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Role of COLA clauses during low inflation times

Introduction

The Cost-of-Living-Adjustment (COLA) clauses allow increases in wages at specified intervals
duringthe life of a contract. The increments are subject toadjustments to the increase in the cost of
living as measured by the consumer price index (CPI). During the late 1970’s and early 1980’s,
when inflation was in the double digits, COLA clauses were a common feature in most collective
bargaining settlements (Statistics Canada 2005). Later, with lower and more stableannualinflation,
COLA clausesbecame lessrelevant and eventually less desired by unions compared to other
provisions (Christofides and Peng 2010). This study analyzes the declining frequency of the
presence of COLA clauses in collective bargainingsettlements in Canada. The analysisis based on a

pattern of evidence from major! collective bargaining settlements between 1977 and 2014.

Presence of COLA by jurisdiction
Between 1977 and 2014,atotal of 16,355

& Ry
major agreements were ratified. Ontario (37%)

FIGURE 1: Share of agreements
with COLA, 1977-2014

and Quebec(14%) in combined had more than
halfof the agreements ratified during that time.

Of these all agreements, 17% (2,724

agreements) had a COLA clause. By jurisdiction, § :
the highest proportion ofagreements with
COLA wasin Quebec(32%, 743 agreements),
followed by Manitoba (20%, 152 agreements),
Saskatchewan (19%, 76 agreements), and
Ontario (18%, 1,087 agreements) [Figure 1]. In the federal jurisdiction, 273 agreements (14%) had
a COLA clause and most (67%) of them took place before 1991.

1 Major collective agreements cover 500 or more employees across Canada.

[t

Canada



Decline in agreements settled with COLA

The proportion of agreements settled witha COLA clause each year hasbeen in gradual decline
since 1981 [Figure 2]. During the late 1970’s and throughout the 1980’s, wheninflation was
significantly higher than today, the proportion of settlements with COLA mostly remained between
20%and 30%, with the exception 0of 1977 when all of the ratified agreementsincludeda COLA
clause. From 1992 onwards the share of such agreements had beenin the range of 6% to 16%. This

comes as no surprise since inflation during the latter period remained stable, mostly around 2%.

COLA clauses across jurisdictions

Overall, the share ofagreements settledin Canada with a COLA clause declined over the study
period and mirrored inflation [Figure 2]. Most jurisdictions had a decline in settlements witha
COLA clause since the early 80s. Quebec, with the largest proportion of agreements with COLA,

experienced a significant declinesince the 90s.

FIGURE 2: Settlements with COLA — all jurisdictions
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A total of 1,941 major settlements took place in the federal jurisdiction over the study period and
only 273 agreements (14%) of those had COLA provisions. In the provincial jurisdiction, only 17%
(2,451 agreements) of 14,414 agreements had COLA provisions during 1977-2014.The annualized
average share of settlements with COLA during 1980’swas 17%in the federaland 24%in
provincial jurisdictions, whereas during 1991-2014 period, such average shares droppedto11%

and 10%, respectively [Figure 3].
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The proportion of employees with COLA coverage has alsodeclined substantially over the

1977-2014 period [Figure 4].

100% FIGURE 4: Share of employees covered by agreements with COLA
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Between thelate 1970’s and the early 1990’s, the federal share in all covered employees declined from
28%to 19%. However, the proportion of employees covered by a COLA clause in this jurisdiction
dropped from 40%to 20% over the same period [Figure 5]. COLA coverage also declined among the
employeesin the provincial jurisdictions.For example,in 1980, 47% of employeesin the provincial

jurisdictions had a COLA clause in their collective agreements; by 2014 this proportion has come down

to only 1%.
100% FIGURE 5: Employees covered by agreements with COLA — federal jurisdiction
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Presence of COLA by sector

During 1977-2014, more than 25% of all private-sector settlements and around 10% ofall
public-sector settlements had COLA provisions during the last four decades. In both sectors, the
share of agreements settled with a COLA clause declined over time [Figure 6]. For example, in 1980,
the share of settlements with COLAin the public sector was 27%, whereas it was only 1%in 2014.
Inthe private sector, 42% agreements had COLA provisionin 1980, and the share declinedto 13%
in 2014. The decline ofthe proportion of private-sector settlements with COLA has been relatively
mild compared tothe public-sector ones, largely due to the stronger presence of COLA in the

manufacturing industry,which is a private-sector industry.
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100% - FIGURE 6: Share of settlements with COLA - by sector
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In terms of proportion of employees covered by a COLA clause, both sectors experienceda decline

as well [Figure 7]. For example,in 1980, the proportion of public-sector employees covered by

agreements with COLAwas 42%, while the proportion of such employeesin the private sector was

44%. These shares fell consistently to 0.4% and 6% respectively, by the end of 2014.

100% - FIGURE 7: Proportion of employees with COLA - by sector
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Presence of COLA by industry

Amongthe major2industries, FIGURE 8 : Share of settlements with COLA in
manufacturing had the highest proportion major industries
of agreements (42%) settled with COLA i Industry share of total settlements t1Share of settlements with COLA

during 1977-2014, followed by _ 0
Manufacturing R 18%

42% |

transportation (21%), as shownin Figure

8. Although, Education, healthand social Transportation fod 7%
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services had the largest share (37%) in EHSS ] | 37%
9%
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period, only 9% of those had a COLA —_ . . ; .
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clausein them.

2 Manufacturing, education, health, and social services (EHSS), transportation, and publicadministration, in
combined, represent 82% of all agreements settled during 1977-2014. For the purpose of this analysis, these

fourare considered majorindustries.
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All major industries experienced steady declinein the proportion ofagreements settled with COLA
annually [Figure 9]. The share of agreementssettled with COLA in manufacturing was higher than
thatin any otherindustry. EHSS had a precipitous decline in settlementswith COLAin 1992, and

since 1995, there has been on average only one agreement settled with COLA annually.
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While the proportion of employees covered by a COLA clause has substantially declinedin EHSS,
and in publicadministration, it remained fairly stable in transportation and in manufacturingsince
early 1990s [Figure 10]. One reason for this could be the duration of agreements. The average
duration of agreements in both manufacturing and transportation tended tobe consistently longer
thanin otherindustries. Employees, in these two industries,might have inclined tonegotiate a
COLA clause in their agreementsas an insurance against hike in inflation over the period of their

contracts which isrelatively longer.

FIGURE 10*: Proportion of employees with COLA - by industry
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COLA clauses and wage disparity

In terms of annual wage adjustments,employees covered by agreements with COLA had some
advantages over those covered by agreements without COLA, although such advantages were not
substantial. The annualaverage wage adjustments for both groups tended tomove hand in hand
with the rate of inflation. As shown in Figure 11, the difference between the average wage
adjustments mostly remained below 1.0% and since 2007, ithas almost disappeared. This

similarity in wage gains between agreements withand without COLAmight have resulted partly
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from the fact that inflation was not high enough to trigger a COLA clause and consequently,

additional wage increases were notrealized.3

FIGURE 11: Average wage-gains and inflation
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Inreality, only a proportion of agreements settled with COLAhad their COLA clause triggered (Figure
12).During 1977-1981, when inflation was on the rise, 65% of COLA agreementshad their COLA
clause triggered. This proportion has declined to 50% during 1982-1992, when inflation was mostly in
decline. Since 1993, since the inflation rate has been mostly low and stable, only less than halfof COLA
agreements had their COLA clause come into effect. This implies that most COLA clausesin agreements
ratified in recent times had the trigger mark set too high compared to the prevailinginflation rateand
the employees could not realize any benefit from the clauses. Consequently,the COLA clause was
losingits relevance tounions. A COLA clause serves as an insurance to the union members against
economic uncertainty, in particulararise in inflation. Negotiatinga trigger level that is too high for the

clause to come into effect might have resulted from different motivations of the bargaining parties.

* Figures 9 and 10show three year moving averages.

® Identifying the agreements that had a COLA clause but never triggered could provide moreinsightinto the wage
non-disparity between agreements with COLAandthose without COLA. However, suchdata was notavailableat

the time of this analysis.
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Firstly, unions, given the trend of stable inflation, might have negotiated the ‘high’ trigger markjust to
add one more layer of protection against an unlikely sharp unanticipated rise in inflation. Employers,
on the other hand, might have also offered the COLA clause with high trigger markknowing thatthe
COLA clause will very unlikely come into effect. Should inflation remain below the triggerlevel, the
COLA clause will not cost anything tothe employer. Nonetheless, coming toan agreement over a COLA

clause with the employees could help develop healthy labour relations at the workplace.

FIGURE 12: Proportion of COLA-agreements that had COLA triggered
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In terms of wage adjustments, as expected, the employees who were subject toa triggered COLA
clause, received higher gains than those with a non-triggered COLA clause, for the most part of the
study period [Figure 13]. Asmentionedearlier,among all agreementssettled during the study period,
only avery small proportion had a COLA clause in them. Within those settlements, almost more than
halfnever had the clause triggered. This comes as no surprise since inflation has been stableand low

enough to prevent the COLA clause from coming into effect.
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FIGURE 13: Average wage gains in COLA agreements
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Other factors contributing to COLA’s declining relevance

On the whole, two major factors have contributed to the declining relevance of COLA over 1977-2014.
First,in a low and stable inflationary environment, the risk of facing unanticipatedinflation is quite
low and therefore an ‘insurance’ against such risks (COLA) haslostits relevance. Consequently, wage
negotiators seemed to have shifted their focus from COLA clauses tomore relevant areas, such asjob
security, pay equity, pension and other benefits.Second, unions quest for other innovative clauses

such as the ones thatallow increasesin wages in response to growth in GDP, or in oil prices.

Key findings

1. The share of agreements thatare settledwith COLA annually hasbeendecliningsteadily since early
1990s.

2. The proportion of employees covered by a COLA clause has been declining as well.

3. Inthefederaljurisdiction, the declinein the share of settlements with COLA has been relatively
mild, compared to other jurisdictions.

4. Amongthe major industries, the proportion of employees covered by COLA has sharply declined in
publicadministration and EHSS. However, the declinehas been moderate in manufacturing and
transportation. This could be partly due torelatively longer contract duration in these industries.

5. Interms of annualized average wage adjustments, employees covered by agreements with COLA
did not consistently have any substantial advantagesover those covered by agreements without

COLA. The wage disparity betweenthe two groups has almost disappeared over the last four years.
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6. Theaverage wage gainrecorded by the COLA-triggeredagreements has been consistently higher
than the onerecorded by the agreements that never had the COLAtriggered. However, over the last
two decades, as inflation remainedlow and stable, more than halfof the COLA agreements never

had the clause come into effect.
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