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The missing link in the BoC’s macro forecast
By Warren Lovely, Stéfane Marion, Matthieu Arseneau

As economic statistics go, the unemployment rate is rather elemental. It’s a simple enough concept—the number of unemployed expressed as
a share of a given country or region’s active labour force—to be broadly understood. That’s partly why the jobless rate is so widely reported
on in the mass media. It passes your average “woman/man on the street test” in terms of translatability. The unemployment rate may not be
the single best indicator when it comes to labour market performance; many economists consider the employment rate a truer measure of
labour utilization, since an e-rate controls for labour force participation (better capturing the discouraged would-be worker effect).
No question then, as a statistical concept, the unemployment rate has limitations. But name a major statistic that’s nuance-free, unsaddled
with technicalities, drawbacks, nits? GDP and resulting output gaps, inflation in all its various forms, even the surveyed level of employment
are all fraught with complexities, statistical baggage and estimation error. Such is life with the dismal science that is economics.
Interesting fact: The unemployment rate is one of the more vital inputs when stress-testing and projecting financial health in the banking
sector, being so-closely correlated with consumer behavior, housing activity, loan losses, etc. Beyond this banking-centric angle, consider that
in today’s more ESG-sensitive world—where social considerations like income equality are impossible to ignore—an unemployment rate (while
imperfect) may paint a truer picture of how an economy and its citizenry are faring than the more esoteric output gap.
Bottom line, there’s enough utility/usefulness in the unemployment rate that in whatever country you call home, you’re apt to find it right near
the top of the list in terms of most-broadly and consistently forecasted economic variables. There isn’t a major private sector economics
department that fails to include the unemployment rate as a core forecast element. Private sector economists are hardly the only ones
focusing on joblessness; the unemployment rate has pride-of-place in government budgets too (in Canada and elsewhere).
Monetary authorities likewise see value. Take a look at the world’s most venerable central banks and you’ll find most offering up forecasts for
the unemployment rate right alongside inflation and real GDP. Yes, we realize, some central banks have mandates that extend beyond price
stability. The Fed, famously, has a dual mandate that includes attainment of maximum employment. Thus, it makes perfect sense that the Fed
includes the unemployment rate as one of only four core macro variables in its quarterly Summary of Economic Projections. The RBNZ, with its
dual mandate (price stability + maximum employment), also offers up an unemployment rate forecast (along with a host of other key variables).
But there are high-profile cases where, despite a more narrowly defined policy mandate (focused on price stability), central banks deign the
unemployment rate important enough to forecast. We’re thinking of the European Central Bank, the Bank of England (which offers up the full
monty in terms of macro forecasts), the Reserve Bank of Australia, Sweden’s Riksbank, Norges Bank and the Bank of Israel to name but a few.
Then there’s the Bank of Canada, with its quarterly Monetary Policy Report. Your standard MPR is replete with forecasts for global growth,
Canadian GDP (including all the main expenditure-based components), potential output and headline CPI. But you won’t find an
unemployment rate forecast here. If the BoC has a view on unemployment (and presumably they do) they’re not putting it down on paper.
Again, we appreciate that the Bank of Canada’s mandate relates to price stability, specifically targeting the mid-point of a 1%-to-3% inflation
control band. We’re not necessarily advocating for a change in the monetary policy mandate either, seeing the existing framework as working
reasonably well. But there are nonetheless some good reasons—from both a monetary policy and financial system perspective—to consider
adding the unemployment rate to the BoC’s macro forecast table. Indeed, you might even argue that the Bank’s forward guidance would be
made more credible if it revealed its underlying outlook for the labour market. After all, in a post-pandemic world a key arbiter of
success/recovery will surely be how many Canadians have gone back to work and what share remain jobless. That just might be as vital an
ingredient in the future stance of monetary policy as how far real GDP remains from its theoretical potential level.
As it stands, the unemployment rate is something of a missing link in the Bank’s economic outlook. Adding this variable to the official forecast
could (in our view) be implemented without too much difficulty. So file this in the “unsolicited feedback” category, but this is one forecasting
team/firm that would appreciate greater visibility from our central bank on the key issue of labour market health.

Table: A number of major central banks consider the unemployment rate a key economic variable to be forecast
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Quick comparison of major economic forecast elements presented in official monetary policy documents:
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Source: NBF, official central banks (monetary policy reports/statements) | Note: ‘Primary MP goal’ refers to primary monetary policy mandate/objective, which in most cases is focused
on some form of price stability (PS) implemented via inflation rate targeting; in the case of the U.S. Fed and RBNZ, maximum sustained employment (MSE) is also a formal monetary
policy objective, resulting in a dual mandate; in many cases, economic forecasts are not limited to inflation, real GDP and the unemployment rate, with some providing comprehensive
guidance; in the case of the SNB, unemployment rates forecasts are not presented, although directional guidance is offered (e.g., “unemployment is likely to rise again…”)
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Excerpt: Comparing BoC’s MPR forecast to major central banks routinely providing unemployment rate/labour market forecasts
Note: What follows is a sample of selected forecast disclosures; in some cases, greater detail and/or scenarios are made available

Bank of Canada (example from Monetary Policy Report, presented quarterly)

INSERT HERE: For the Bank of Canada,
an unemployment rate forecast would
be a useful addition to the main
Canadian economic forecast tables
presented in the Monetary Policy Report

U.S. Federal Reserve (example from Summary of Economic Projections, presented quarterly)
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European Central Bank (example from Macroeconomic projections, presented quarterly)
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Bank of England (example from Monetary Policy Report, presented quarterly)
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Reserve Bank of Australia (example from Statement on Monetary Policy, presented quarterly)

Reserve Bank of New Zealand (example from Monetary Policy Statement, presented quarterly)
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Sweden’s Riksbank (example from Monetary Policy Report, presented five times a year)

Norway’s Norges Bank (example from Monetary Policy Report, presented quarterly)
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Bank of Israel (example from Monetary Policy Report, presented no less than twice annually)
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