended
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