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Abstract 

The evolutlon of the Unemployment InsuranLe Programme Slnce 1940 has Led 

to the abandonment of the llltended it'surancc nature of the programme. As 

a result, 1.t can no longer be cons1.d~red solely an income protect ton scheme 

Rather, it has evolved lnto an lncome malntenance plan almed at 

supplementing the income of seasonal workers in hlgh unempluyment regl.ons. 

As a consequence, there has been an lnterprovlnclal transfer of unemployment 

insu rance funds from low ta h1.gh unemployment reg1.ons. The reglonal 

character1.stics of the programme hflve also dlstorted the structure of labour 

markets 1.n high unemployment regions by attract1ng workers 1.n seasonal 

industries therefore ma1.ntal.n1ng unemployment rates hlgh 

Précis 

Le programme d'assurance chômage a subl. de nombreux changements depUls 1940 

ce qui a eu pour résultat de transformer le but or1g1nal du programme 

Quoiqu'il demeure pour de nombreux travailleurs une assurance lég1.time 

COntre la posslb1.l1té de perte d' emplol, 11 es': devenu pour une majorité 

d'entre eux un pr'Jgramme d' aSslstance soclale. Le but d'un tel programme 

est de ma1.ntenir le revenu des travalileurs d'lndustrles saisonnlères dans 

les réglons à taux de chômage élevé. Par c0Pséquent 11 y a eu un transfert 

interprOV1.nClal des fonds d'assurance chômage dont bénéflcient les réglons 

à haut taux de chômage. De plùs les caractéristlques réglonales du 

programme ont certa lnement poussé les travallleurs dans ces mêmes régions 

à chercher des emplois dans les industries salsonnlères, ce qUl 

encouragerait les dlsparités réglonales dans le marché du travl11.l et 

contribuerera1.t à malntenir le taux de chômage élevé . 
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Introduction 

Federal countrles sueh as Canada are naturally preoccupted wHI! reglolHll 

development. Examlnatlon of the level of economlC weil-being and the 

prospects for economle development ln the dlfferent regions of thls country 

are tlmeless issues. 

Economle d1.sparities between Canadlan prOVlnces have become a fact. The 

literature on the subJect lS vast ranglng from probable cùuse~ to hopeful 

Solllt"lOns. Whether the measure lS lncome, ernpJ..Jyment opportunltles or 

unemployrnpnt, or varlOUS soctal Indlcators, the typlcal pattern of OntarIo 

at the top and t.he AtIant1.C provlnces at the batt.om lS repeated Whùt 

makes the Canadlan reglonal dlsparlty prablern partlcularly SerlOU& lS lt& 

perslstence and ~ts magnitude. Over the years, the feder~l government has 

attempteG ta reduce (Lncome) rlisparlt1.eS but there ap~ears to b~ general 

agreement chat these are already too Wlde and that the rate of convergence 

is too slow. 1 Nonetheless, the federal government has attempted ta narroW 

the incarne gap between provincp~ by adoptlng a varlet y of transfer or 

red1.stributlve programmes. The idea that economlcally diSùdvantage 

provinces Ln Canada should recelve a dlsproportlonate share of incorne out 

of transfe r programmes was recognlzed dS ear l y as 1940 ln the Roya l 

COrnUll.SS10n of Dornlnlon-Provlnclal Relations (Rowell-Slrols Cornmu;sloll). 

There are many incorne ma1.ntenance programmes operated by the federal 

government but none are as costly as the Unemployment Insurance Programme 

except Old Age Securlty Payments In 1988, the Unemployment Insurance 

Programme accounted for almost 30% of all É,0vermr,ent malntenance programmes 

and cost some eleven billlon dollars (Sec Appendlx lA). Few programmes 

affect as Many people or eliclt as wlde an array of reactlons and crltlclsm 

as does unemployment Insurance. 

This thesls W'l Il ~xamine the evolut:lon of the Unemployment lnsurance 

Programme from 1940 to 1977. Durlng those years, the programme underwent 

such fundamenta1 c1anges that It can no longer be deemed a natlonal 

insurance programme. In an effort to 1l11evlate the hardshlp of a11 sources 

of unemployment it has become a reglonal scheme used to redlstrlbute lncome 

from Canada's rlchest provlnces (such as ùntario) to poorer çrOVl.nces, where 

1 It has been shown that convergence of income levels between regions 
often tends to accompany lncreases ln levels of natlonal lncome. For more 
details, see Wllllamson (1963). 
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1 
the economy lS based ln large part on seasonal Industrles (such as 

Newfoundland) By becornlng a reglonal programme, the goal of lf.surance 

agalnst unf'rnployrnent 1S abandoned and replaced by one of rnalntalnlng the 

lncorne of ~easonal workers By dOlng thls, the redlstrlbutlVe role becomes 

Inevltable In thls regard, Incorne maIntenance and redlstrlbutlon become 

the goals of a reglonallzed unemployment Insurance programme 

The flrst chapter wlll examlne the evolutlon of the programme. 

three phases WhlCh contrlbuted to the reglonallzatlc~ process. 

We propose 

The f irst 

was the coverage of seasonal wùrkers durlng tbat part of the year where 

workers wete certain to be unemployed (the off-season) The second phase 

was the Introdùct Ion ln 1971 of a system Whlch gave longer benef 1 t s to 

workers ln hlg~ unemployment reglons. The thlrd phase was the IntroductIon 

ln 1977 of a system \<'hlCh permltted workers ln hlgh unemployment reglons to 

quallfy for benerltD wlth less employment t~~n workers ln low unemployment 

reglons. Crlterla ln these two last phases were based on the unemployrnent 

rate prevalent ln each respectIve unemployment Insurance reglon. 

The second chapter W1ll examIne ln more detalls the la st two phades of the 

reglonallzatlon process. We WIll present statl"tlcs such as the average 

duratlon of unemployment spells, the Incidence of unemployment as weIL as 

the a'-erage duration of a spell of emploY7Jlent. We wlll look at the case 

of Newfoundland whlle ccmparlng the results to those of Ontarlo Although 

lt wlll be shown that where the rate of unemployment 15 hlgh (Newfoundland) 

there would be a greater rlsk of 10slng employment as well 115 greater 

diff1culty of keeplng a Job, thls should not be looked at lndependently of 

the Unemployment Insurance Programme ltself. In the last part of the 

chapter, we wlll present arguments WhlCh suggest that a reglonalized 

programme is a pOSSIble explanatlon fo[' the contlnued dlfference ln 

unemployment rates WhlCh would, ln turn, explaln why lndeed the statlstlcs 

(as descrlbed above) show large variatIons among provlnc.:s Simply stated, 

the programme would not only beneflt workers in more seasonal employment but 

would also encourage them to leave employment soor.er and remaln unemployed 

longer A reglonal programme benefits seasonal workers as well as the 

reglon or prOVlnce in which they work. 

The third chapter WIll be de'ioted te. the 

regionall .. ~d prograJJllIle. The 1971 and 1977 

economic consequences of a 

amendments had a slgnIflcant 

Impact on the distribution of unemployment lnsurance payments amongst 

proVlnces. USlh~ speclal data provided by the Unf:mployment Insurance 

Commiss~on, we 10'111 present the total ~ncome transfer out of unemployment 

Insurance beneflts for Newfoundland and Ontarlo fnr the years 1980-1988. 
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1 
As predlcted, Newfoundland will receive more funùs out ot the pr,)grdmlllt! 

than lt contributes. In the case of Ontarlo, lt pays far more ln the [ornl 

of contributlons that lt actually recelves ln beneflts. The [inanclng role 

for the federal government wlll be eXJmined as welt Furthermore, we wlll 

take a closer look at the speclflc impact of the 1971 and 1977 amendmenls 

on the redlstrlbution of unemployment lnsurance funds. 

We Will end rhe chapt el' by discussing the posslble aggregate demand and 

stabllization effects oÏ a reglor.allzed programme It wlll be argued that 

accordlng to sorne srudles, the added income inJected ln high unemployment 

regions actually prevents further economlC deterlordtlon and higher 

unemployment an argument which cleatly contradlcts the above statements 

In the conclusion, we will summarize the findings of thlS thesls and Will 

suggest that beneflciaries and seasonal workers dhould not be held 

tesponslble for taking adv3ntage of the programme. Rather, they reaet 

logieally ta the generous provlsions of the Unemployment Insurance 

Programme. Flnally, we wlll dlSCUSS why reform seems dlfflcult. 
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Chapter One: 

A Chro~~lcal Developaent of the Uneaploya~nt Insu~ance Progra .. e 

ThIS chapter .. li l examIne the evolutlon of the Unemployment Insurance 

Programme from 1940, the year ln WhlCh the Canadlan Parllament passed 

legislation adopting the programme, until 1977 when an amend~ent was made 

to the Act WhlCh modlfled entrance r~qulrements and beneflt e~tltlements. 

It lS the contentIon of thls thes1s that during these years the or1g1nal 

lntent upon WhlCh the programme was based was abandoned It can no longer 

be r-onsldered a truly natIonal 

Canadian ln a Simllar manner 

programme serving the lnterests 

ln the unforeseen event of a 

of every 

1055 of 

employment Instead, the changes ~hlCh occurred transformed the programme 

1nto a scheme no longer solely almed at allevlatlng the hardshlp of 

unemployment ln Canada as a whole but, ln addltlon. attempced to soften or 

dampen the effect of unemploymen~ ln speclflc prOVInces and even smaller 

geogLaphlcal regions. The result was to treat: unemploym:::nt Insurance 

clalmants dlfferently dependlng on where they Ilved Tnese changes have 

ralsed questlon~ concernlng the nature of the programme Many have clalmed 

tr-;:: the 'lnsurance' aspect of the programme had been sacrlflced ln an 

attem'lt to maintain the lncome of seasonal wOLkers ln hlgh unemployment 

reglonS ThlS rcsulted ln Interreglonal transfers of unemployment Insurance 

['lnds from la .. unemp~oyment reglons to others where the rate of unemployment 

IS hlgher; transfers greater than those that would have occurred If the samf' 

na:1ona1 crlter1él had been used ln ail reg1ons. Thes," transfers have 

Important macro-stabillzatlon effects, WhlCh raise the level of aggregate 

demand ln hlgh unemployment reglons at the cast of lowerlng It ln low 

unemployment regiond. 

The 'reg1onallzatlon' of the programme was carried out ln three major 

stages. The flrst stage started as early as 1950 with the introduction of 

supplementary beneflts The second stage was the adoptlon of the Act of 

1971 whereby the length of the period durlng WhlCh unemployment beneflts 

could be recelved was Ilnked dlrectly to reglonal economlC conditLons as 

represented by the regional ur.emplo)ment rate The la st phase came about 

with the enactment of BIll C-27 ln 1977 that made the length of the work 

~erlod before beneflts could be clalmed dependent on reglonal unemployment 

rates Wlth the thlrd phase, the evolutlon of the Unemployment Insurance 

Programme lnto a reglonal programme was completed. 

4 



1 
1.1 Definitions and Concepts 

Before we start, lt lS lmperatlve that deflnltlolls be presented for tel'ms 

and concepts wh.l.ch wl11 be used throughollt thlC thesls A 'n,H 10llal' 

program.;ne lS deflned as an unemployment ln:::urance programme almed at 

allevlatlng the hardship of 1.ndustr1.al unemployment cdused by economlC 

cycles 1.nfluenced by national and lnternatlonal trends Such d programme 

wlii therefore treat a11 insured workers equally Slnee the probahlllty of 

such unemployment was believed to be shared by a11 workers equally Bcneflts 

and el1g1billty condltions are unlform for aIl clalmants. Its goal lS to 

offer income protection to workers who lose thelr jobs. 

By 'insurable' worker, we mean workers who fulfll aIL requlrements ln 

regards to coverage and el~gibillty, As it wi! 1 be se~n later, these 

vorkers vere those who essentlally vork under il cont~act of serVlce in the 

industrial or commerc1.al sectors. When the Act vas approved in 1940, 

seasonal and casual workers vere not covered for they did not fulfll the 

requlrements of work undec contract and industrla: and commerclal 

employment. This, ln fact, was a loglcal exclusion Slnce ~he Act of 1940 

vas introduced prlmar1.1y to deal wlth lndustrial unemployment Seasonal 

unemployment was not seen as a result of fluctuat1.ons Ln the lndustrial 

sector but rather by Clrcum3tances localized ln speclflc reglons, 

independcnt of natlonal trends. 

The heavy dependency of many reglons on seasona 1 industries and thelr 

foreseeable inBctlvlty during certaln months of the year lS an unpreventable 

source of ùnemployment. A 'reglonal' programme lS therefore defined as a 

programme which although maintains ~ts protectlon for the lndustrlally 

unemployed, wlll also protect insured workers agalnst aIl sources of 

unemployment, espec1.ally those caused by reglonal and sellsonlll 

Clrcumstances. In the case of seasonal workers, t.helr coverage durlng the 

perlod of the year t.hat they are lnact.ive 15 a sign 01: these changes, In 

order ta take ~nto consideratlon reglonal economlC conditions, a r ~lonal 

programme wlll vary ~ts el~glbillty and beneflt requlrements. As a result, 

the goal of the programme has shlfted as well. Whereas thp. goal of a 

national programme lS to affer temporary assistance to the unemployed, the 

goal of a regional ~rogramme is to malntain or supplement the lncame of 

unemployed vorkers ln hlgh unemployment reglons, especlally the ln~ome of 

seasonal workers By 'reglonallzation', we refer to the process through 

vhich t.he scheme evolved from B 'natlonal' progra~me as deflned abave to a 

'reglonal' plan. 
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Il bhuuld be noted that the reg~onallzatlon process d~d not affect the way 

the programme was flnanced, that 

eillpluycl and güvernment flnanclng. 

unt'mp loyment lnsurance funds made 

1S, a trlpartite system of employee, 

However, we wIll see how a surplus of 

the federal government suscept~ble ta 

preSbure to extend coverage to seasonal Industr~es and how, over the years, 

the federal government increased its contrlbutl0n in an effort of 

redl&trlbur~ng unemployment insurance funds. 

One last dlstlnctlon to make is that which concerns the words 'regl0n' and 

'rf>glonal' For the purposE' of this thesls, a 'reg~on' refers to the 

administrative regions of the Unemployment Insurance Programme and is 

Intenoed to reflect labour market act~vIty withln these speclf~c 

admInlstratlve areas. Although not identified ln thlS chapter as one of 

the ::otages of reglonallzation, It wlll be dlscussed ln the second chapter 

that the dtsaggregation of the reglons in 1977 (from slxteen to fort y­

elght) was done so as to increase the programme's recognltl0n of 

Intraprovlnclal labour mar~~t condltlons It permltted the programme to 

respond more effectively ta changes ~n regl0nal economlC conditlons. Once 

agaIn, the focus IS on reglonal economles rather than on the nat1.onal 

economy. The dlsaggregatl0n of these reglons ha,> also hai an Impact on 

the redlstrlbutlon of funds, al10wing workers ln h1.gh unemployment regions 

ta generally collect more benef~ts. 

weIL ln chapter two. 

Th~s argument w~ll be discussed as 

The words 'Unemp10yment Insurance programme', 'programme', 'scheme' and 

'plan' are used Interchangeably. 

Before we start look1.ng at the reglonalization process, we find it useful 

to present an overview of the historicai events WhlCh Led to the adopt1on 

of a natl0nal unemployment Insurance programme ln Canada. Th1s will make 

c1ear the reasons for wh.lch t'le programme was adopted and why, in fact, it 

was a national prograr~e. 

1.2 Social and Historienl Envirooaent 

Unemployment, lon the wodern sense, 1.S a relatively recent feature of 

Cdnadlan h1story. Permanent reserves of labour emerged only after 1840 as 

d conse'luence 01 imnngration, populatIon increase, and the growth of a 

domestlC market for manufactured products (Fentland, 1981). The depress10n 

of the 1870'8 saw thousands of workers out of work and unable to receive any 

form of assIstance due to the Ilm1.ted scope of publIC or pr1vate ass1stance 
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programmes (Pal, 1988). By trad~t~on, mun~c~palltics were respons~ble for 

rel~ef programmes or a~d to the poor and the unemployed. The early history 

of Canad~an efforts to a~d the unemployed was a hlstory of local 

~nstltutlons, voluntary charitable groups, some rel~glous organlzatlons 

(espec~ally ~n Quêbec) and occas~onal emergency assistance from provlnc~al 

and federal governments. The eventual ac~eptance of unemployment lnsurance 

saw the centrallz1ng of asslstance for the unemployed at the federal le"el 

whl1e maklng lt a regular and normal entlt1em~nt. 

Although enacted through legislation only in 1940, the concep~ of 

unemployment insurance ln Canada had been on the agenda of varlOUS soc~al, 

po1itical and labour groups for more than three decades. In fact, ever 

since Britain adopted her Natlonal Insurance Act ln 1911, scattered 

suggestions had been made in Canada to adopt a soc~al programme wtllch would 

deal with those Individuals who had losr tt:eir jObs lhrough no fault of 

their own. The 1913-14 depresslon saw unemployment rlse dramatlcally, but 

the Canad~an government argued that respons~blllLy for rellef should remaln 

wlth munlcipalit~es. The war, however, ~nduced Ottawa to establ~sh d 

national system of employment offices, whlle Ontario aPPolnted, ln J914, il 

Royal Cornmiss~on to study the Issue. The OntarIO CommISSIon on Unemployment 

presented ItS report in 1916 and supported the pr1nciple of unemployment 

Insurance suggestlng lt be Introduced through publlC SUbsldy ot tlade unIon 

beneflt plans (the Ghent system)'. ThIS was preferred to él compulsol-Y Rcheme 

administered by the prOVInce. The recommendatlons were qu~ckly Corgotten 

and disappeared under the Clrcumstances of Wartime productIon and 

recruitment A few years later, ~n 1919, the koyal Commlss~on on Industrldl 

RelatIons (the Mdther Cornmiss~on), appointed by the Dominlon Governrncnt to 

survey labour questions of che day, made publiC its recornrnendatlons 1 n ~ ts 

report, the CommlSSlon suggested an unemployment Insurance plan based on the 

partiCl.patlon of the Domlnion St:ate aimed at appeaslng and lessenlng growlng 

labour unrest. The LIberal Party of ~llilam Lyon McKenz~c K~ng ddopted, ut 

its 1919 leadershlp convention, a resolutlon call1ng for "an adequate system 

of insurance aga~nst unemployment, sl.ckness, dependence ln old age, and 

other disabi1lty" (Cassidy, 1911b, p.306), to be instltuted by the federal 

government ln o'der to deal wlth the grow~ng socletal problem of 

1 In order to encourage ~nsura~ce agalnst unemployment ln Belglum, grants 
were made from the communal unem1lloyment fund ta unemployed rnembf!rs of trade 
unions affiliated to the communal fund. ThlS sysL~rn of Subsidles from 
public funds towards provlsions made by workmen agalnst unemployment lS 

known as the 'Ghent Scheme', from the name of the town where lt was 
successfully operated in 1901. Although such an arrangement eXlsted Hl 

the provlnce of Llège ln 1898, ~t was not untll Ghent adopted the plan that 
the idea started to spread. 
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1 
unemp1oyment. As weIL, the National Industrl.al Conference in 1919, a joint 

meetIng of busl.ness and labour representatl.ves, strongly recommended the 

federal goveLnment lOOK l.nto the feasl.bi1ity of state-administered 

unemployment lnsurance The concept of such lnsurance was be11eved to be 

preferable ta certaln forms of charl.ty or rellef efforts in as much as the 

programme would be SUbsldlzed l.n part by the workers themsel ves throué,h past 

contributl.ons and that, l.n this way, they would have earned their benefits. 

Rell.ef programmes were thought to encourage pauperism and to erode 

indlVl.dua1s' self-respect. 

At the end of World War l, the rising unemployment rate was due, in a large 

measure, to the returning soldiers which created a situation ln which a 

large increase in the labour force could not readily be met by a sufficl.ent 

increase in employment. Canada was heading into a recession. Ottawa' s main 

concern now was the threat of Jobless returned men. The traditl.on of the 

Elizabethan Poor Laws legally made unemployment a municl.pal responsibility. 

In a broader sense, the provinces, wi th ':heir Jurisdlction over the 

'property and clvil rights' of their citl.zens, were held responsible for the 

condl.tl.ons of employment and the welfare of thelr citl.zens as weil as the 

debt of local governments. There were calls once again for an unemployment 

insurance programme, but the federal government resisted. However, 

reall.Zlng that the soldlers were recruited by fE:'deral authorities and served 

a national interest, Parll.ament felt lt had an obll.gation towards these men. 

In an attempt to meet thlS obligation, Ottawa adopted two new programmes. 

The first was the 'Soldler Settlement Scheme' which provided land and 

financial assistance to veterans willing to take up farming. As Struthers 

(1983) argues, Ottawa did not see this as much of an intrusion in direct 

unemployment relief efforts, since by tyl.ng its responsibill.ties to 

agricultural activl.ties the' Soldier Settlement' actually embodied the least 

departure from preVlOUS federal policl.es. Ottawa 'lad always played a 

prominent role in t~e settllng of the West and Struthers argues that by 

tyl.ng unemployment to land settlement, Ottawa was deliberat~ly pre"entlng 

its~lf from getting lnvolved in dl.rect unemployment rell.ef programmes. This 

settlement scheme W&S viewed as the princl.pal solution to unemployment. The 

second programme \oIas the creation of the Employment Service of Canada (ESC), 

a cost-shared programme in which the federal government SUbsldized 

provlncial employment offlces and coordinated their activities on a national 

basis. Before the war, employment offices wer~ a provincial responsibility 

and the 1918 Employment Offlees Co-ordination Act, WhlCh established the 

programme, stl.ll recognized provincial authorl.ty over the operation. 

Struthers (1983) Vlews the ESC as a turning pOl.nt since it represented a 

first l.ndication that the government vlewed unemployment as no longer a 

8 



1 
temporary and essentlally provincial problem but an Industrial problcm, 

national in scope. 

The receSSlon was becomlng too severe and lts effects would lingeL on lnto 

1925. The government's initIatives were too restrIctIve. The ESC cOl..1d 

only find jobs, not create them and the SoldIer Settlement Plan was no. 

much use to soldiers who did not want to take up farmIng. Reallzlng there 

may be dIfficulties for many returned soldiers to tlnd Jobs in the middle 

of winter, the Borden government announced that in addItIon to the existing 

programmes, it would pay the total cost of supporting unemployed veterans 

during the winter of 1919-20. Tle following year, Ottawa declded there 

would be no special funds for unemployed veterans but would lllstead 

subsidize one-third of the tot~l cost of dIrect municipal relIef. 

With the expectation that the summer months would bring an end to the pOSL­

war slump, the federal government terminated aIL relief funds only to 

reinsta te them when economic conditions grew worse. Ir then author ized 

another one-thlrd subsidy for unemployment relIef for the upcoming wlnter 

of 1921-22 and wou1d caver an addltlonal one-third of any added costs 

incurred by munlcipalities which undertook wlnter publIC work~ as il means 

for unelUployment relIef. The government made it clear that J ts interventIon 

should not be interpreted as a permanent role in relIef aSSIstance. In 

fact, with the return of relative prosperity ln 1923, the federai government 

believed that it was time ta withdraw HS Invoivement ir. unemployment 

relIef. In the previous year, the government had called the prOVl.nces to 

a national conference in which the purpose was to dlSCUSS the dl.smantling 

of Ottawa's relief efforts. The theme was an old one. to go back to the 

old-fashioned doctrine of self-relia:1ce. The war was long over and economlC 

prosperit
J 

had returned. The time had come to reverse the centrallzing 

tendency WhlCh had developed sinee the war. Unemployment should only become 

a ferleraI problem when both the munlcipalitles lnd the provinces flnd it 

impossible ta cope with such a situation. The federal government argued 

that unemployment was of a temporary nature and only requlred temporary 

relief. The needs for an unemployment lnsurance programme were dlmlnlshing, 

they a;gued, and the issue was quickly forgotten. 

By 1928, the subject was agaln revlveù wlth two offICIal reports favourable 

to unemployment insurance. The first was a provl.ncial report CV the 

Commissl0n on Seasonal Unemployment, appointed by the ManItoba legislature 

The second was from the Industrial Rêlations Comml.ttee of the House of 

Commons. In this Iast report, the Commlttee accepted and endorsed the 

princl.pl e of unemployment lnsu: ance, based on contr i butIons der lved f rom the 
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State, the employer and the empIoyee. The Commlttee' s proposal was 

unanimously approved by the House of Commons. Aithough the federai 

government was ready ta implement Iegislation on a natlonal unemployment 

lnsurance programme, the provlnces were barely interested, claimlng that the 

Ieglslatlon was an lOtruslon ln tneir jurisdlction. The approval of the 

prOVlnces was vltal for the Brltlsh North America Act did not confer on 

Parliament exclu~ive constitutional powers to enact legislation in this 

area. 

The arrlvai of severe unemployment at the end of 1929 quickly shattered 

the prevailing apathy towards the idea of unemployment insurance. In fact, 

a considerable number of lnfluential organizations were calling for the 

adoption of a national unemployment insurance system. In the spring of 

1930, sensing the urgency of the problem, the governments of Alberta and 

Manl.toba called upon the federal government to organize a Domir.ion­

Provlncial conference on the issue of unemployment insurance. Other 

provlncial officiaIs as well as civic offlcials, church leaders, social 

and service organlzatl0ns and labour gro~ps, such as the Trades and Labour 

Congress of Canada and the Ali-Canadian Congress of Labour, s~on joined 

the chorus. 

As the depresslon continued, more provinces echoed the demand for federai 

assistance; saon Saskatchewan, British Columbia and Ontario were demanding 

actlon on the part of the Dominion. 

During this time, the Labour and the Progressive members of the House of 

Commons united to strongly urge the adoption of a national insurance 

programme. Face.d with mounting pressure from within and outside his 

government, Bennett announced on April 29, 1931, his government's promise 

to introduce su ch legislation before the end of his term in office in 1935. 

But as soon as July 1931, Bennett was already hinting at the constitutional 

difficulties facing the proposed legislation. ln fact, on January 17, 1933, 

at a federal-provincial conference, neither of the parties involved could 

agree on leglslation and constitutional reform. Once again, federal­

provincial jurisdictional dlfficultles slowed progress in developing an 

unemployment insurance programme in Canada. 

Untll the federal government could resolve the constitutional dilemma, it 

introduced ln 1930, The Relief Act aimed at giving temporary relief to 

unemployed lndlviduals. It promised twent}' million dollars in direct 

municipal relief funds provided that municipalities paid 50% of the cast 

and the provinces 25% of relief costs. The act was ta be a temporary 
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1 response ta a brief surge in unemployment and was deslgncd to dedl wlth an 

accentuated seasonal unemployment problem, not wlth a cycllcal depresslon 

(Struthers, 1983). Convinced the depresslon would end soon, the government 

re~isted the ldea of Implementlng a natlonal rell,~f board winch would 

administer the relief funds:" lt appeared both eaSler and cheaper ln 

the short run ta give the mo~ey needed for rellef dlrpctly to the prOVlnces 

and muniCl!'lalitles rather than try ta create sorne sort of new ad hoc federal 
structure" C5truthel's, 1983, p. 54). 

With the depression continulng and an election to be faced in 1935, Bennett 

announced in 1934 that legislation on unemployment Insurance would be 

introduced. A succession of rellef acts (from 1930 ta 1938) were provlng 

ta be inefficient in dealing with the needs of depression-era unemployment. 

As Struthers (1983) argues 

Only Canada seemed committed to fightlng the worst 
industrial depression LI modern t imes wi th an 
antiquated system of poor relief whose inherent 
contradictions, tolerable on a short-term basls, 
were becomlng l.ncreaslngly l.rrational after four 
years of collapse (p. 105). 

Furthermore, many now regarded the concept of relief efforts as eroding 

individuals' self-respect. As Cassidy (1934, p. 132) wrote: ..... there 

is a fundamental objection co direct relief. .. For l.t breeds the very 

conditions It seeks tO relieve - lt generates poverty and pauperlsm". 

The federai government turned against municipal rellef because It 

considered that direct relief had become a 'racket'. It belleved that 

the relief effort was used more as a wage subsldy for seasonal and casual 

workers. Abuses to the system were becomlng apparent élnd Intolerable; 

relief expe,'1ditures "went not ta the genuinely unemployed but ta the 

'partially employed' workers" (Struthers, 1983, p. 116) whase wages were 

now as high as before the depression. Almost everybady, lt would seem, 

was calling for an end tu the Rel~ef Acts, in their present form, a1though 

no one agreed on an adequate replacement. There was the occaslonal VOlce 

such as that of Charlotte Whittan~ arguing agalnst a natlonal Insurance 

) See: Whitton, C. (1934a). The Challenge of Relief Control. Ottawa: 
Canadian Council on Soclal Develapment; as well as Whitton, C. (1934b). The 
Essential of a Relief program for Canada 1934-35. Ottawa: Canadlan CounCIT 
on Social Development. 
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programme and ln favour of retaining munlcipalities' Jurisdlction ln 

unemployment rellef. Her essentlal message was that relief adminlstration 

should be placed in the hands of social workers and that the federal 

government should contrlbute to relief costs only when unemployment became 

too high. Such an argument was shared by few lndlviduals however and most 

were calling once aga1n for a ndtlona1 unemployment lnsurance programme. 

ln the mlddle of the depresslon, Bennett was clalmlng that the capitalist 

system had failed and that a new order in society was necessary. As a 

result, he introduced ln January 1935 ln the Canadien Par1iament 

Legislation on unemployment insurance as part of a broad and general plan 

of soclal reform: The Emp10yment and Soc1al Security Act. Even without 

constitutional approval from the prov1nces, Bennett eventua1ly Justified 

the federal government's case for legal authority in thlS field in two 

ways. First, by clalming that unemployment was now a national emergency, 

unemployment insurance fell within Ottawa's residual authority to ensure 

'peace, order and good government'. Second, Benn~tt argued that Ottawa's 

right to raise money by 'any mode of taxat1on' gave it the right to give 

money away directly to Canadian clt1zens Even in areas of provincial 

jurisdiction. 

Origlnally, each man was expected to look after himself and to provide his 

own insurance against unemployment as best he could. Dur1ng the 1930's, 

however, when hundreds of thousand~ were out of work, it became clear that 

th1S lndlviduall.tic phi10sophy, which had grown out of the ploneerlng 

days, was no longer sufficient for an industrial era. It was "only then 

that the precarious nature of lndustrial society became glarlngly 

apparent." (Neatby, 1972, p. 46). Unemployment became a serious problem 

no longer seen as a short-run, pas~lng and temporary affair but rather as 

a persistent problem 1nherent to an industrlal-capitallst system. 

Bennett, however, promised noth1ng orlginal in regards to unemployment 

insurance. Everythlng he advocated existed already elther ln Great 

Britain or ln the Unlted States. In fact, the proposed bill was largely 

based on Britain 1 s 1911 Insurance Plan. What caught the public' s 

attentIon however was the 1a.nguage and tone of Bennett's rhetoric. 

In the House of Commons, the Opposition, led by King, supported the 

principle of an unemployment insurance scheme but opposed this part1:ular 

piece of leg1slat10n for a variety of reasons. Amongst these views was 

that the Act was too liml.ted because of its restrlct10ns and did not 

ref1ect the depression-related unemployment. Furthermore King malntained, 

as he had for years, that unemployment insurance was with1n provinclal 
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jur~sdiction. Despite these reservations, however, K~ng endOI sed the 

legislatlon on grounds that hlS Opposltion would "protract or delay 

proceedings" (Forster and Read, 1979, p. 343). Moreover, Klng was 

concerned that If hlS party opposed the proposed leglslatlon, the Llberal 

Party could be portraved and percelved as the opponent of reform When 

King won the 1935 general eleetlons, however, he referred lus 

predeeessor's statute to the Supreme Court of Canada. HIS objectIons were 

constitutlonal. Slnee unemployment Insurance was a plovlnclal 

responsibility, the federal government could not unilaterally Impose lt. 

The Court agreed and ruled, ln 1936, that the matter ultra-vlrés the 

Dominion government and referred the 1935 Act to the JUdlClSl Commlttee 

of the Pr~vy Council in England. There, ln 1937, the Committee upheld the 

Supreme Court's decision. The Judlclal Committee concluded that Insurance 

of th~s kind fell within the area of property and CiVIl rlghts and thls 

was Bn exclusive provincial domain. The argument that unemployment WBS 

a spec~al emergency found no favour with the Court, Slnce the programme 

was intended to be permanent. Further, the Court denled the argument that 

Ottawa could Implement an unemployment Insurance programme based on its 

spending power, that is the control over publlC debt and property (sectlon 

91.1 of the Const~tutlon), and the ralslng of money by any mode or system 

of taxation (section 91.3). These powers could nol be permltted to become 

a basis of federai lnvasions of provinclal Jurlsdlct~on. The Socidl 

Insurance Act was subsequently wlthdrawn from Parllament. 

The decisions of the Supreme Court and of the Judiclal Commlttee of the 

Pr~vy Councli were in fact welcomed by Klng. In these last years, federal 

authorities were desperately trylng to attaln econom~c stabi1ity by means 

of a balanced budget. The British North America Act was agaln a 

conven~ent excuse for ctelaying leg~slatlon that would make the task of 

balancing the budget more ctifflcult. 

In 1936, the provinces agreed to cooperate on the creatIon of the Natlonal 

Employment Commisslon (NEC) which would supervIse relief expenditures and 

would also adm~nlster the relief programme. The CommISSIon was not meant 

ta be a permanent body but rather was viewed as a temporary onc created 

for and by the extraordinary Clrcumstances of the depression Its or1g1n 

lay in Klng's convictÀon that the provlnces were wastlng federal rellef 

funds and would contInue ta do so unless subJected ta close supervlsion. 

The Natlunal Employment CommiSSIon was ln fact deslgned to reduce Ottawa's 

expenditures on relief avec the long run by ensurlng ltS adm1nlstratlon 

would become more efficlent and economical. It was Klng's strategy of 

balancing the federal budget by increasing lts control over provlncial 
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expendlture. In the la st year of its mandate, 1938, the NEC would 

recommend to the federal government that it accept full responslbllity for 

the p1ight of the unemployed. 

In 1937, the government aPPolnted the Commission on Dominion-ProVlnclal 

Relations (Rowe11-S1rois Comm~sslon) to re-examlne the dlvlsion of powers 

between the federal and provinclal governments. The Commlsslon's report 

in 1940 recommended the adoption of a federal social insurance programme 

to deal with unemployment In 1937, Klng wrote the proVlnclal premlers 

to enquire whether thelr governments would be agreeable to an amendment 

to the BNA Act, empowerlng the federal government to adopt unemployment 

insurance leglslation. At first, only six provinces were ready to co­

operate. New BrunswiCk, Alberta and Quebec were unwilllng. However, a 

few factors changE·d the stance of the thret.. dissenting provlnces. First, 

the depresslon had le ft local and provinclal governments vlrtually 

bankrupt. Moreover, ln rec~nt years, the federal government had cut or 

1:m1ted increases in funds intended for relief purposes: the burden of 

the receSSlon had been thrown on the backs of the provlnces. Second, the 

start of World War II had itself created a compellJ.ng new reason for 

uremployment lnsurance. The moblllzatlon and demobllization of men were 

sure to destab111ze the labour market as it had been the exper1ence ln 

1919. The government wanted to prepare for post-war condltlons. 

Unemployment lnsurance w~s to create "the need for affording a cushion 

when we are faced Wllh the problems of demobillzation and the cessation 

of war lndustry" (Struthers, 1983, p. 197). As weil, the war effort 

would be furthered by unemployment insurance. The contrioutlons made by 

emp10yers and employees would be a form of nat10nal savlng which, apart 

from a small portlon reserved for admlnlstratlon, could be immedlately 

invested 111 the country's war effort (Pal, 1988). The strategy of the 

federal government was to Ilnk the necessity of unemployment lnsurance to 

the patriotic needs of the war and post-war condltlOns. On January 15, 

1940, King wrote to the Premiers of Quebec, New Brunswlck anà Alberta to 

suggest once again a constltutlonal amendment. By May, he had received 

unanimous agreement from aIl provlnces. At the request of the Canadian 

Parliament, The Brltish Parliament passed on July 12, the necessdry 

amendments to our ConstitutJ.on. Soon after, an Unemployment Insurance 

Bill was lntroduced in the House of Commons. On August 7, 1940, the Blll 

became Law. Canada became one of the last western industrial nations to 

have a natlonal system of unemployment insurance, end long a period of 

almost three decades during which local poor relief and private charities 

provloded most of the means of coping wlth three of the worst l.ndustrlal 

depressions of the twentieth century. 
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1 The pr~mary factor Wh1Ch led to the adopt10n of th1S leglslatlon was first 

and foremost the years of depression from WhlCh the~e emerged ln Cdnada 

a new socIal ph1losophy. The economlC welfare of Its cltizens had now 

become a cancern of the State. To the famlllélr soclal prov1s1ons of 

pUblic protect1on, educat10n and the ma1ntenance of law and arder, 18 now 

added cancern for the Indivldual as an Indlvldual. 

p. 174) argues, 

As Struthers (1983, 

the Depression pushed a reluctant federal 
government even claser toward assumlng exclUSlve 
responsib~lity for the Jobless. [William Lyon 
MacKenzie] ~ing '" tao would find It impossible ta 
resist the demand that Ottawa take over the case of 
the unemployed. 

But Struthers goes yet further. If the depresslan canvlnced the 

gavernment ta 

World War II 

unemployment 

'assume exclusive responslbi1ity' it was the outbreak of 

which canvlnced the gavernment ta adopt a natlonal 

programme. "!n the final analysLs it was war and not 

depression WhlCh destroyed the poor-law herltage" (p. 213). After a11, 

unemployment was low ana it would be a gaod oppartunlty to bUlld a healthy 

unemplayment lnsurance fund. However, we would tend ta belleve that 

although the war might have convlnced the government to adapt a centrallst 

approach to unemployment, thlS was done more for polltlcal reasons The 

war was more of an excuse to adopt unemployment lnsurance thdn the reasan 

for it. After all, the gavernment was at the c~d of ltS mandate and faced 

an electlon in the comlng year. Furthermare, the government knew that it 

would certalnly be held responsible for post-war unemployment as was the 

case after World W.3r I. The absence of a natlansl programme would create 

unrest amongst the uncmployed. 

In Grayson and BI iss (1971) It ~s argued that if unemp10yment i5 a 

characteristic of lndustr~al economies then any programme which attempts 

tù deal with lt must log1cally be a result of that same lndustria1izatlon 

and consequently of depres5lon. As they pOlnt out: "With the introduetlon 

of national insurance in 1940 the government of Canada was flnally 

ready ta flght the Great Depresslon" (p. XXI). 

The use of uneroployment insurance to fight unemployment resulting from 

econamie cycles had now been accepted. Throughout the depres::llon, the 

Domin10n had asslsted 1n temporary relief but none of these programmes 

were as braad or as extensive as the present legislatian. The questlon 
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of adminlstratlve arrangements had been made clear: the federal government 

would take upon ltself the responslbllltles and burden of malntalnlng the 

programme. Although ~onstltutlonally, employment (and unemployment) was 

of provincial Jurlsdictlon, strong arguments were made for adOptlng a 

national system lnstead of a serles of provinclal systems The causes of 

industria1 unemp10yœent were belleved to be natlonal or even lnternatlonal 

in scope rather than locallzed ln the communlty or the prOVlnce where 

unemployment occurred. For this reason, preventive and remedial measures 

would have to be as broad as possible in oeder to be effectlve. Only then 

could the burden of unemployment be shared equally throughout Canada. 

After aIL, natlonal, not provinclal economlC pollcies provlded the main 

lnfluence over the level of business and the flow of populatlon ln any one 

part of the country. Other arguments were made O'S weIL. It could not 

have been expected that aIL the provinces would lntroduce unemployment 

lnsurance programs at the same time. It was argued (Cassldy, 1968) that 

provinces with insurance would impose e. burden of charge upon their 

industries whlch mlght hamper them, to some extent, ln competltion with 

those of non-insured provinces and the fear of hlgher costs mlght lead to 

some industrl~s relocating ln the lacter prOVlnces. Furthermore, 30me 

feared that provlncial systems might lead some workers to leave one 

province and flnd work ln provinces which had adopted insurance Slnce the 

working conditlons would be more attractlve. The programme of 1940 had 

limited goals: to proVlde income support durlng periods of unemployment 

for those workers prevlously employed ln lndustrles whose employment 

fluctuations were due to cyclical factors. Eligibill.ty as well as 

benefits were based upon a glven set of gUldelines wnich were applied 

uniforma11y to a11 appllcants. Workers in seasonal lndustries were 

iE,nored: the goal of the Programme was not to deaJ. wlth seasonal 

unemploymf'nt. 

However, in the years which would follow the adoption of the programme, 

changing views in regards to other types of unemployment would soon alter 

the origlnal national intent of the plan. The contl.nuing increase in 

unemployment insurance funds would put pressure on the federal government 

to deal with other types of unemployment, especially seasonal 

unemployment. 

1.3 The Act of 1940: A National Progr..-e 

A new seSSlon of Parliament opened in May 1940. The Throne Speech 

stressed the lmportance the government would be attaching to social 
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1 securlty through an amendment to the BNA Act to establlsh unemployment 

~nsurance on a nat~ondl scale. By June of 1940, an agreement was reached 

wlth all nlne provinces, effectlve July 10, 1940 

The Unemployment Act, 1940 was ln many ways based on the Act of 1935. The 

government of the day made It clear that the fundamental purpose of the 

present Act was s~mply to glve Incorne prote~t~on ta those who, havlng been 

employed, la ter lost thelr Job through no fault of thelr own. The Act was 

greeted wlth much support from organized labour and others who cons~ùered 

unemployment lnsurance an advanced soclal measure WhlCh rellcved workers 

of the fear of want due ta temporary Layoffs 

The use of the word insurance ln the title of the Act was a carefully 

considered description of the InLended nature of the plan. 

(1934) pointed our, insurance should be 

As WoLfender 

the co-operatlVes aSsoclatlon of a large nurnber of 
~ersons, who agree ta share amongst themselves the 
burdeps resulting from the occurrence of a 
partlcular contingency, su ch as death, slckncss. 
unemployment, etc., by the payment of the necessary 
contrlbutlon lnto a common fund WhlCh beneflts, 
related strlctly ta those contr~butlons, are 
distrlbuteCl in allevlatlon of the burdens agalnst 
which the insurance loS affected. (p. 1) 

Furthermore, as the Unemployment Insurance Commisslon was to write some 

years later 

A plan of insurance must have an actuarial bas~s, 
there must be a definitlon of the risks lnsured 
against and the conditions under WhlCh Ind~;nnlty 
will be pa~d; the area of lnsurance must be llmlted 
ta cont~ngencles, not s~tuatlons that are certaln ta 
occur; there must be sorne pOEslbil~ty of estlmatlng 
the rate of occurrence of the cont1ngency, the 
amount of the 1ndemnity (under unemployment 
insurance, the rate and durat~on of paymen r ) must be 
determined; and the premlums or cont r Ibut lons must 
be calculated wh~ch lS needed ta provlde a fund 
buff~cient ta meet all probable cla1ms. 

For an unemployment 1nsurance to be genu1ne 
insurance, lt follows that 1) the Insured person, ta 
have an 1nsurable interest, must be subJect ta r1.sks 
of los~ng somethlng of real value; 2) the actual 
occurrence of th~s cont ~ngency must be easy of 
verificat10n and of proof that lt falls w1thln the 
scope of Insured contract. 
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1 Under unemployment lnsurance, as regards 1), the 
contlngency ln 1058 of emp10yment and the earnlngs 
therefrom. A person not norma lly ln Insurable 
employment to a substantlal extent and w1thln a 
recent per lad of t Ime has nothlng of substantlal 
value to la se and cannat have an Insurable lnterest. 
As regards 2), there must b.e a ready means of 
determInlng when an Insured persan lS unemployed and 
whether he meets the minlmum condlt lons for the 
recelpt of beneflt. (D1ngledlne, 1981, pp 7-8) 

For these reasons, the Unemployment Insurance Programme dld not cover aIL 

workers. In fact, ln 1940, only 42% of workers were ellgible under the 

plan. Those workers expected to experience recurrent unemployment (high 

r1sk workers) and those whose permanent Jobs were v1rtually assured (Low 

rlsk workers) were not covered. In thls way, there wou1d be reasonable 

certainty that the Insurance prInc1~les would apply and that the insurance 

Integrlty of the plan would not be weakened. As a result, only those 

employed under d contract of serV1ce or apprent1cr~h1p ln the lndustriai 

and commerclal sectors were covered. The Unemployment Insurance 

Commisslon deflned thlS as meanlng the following. 

A contract of service lS generally understood to be 
an agreement expressed or lmplled whereby one persan 
(the employee) agrees to perform serV1ces for 
another (the emp10yer) under the d1rect1on of the 
employer, not only as ta the resul t to be 
a~compllsned but a1so as ta the means by WhlCh that 
result 15 ta be accompllshed. 
(Informat10n for Employers Regarding the 
Unemployment Insurance Act, 1940, p. 14) 

The Act specif1cally excluded workers ln seasonal industrIes desplte the 

eX1stence of an 1mportant seasona1 pattern. 

large measure to Canada's still s1gn1.L1Cant 

pr1mary sector actlv1tles that went with lt. 

Its 1mportar.ce was due in 

rur al popu la t 10n and the 

In 1941, about half of 

Canada's populatlon llved ln sma11 communlties and over thlrty percent of 

the labour force workert ln seasonal lndustr1es (Can~da, 1981b, p.9). ThIS 

exclus10n was due to the bellef that seasonal workers cons1sted of high­

risk employment and the fact that seasonal unemp10yment was not seen as 

a consequence of an lndustrlal economy for Wh1Ch the Act was tellored. 

These two notlons are lnterrelated. The relationsh1p which eXlsts between 

the notions of rlsk and lnsured IndustrIes lmply that low r1sk workers 

(teachers, for example) 

llttle posslbillty an 

were exc luded from coverage bec au se there was 

economlc receSS10n or cycle wou1d threaten 
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employment in these sectors. By that same reasoning, seasonal industrles 

(h~gh rlsk workers) were excluded from coverage because seasonal workers 

were certa~n to be unemployed every year even wlthout thr occurrence of 

a recession. 

It was not very long before th~ Unemployment Insurance Act was amended sa 

as ta coyer employment in selected seasonal lndustries. For example, ln 

1946, workers in the transportat~on-by- ..... cer ~ndustry became ellgible rOl· 

tenefits and ln 1948, coverage was extended to workers ln stevedoring at 

inland ports. Benefits ln these lndustrles were not wlthout Ilmitations. 

Claimants could only receive beneflts lf unemployment occurred during the 

on-seasonj in other words, if unemployment occurred ln the off season, 

they were not allowed to rece~ve beneflts. These were referred ta as 

'seasonal regulations'. 

The Commission had the authorlty ta make seasonal regulations as 

stipulated by the Act which stated that adaitlonal terms and condltions 

for contributl.ons and beneflts could be lmposed on classes of worl<ers 

where normal employment was for a part of the year BUL thls coula only 

occur in seasonal Jobs if they would result ln anomalles havlng regard tOl 

the benef~ts of other clG.sses of lnsured persons The Commlsslon took 

this to mean that seasonal workers, accustomed ta maklng thelr annual 

wages dur~ng part of the year, had no lnsurable lnrerest in '_he off­

se:lson. It reasoned that the rlghts of the lnsurable workers SllC'uld be 

protected and assured this by lmpos~ng the additlonal condit~ons as 

descr~bed above. 

The Commissl.on now had to define what consisted B 'seasonal ~ndustry' as 

weIl as an 'off-season'. Th~ COmlnlssion defined the off-season as the 

average period of t,e year wh~re the industry reduced Ils output ta less 

than 50% of .lts peak productlon. For the water transportatlon industry, 

this was the period between January f1rst and March thirty-f~rst. As for 

what a seasonal industry was, the Commission stated that Bny lndustry with 

an off-season of Bt leBst twenty weeks was consldered a seasonal industry. 

Claimants were allowed to recelve beneflts during the off-season provlded 

they had at least twelve days of employment ln a non-seasonal Industry in 

the forty-elght days preced~ng the beglnn~ng of a benef.lt year or .li 

claimants had Bt least fort y days of their lnsurBble employment ln each 

of the two prevlous off-seasons. A 'beneflt year' was deflned as a 

twelve-month perlod beglnnlng when the claimant met the above condlt~ons. 
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However, tne Inc luslon of seasonal industl."leS represented ~n fact very 

11ttle departure from the orlg1nal Intent of a nat:~onal Unemployment 

lfl~uranee Programme. It merely reeognlzed that any unemployment ~n a 

bed&Ondl lndustry wh1eh oceurred ln the on-season vas as fully protected 

ab any other Jobs. In fact, It vas a recognition that workers in seasonal 

industries could be unemployed durlng che on-season e'" a result of 

~eonomlC recess~ons. 

The programme' s developments during the f~rst decade was in line vith the 

general phllosophy of the program. The insurance pr~nciple of the scheme 

was the maln concern ~n admln~sterlng the programme wh~ch was a major 

reason for llmiting beneflts for sea" nal workers. 

The national eharacteristic of the programme remained intact. Criteria 

for eligibility 811d benef~ts were uniform and no special provisions were 

made favoring the unemplo~ed ln any specifie region. 

1.4 The Three Phases of Regionalization 

1.4. l Phase 1: Suppleaentary Benefits 

As the federal government soon realized, the Unemployment Insurance Act 

of 1940 could only deal with a fractIon of the unemploymp~t problem. With 

the needs of the cyelleally unemployed being addres~eu, the government now 

had to deal with other types of unemployment, sucn as that exper1enced 

by seasonal workers. For these workers, the coverage of seasonal 

~ndustrles durlng the on-season was of litt le comtorc. The fact remained 

that the1r needs were not addressed durlng the off-season. The existence 

of a steady growth ln the unemployment Insurance fund pressured the 

govert1l1lent ta Il berallze the programme and al10wed it to meec che concerns 

ot seasonal workers. It was a recognItion that there were special 

condltions Hl many reglons that made unemployment a ;Dore difficul ~ problem 

to handle and thdt It mlght persist at high levels even if the average 

unemployment rate nationally for those covered by the Act is rather low. 

A significant departule from the lnsurance principle occurred in 1950 with 

the Introductlon of supplementary benef~ts thac allowed seasonal workers 

to obtaln beneflts durlng the off-season. With the extension of coverage 

to lumberlng and logglng and certatn jobs in horticulture, che coverage 

of seasonal workers Increased. Given the notion or the1r employment and 
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the extenslon of supplementary beneflts, many of these workers would be 

almost certain to co11ect benefits each year. ALI thlS was formalized 10 

the Unemployment Insurance Act of 1955, WhlCh integrated supplementary and 

normal benef1.ts and were called 'seasonal benefits' and were payable 

durlng January flrst and AprIL fifteen. To pay for these Ildded costs, 

contrlbutlons from aIL employees, employers as weIL as tne !'ederlll 

Government were raised. 

The coverage of seasonal industries d~ring the off-season WIlS seen as a 

way to supplement the Income of seasonal workers during the wlnter months. 

The objection was not sa much that persans who work ln insured employmenL 

only part of the year receive a subsidy during the off-&eason, but rather 

that the sUbSldy ls drawn from the insuran'"(. plan and lS financed by 

insurance contributions. 

Under the new Act, an lnsured persan could quallfy for sea&onal bencflts 

at the same rate as ordinary beneflts If that persan had made fifteen 

weekly contrIbutIons Slnce the preceding March thl.rty-first subJect to the 

general stIpulation that seasonal benefits would not extend beyond AprIL 

fifteen. This would quallfy hlID or her for two weeks worth ot benefits 

for every three such contrLbution weeks glvlng il mlnlmum of ten weeks of 

benefits and a maXImum of fifteen weeks. ThIS would enable a seasona 1 

clalmant ta rece1.ve benefits durlng the entlre off-season. In short, 

seasonal regulatlons ta curtall benefits for employees ln seasonnl Jobs 

in the off-season, orlglnally tled closely ta the expansIon of coverage 

into seasonal employment, became ineffectual wlth the lntroduction of 

seasonal beneflts and were elimlnaLed. 

By now, two dIstInct trends were emerging. The flrst one was the 

expansion of coverage to include speciflc seasonal industries ln an effort 

ta help sustain the incarne of sea50nal workers. This was particularly 

true with such lndustrl.es as forestry and agrlculture, but more notlceably 

yet, ln the coverage of fishermen ln 1956, clearly a~med at 'encouraglng' 

or sustaining the lncome of unemployed fLshermen ln the eastern provInces 

It would seem by no\o', that: the programme was no longer l1 'natlona l' 

unemployment lnsurance programme If by 'natlonal' we mean a programme 

aimed at relieving industrial unemployment based upon natlonal criterIa. 

Now, the programme seems to have been reor Iented towards regional 

considerations. 

The second trend concerned the relaxatIon of ellgibllity for clalms. 

Indeed, since lts inception in 1940, the Act kept making lt easier for 
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:,easonal workers to qual~fy for benefits. At first, when seasonal 

workers were allowed ta ela~m benefits, these were I1mited to the on­

season. However, soon after, these were replaced by 'supplementary 

beneflts' for clalmants who hact exhausted thetr benef~ts and were payable 

~n the off-season as weIl. In 1955, these were replaced by 'seasonal 

beneflts' and were payable to seasona1 workers dur~ng a eerta1n period of 

the year. This period, however, kept being extended" and therefore 

permltted seasonai workers to receive even more benef1t weeks. This was 

agaln demonstrated in 1957. Wi th the economiC downturn, the Commission 

expressed doubt as to whether seasonal benefits would be of suffic1ent 

scope to provlde the needed protection in their present form. The 

government felt that if seasol.!l1 benefits were not made more accessible, 

a large number of seasona1 workers who would be unemployed during the 

winter would not be able to obtain sufflcient eoverage. For this rease n, 

the Commisslon extended the seasonal benefit period from Oecember first 

ta May flfteen. With high unemployment in 1958, the period was extended 

ta June twenty ninth for that year only. The rationale was that it was 

intended to meet an economic situation which was not expected to reoecur. 

The mlnimum length of ten weeks of benefits was increased ta thirteen 

weeks and the maximum from s ixteen ta twenty-four weeks. It was a 

recognition of the difficulty seasonal workers have in fl.nding work during 

the wlnter months. 

These :wo trends had overall implications. The extension of coverage to 

seasonal industries (particular ly fishermen), coupled with the extension 

of the time seasonal beneflts could be claimed, resulted in an increase 

of thirty-four percent in seasonal benefit claims. This, wlth the 

Economie downturn which had just ended Ieft the fund somewhat depleted. 

Ta give stability ta the fund, contributions were raised by thirty 

percent. 

The 1960' s was a decade of relat1ve stability in regards to :he programme. 

Fewer changes were made and most of these were necessary adjustments 

respondlng to changes ln earnings and living costs. There were, however, 

clear signs of dissBtisfaction with the programme. As a result, in 1961 

the federai government appointed a comm1ttee of inquiry chal.red by Erne~t 

C. Gill ta reVlew the Unemployment Insurance Act. One of the main areas 

of study was the provisions needed to deal with seasonal unemployment. 

" From March 31 in 1950 ta April 15 in 1955. 
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As for the fund, 1t suffered continu1ng dee11ne through the decade. In 

1963, it stood at ten million dollars and fell even lower in 1964 where 

it stood at below one million dollars. The governrnent was now faced wlth 

a dllemma because ln pr1nciple, it had comrnltted ltself to extend coverdge 

ta as man~ workers as possible. 

The Gill Committee sueceeded ~n bnnging to the surface sorne fundarnental 

prob1ems and inadequacies with the Unemployment Insurance Plan. In 1970, 

the government appointed a second and more thorough rev~ew comm~ttee. Its 

report marked a dist1nct shift in the role and phllosophy of the 

programme. The 'White Paper' then 1ed to the adopt10n 1n 1971, of the 

Unemployment Insurance Act, 1971. 

This ends the first phase of the reg~onal1zation of the Unemployment 

Insurance Programme. Throughout this stage, we have suggested that the 

Programme evolved from a strictly national programme to one whieh gave 

greater consideration ta regional econom1e eond1tions. This was done by 

extending eoverage to seasonal 1ndustr1es ln the off-season ln an effort 

to supplement the income of seasonai workers. The evolut10n or the 

Unemployment Insurance Programme sinee 1940 wou Id eont lnue ln the 

following years and would make the programme more dependent on the needs 

of seasonal and regional workers. The debates in 1950 and 1955 eoncern1ng 

the insurabllity of seasonal workers dUrlng the off-season would b<> 

accentuated, once agal.n, in 1971 with the 1ntroduct10n of reg10nal 

extended benefits. Although wlth supplementary or seasonal ueneflts, 

regulations were restrlctive sinee beneflts were Ilmited to the off­

season. The second phase of reglonalizatlOn wlll llberallze the programme 

and will extend benefits accord~ng ta regiona1 unemployment rates and will 

make them ava11able at any t~me during the year and to any insured worker 

in any industry. 

1.4.2 Phase 2: Regional Kxtended Benefiu 

The White Paper, 1970 

On June 17, 1970, the federai government tab1ed the 'White Paper' in the 

House of Commons. Part of its mandate was a~med at elim1nating sorne of 

the welfare elements such as seasona1 benef1ts which, sorne believed, had 

a more Bppropr1ate pla(.e ln other social leg1s1atlon. The report 

suggested tl}at coverage be made universal (96% of the labour force) and 
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1 that benefits be made taxable. It also recommended benefits be paid when 

earn1ngs were lost due ta s1ckness and pregnancy. 

The fact of expandlng coverage ta aIl workers was an explicit recognltion 

that the lnsurance princlple was no longer relevant and that a sound fund 

based on such a principle was no longer a criteria for an effective 

programme. Taxes on aIl employees and employers were to be levied ta help 

maintaln incarne levels of the unemployed. 

In regards to seasonal industries, no direct mention was made in the Paper 

partly because Jeasonal benefits were eliminated. Instead, benefits would 

now be universal and linked to the regional unemployment rate. If the 

regl.onal unernployment rate was above a deemed 'normal' natlonal 

unemployment rate of 4%, (based on a seasonally unadjusted. twelve month 

moving average of the unemployment rate prevailing in each region, 

available on a monthly basis) clalmants received addl.tional benefits. If 

the regional rate exceeded the national rate by 1% ta 2%, claimants would 

receive SlX additlonal benefit weeks. If the regional rate exceeded the 

national rate by 2% but by no more than 3%, claimants received an 

additlonal twelve weeks of benefits and received eighteen more weeks of 

benefits if the regional unemployment rate exceeded the national 

unemployment rate by more than 3%. 

The philosophy behind this approach will be examined ln greater detail in 

the second chapter, but it suffices to say here that it is believed that 

if the regional unemployment is high, it becomes more difficul t for an 

lndividual to find employment. The programme was then amended to respond 

ta these concerns by providing longer duration (extended) benefits ta 

higher unemplo~ment areas. However, it will be argued as we1l that Many 

researchers object to extended benefits claiming that these are used not 

for the above-mentioned purpose, but rather to maintain the income of 

seasonal workers. As for eliglbility conditions, they would be universal 

(eight Insurable weeks in a qualifying period of fifty-two weeks) and no 

special provIsions were made for seasonal workers. 

The Unemployment Act, 1971 

Given Royal Assent in June 1971 and embodying the provisions of the White 

Paper, the Act's purpose was to address the concerns of workers who had 

insuff1cient income during unemployment. lt constituted the second phase 
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1 
of the rel!,.i.onal ization of the Unemployment Insurance Progrdmme It 

allowed benefits to be directly related to regional econom~c condItIons 

as measured by variatIons between the national and regional unemployment 

rates. This w~s part of a new beneflt structure WhlCh became payable ln 

phases based upon a comblnatlon of work attachment and national and 

regional unemploymp.nt rates. 

By work attachment, we mean those indivlduals who, during a perlod of 

fifty-two weeks, contributed to the programme for a glven p.:riod of weeks. 

By 'minor' attachment claimants, we refer to those workers who have at 

least eight weeks of insurable employment but no more than twenty. As for 

'major' attachment claimants, we refer to those workers who have more than 

twenty weeks of insurable employment, within the glven f lfty-two week 
period. 

Benefits paid in relat:lon to the difference between the natlonal and 

regional unemployment rates were intended to ensure the probabillty of re­
entering the work force by taking into consideration regl.onlll economic 

condit:ions. It was believed that as the regional unemployment rate rose 

in comparison to the national average, l.ndividuals woul,\ have greater 

difficulty in finding employment and thus would require more tlme to do 

so. In this way, there seems to be a sll.ght dl.fference between the 

existing system and that of seasonal benefl.ts. The rat lonale behind 

seasonal benefits was that durlng the seasonal benefl.t perlod (orl.glnally 

linked to the off-season), unemployed seasonal workers would have grealer 

difficulty in finding employment. However. benefits were restrl.cted ta 

that seasonal period only. The fact that the system was extended several 

times does not alter the notion lhat once thel.r period was over, seasonat 

workers were no longer allow~d ta collect beneflts. Under che new system, 

c1aimants were now eligiblc. co receive beneflts throughout: the year not 

just durlng a certain part ~f the year. Furthermore, these benefl.ts were 

a180 made dependent on regional economl.C conditions. Chapter two will 

concencrate on chis aspect in more detal.l as we wl.ll look more closely at 

the link between unemployment and regLonal economl.C cond1tLons. 

The new benefit structure conslsted of paying benefits in flve phases (see 

Appendix lB for detailed table). In phase one, clal.mants could receive 

up ta a maximum of fifteen weeks of benefits provided they fulfilled 

entrance requirements (a m1nimum of eLght insurable weeks wltOl.n the last 

fifty-two weeks of employment) and was partly based on work attachment. 

In phase two, once claimanes had exhausted thel.r phase one entitlements, 
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their beneflts were automatlcally re-established for a further ten weeks, 

provlded they were stlll unemployed. 

Phase three ln the leglslatlon was the labour force extended benefit 

period and was available only to major attachment claimants. They 

recelved one additional benefit week for every two additlonal weeks they 

had contrlbuted to the programme. Claimants who contributed twenty weeks 

could receive twa additianal weeks af benefits. The maximum number of 

weeks they could claim was eighteen per year corresponding to fifty-two 

weeks of contrlbutlons. 

In phase four, claimants could receive up ta eight addltional weeks of 

benef its provlded the natl.onal unemployment rate Was above a deemed 

'normal' rate of 4%. If the national unemployment rate was between 4% and 

5%, claimants could receive four additional weeks of benefits. Eight 

weeks of benefits were paid to claimants provided the national rate was 

over 5%. This phase provlded benefits in recognitl.on of the dl.fficulty 

in fl.nding employment on the basis of the national unemployment situatlon. 

It wa~ belleved that a certain minimum amount of frictionai unemployment 

was ta be expected in a 'free' ecanomic system co:responding to workers' 

freedom to change employment, occupation or even his or her place of 

resldence. Any natlonal unemployment rate above the 'normal' rate was 

seen as being caused by unusual dlstortions in the labour market as part 

of the business cycle. Responsibl.lity for the added benefits remalned 

with the federal government as lt would assume the financlal cost 

resulting from the extra benefits. A three-month moving average of 

national unemployment rates, seasonally adJusted, was provided by 

Statistics Canada and used to determine entitlements to benefit in this 

phase. Entitlement Was changed monthly to reflect changes in the moving 

average. 

It is phase five which contributed to the regiona1ization of the 

programme. This phase is in fact the same as described in the White 

Paper. As outlined before, six, twelve or eighteen weeks of benefits were 

paid to claimants when their regional rate of unemployment exceeded the 

national unemployment rate from 1% ta over 3%. This phase recognized the 

difficulty individuals had in finding employment ln their respective 

regions when the reglona1 unemployment rate exceeded na tlona1 economic 

conditions. For the programme's purposes, slxteen economlC reglons were 

established based On the Statistics Canada's Labour Force Survey 

boundaries. For Unemployment Insurance purposes, these regions were to 

reflect local labour markets and would serVe to establish the differences 
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between regional and national economic COnditlOns. Twelve-month, 

unadJusted moving averages of the unemployment rates of these reglons were 

provlded by Statistics Canada and entltlement was changed monthly to 

reflect changes ln the movlng average. The flve phases together Yleided 

a maXlmum of slxty-nlne weeks of beneflts ln an elghty-three week perlod. 

However, Legislation speclfied that a maXlmum of only flfty-one weeks 

could be pald. 

There was some compatibility between the old Act and the system of 

extended benefits in the new Act. The sallent dlfferences, however, were 

that under the new Act, the min1mum benefit duration would be extended 

under high unemployment conditions at any tlme of the year, the perlod of 

extension may be longer than the 1nitial duration authorlzed and beneflts 

were payable to persons who couid not have met the minl.mum seasona l 

benE fit requirement. 

The five-phase structure was replaced in 1977 by a new system cOnSl.stlng 

of three phases. The flrst phase replaced phases one and two ot the old 

system and allowed one week of benefits for each lnsurable week of work 

up to a maximum of twenty -five weeks in a f ifty-two week benef lt per lod. 

The labour force extended benefits were kept as the second phase. They 

were based on one week of benefits for every two weeks of insurable 

employment for claimants wlth at least twenty-seven Insurable weeks, for 

a maximum of thirteen weeks of benefits. 

The third phase involved the replacement of the national and reglonal 

extended benefit periods with a single, regional extended benefit phase. 

In this la st phase, insured workers would receive two addltional weeks of 

beneflts for every ,alf-percentage point difference between the regional 

and national rate of unemployment, up ta a maximum of twenty weeks. 

Although the combined maximum number of weeks of benefits was flfty­

eighL. a maximum of fifty in a fifty-two week period (including the two­

week waiting period) was proposed. 

The new three-phase benefit structure had two maln obj ectives: to overcome 

certain problems of the previous system such as the formula for 

calculatlng extended benef ~ ts and ta achieve a more ef fective 

redistribut10n of the Unemployment Insurance Programme. Th~s last 

objective demanded an extended phase more progressively responslve to 

regional economic conditions as represented by the regional unemployment 

rate. 
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1 The flrst objective was achleved by dividlng the existing slxteen reglons 

lnto forty-eight smaller regions. The main reason behind this move was 

that withln sorne larger economlC reglons there were certain areas of hlgh 

unemploYlI'ent which were not ell.gible for reglonal extended beneflts due 
to t~e overail low unemployment rate of the regi0n. Similarly, some areas 

witoln regions suffered from Iow unemployment yet were still ell.gible for 

ext('nded benefits. Chapter two wlll examine this issue more -: losely. The 

subdivision attempted to takp- into consideratlon the intraregi~nal 

unemployment dl.fferences. 

Furthermore, under the new system, benefits were now made ta depend 

directIy on the regional unemployment rate. Under the old sy:ltem, 

benefits were made ta depend on the difference betwe~n the regional and 

the national un2mployment rates. However, this system was soon proving 

inadequate. Chlef amongst the reasons was that an economl.C region could 

lose some or aIl regional extended benefits if the national unemployment 
rate rose faster than thp. regional rate. ijowever, under the new system, 

phases four and five of the old system were combined and beneflts were now 

based upon regional unemployment rates directly. The rationale behlnd 

this was explained b} the notion that as reglonal econoTIlic condltions 

worsened, so were workers' (especially seasonal workers) ahility to find 

employment. Even though regional extended benefits represented the second 

phase of the regionallzation process, the 1977 amendment was in fact a 

:::urthering of the generai regional orientation of the programme. The 

programme's dependency on uniform national standards was eroding as the 

scheme concerned itself predomin~ntly with economic conditions ln 

individuai regions. The subdivision of these regions into smaller and 

more responsive regions was a testimony ta this facto Regions where 

seasonal indus cries concrlbuce greatly to economic activity would benefit 

alot during winter months as their unemployment rate would increase due 

to seasonal layoffs. This issue is ùebated as weil in the following 

chapter. Overall, however, it is interesting to notice the contl.nued 

orientation of the programme as new or existing provisions were adopted 

or adjusted to reflect regional economic concerns as weIl as the concerns 

of seasonal workers. 

With the introduction of regional extended benefits, the programme 

continued the process of becoming a regionaJ programme. However, one Iast 

aspect is missing to finish the regionalization of the programme. 

Aithough beneflts were made dependent on regional conditions, entrcJ. .... e 
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1 requlrements were stll1 universal. This last point will now be dlscussed 
in the fo11owing section. 

1.4.3 Pbase 3: Variable ED~rance Require.en~ 

In parai lei wlth the need for differentlated regional beneflts was that 

of making entrance requirements dependent upon reglonal economic 

conditions as weIl. This la st phase of reglonalization occurred only in 

1977. From 1971 undl 1977, there continued ta be resistance ta the ldea 
of variable entrance requirements. In the Act of 1971, entrance 

requirements were still uniform; lnsured warkers had to have had at least 

eight insurable weeks in a given qualifying perlod. A qualltylng period 

was the shorter of the period of fifty-twa weeks be:ore the establishment 

of a benefit period or the perlod sinee the la st beneflt period began. 

However, in 1975, the Canadian Council on Soclal Development recommendcd 

that the entrance requirement be increased sa as ta encourage insured 

workers ta have longer labour force attachment. 

As the federal government's priorities shifted increasingly toward 

financial restraint, the Comprehensive Review of the Unemployment 

Insurance Programme in Canada was tabled ln Par l1ament ln 1977 and 

recommended that entrance requirements be increased fram eight to either 

twelve or sixteen weeks. This proposed change was aimed to reduce 

programme costs and encourage workers ta stay in Jobs for a longer period 
of time. 

In 1977 the federal government introduced the Employment and Immigration 

Reorganlzation Act (Bill C-27) which proposed, amongst other th~n&s. an 

increase in the number of insurable weeks nçeded ta qualify for benefits 

from elght ta twelve weeks. The strong impact the increased entrance 

requ~rements would have in potentially denying indivlduals' entry ta 

unemployment insurance was recognized. ThiS was seen as a disadvantage 

particularly in reglons such as the Atlantic, with its hlgh number of 

minor attachment claimants. Many Members of Parliament saw thiS inerease 

as backward and unacceptable ln view of prevaillng hlgh unemp loyment. 

They feared many lnsured workers would not be able ta qualify and would 

therefore have ta resort ta welfare. Despite this outcry, other Members 

of Parliame'1t suggested that entrance requirements be raised stlll further 

to twenty weeks. 
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Followlng the varlOUS Vlews expressed si~~e the introductlon of Bill C-

27, the government amended the Bill and replaced the proposed twelve week 

entrance requlrement by a new system of varlable entrance requlrement. 

Under such a proposaI, entrance requHement would range from ten to 

fourteen weeks and would depend upon the reglonal unemplayment rate. The 

phllosophy behlnd t~lS change was the bellef that in economic depressed 

regions where the unemployment rate lS high, lt became increaslngly 

difflcult to malntaln long' periods of employment. 

This amendment was certalnly welcomed by seasonal workers with 1 imited 

work attachment. Regions with a concentration of seasonal workers would 

certal.nly benefit from this change. Since extended benefits were meant 

to mal.ntain the incarne of seasonal workers, the fact remained that to 

collect these benefits, seasonal workers had ta qualify. This last phase 

of regionalizatlon made it easier for seasonal workers to qualify for 

unemployment insurance than if a uniform rate of twelve weeks had been 

required. 

1.5 Conclusion 

This last phase completes the regionalization of the 

Insurance Programme. Indeed, since 1940, the programme 

Unemp 1 oymen t 

was changed 

substantially sa as ta adjust itself to regional market deficiencies. The 

period up to the implementation of the 1971 legl.s1ation can be described 

as a period of abandoning the original intention of incarne protection 

against frl.ctional and cyc1ical unemployment. Over the years, it became 

a programme responding more to seasonal and structural unemployment wlth 

premiums bel.ng c011ected from aIl workers Wl.thout reference to the 

likelihood of being unemployed. Indeed, coverage to workers was extended 

signl.ficantly ta include seasonal industries resulting in 96% of the wark 

force being covered in 1971 compared to 42% in 1940. For regions where 

seasonal lndustries contribute in a significant way :0 the regional 

economy, thiS extension was certainly seen as a welcomed one. For 

example, May and Hollett (1986) claim that in Newfoundland, aIl major 

industries would seem to be affected in one way or another by seasonal 

unemployment. They further claim that this situation seems ta be 

• In thl.s context. the word ' long' is defined as the necessary period 
of employment required to qualify for unemployment insurance In the case 
where the qualifying period was a uniform twelve weeks, then, a 'long' 
period of employment would be twelve weeks. 
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increasing as more labour is being drawn into the more seasonal 

industr~e~. 

The fl.rst sl.gnl.fl.cant change to the programme whl.ch affected its 

phl.losophy was the introduction, ln 1950, of supplemental"Y beneflts 

prl.ncl.p:illy to worken. ln seasonal l.ndustrtes WhlCh was almed at 

sup~lementlng their l.ncome durl.ng Wl.nter months. Thl"oughout the three 

last decades, the programme was tal.lored to become more responSl.ve to 

unemployment conditl.ons l.n regl.onal or local economles. However, Just as 

the Unemployment Insurance Programme was a result of the Circumstances (,f 

~ts time, so was l.ts evolutl.on. The increaslng importance ot regLonal 

unemployment, as weIl as the changing public views concernlng economic 

disparl.ties, have contributed to changes in the programme The ldea that 

economl.cally dl.sadvantaged regions should receive a dl.sproportlonal shùle 

of unemployment relief is weIl establl.shed 1n the present programme. 

The 1971 amendment was the second step. It made allowances for the fact 

that regl.onal econom~es have a direct l.mpact on the poss1b11l.ty of f1nding 

employment. However, there was one constra1nt. the condition of the 

overall natlonal economy. Indeed, extended beneflts were made uependent 

on the dl.fference between national and regl.onal unemployment rates. In 

1977, references to national standards were ellmlnated as <:!xtended 

benefits were made solely dependent on regl.onal economlC condlt10ns dS 

represented by the unemployment rate prevaill.ng ln each lndlvldual 

unemployment insurance regl.on. Moreover, not only was the posslb1lIty of 

fl.ndlng employment dependent on regl.onal economl.es. the poss lbl.ll ty of 

losing a job was made dependent on the same conditlons as represented hy 

variable entrance requ~rements. The regionall.zatlon of the programme 

therefore made lt ('asier for seasonal workers to quallfy and collect 

unemployment l.nsurance benefits. 

There was however one addltional phase to the regiona11zation of the 

programme. This was the sub-division of existing reg10ns Into smaller 

economic regions. Th1S issue will be examined in the second chapter; 

however, it suffices to mentIon here that such an amendment was al.med to 

make the programme more responsive ta the economic needs and COndl.tlons 

of smaller local areas. 

The regl.onall.zation of the Unemployment Insurance Programme was certainly 

not without consequences. The payment of beneflts in concordance wlth 

regional conditions led to a greater transfer of funds from low 
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t unelllployment reglons ta hlgh unemployment regions. In other words, 

reglons Wlth 10w unemployment rates pay more ln the form of contributions 

and taxes than rhey recelve ln benefits. The Opposlte is true for regians 

wlth hlgh unemployment: they recelve more ln benefltS than they end up 

paylng. The consequence'> of these transfers will help economically 

depressed reglons to malntain thelr level of aggregate demand. Thls will 

be examlned ln chapter three. It w~ll also be argued that the 

abandonment of the insurance princlple led ta the regionalization of the 

programme as itWilS used ta supplement incarne of specifie workers, as weIl 

as ta redlstribute income between regions. 

The following chapter will examine in greater detail the notlons upon 

whlch extended benefits and variable entrance requirements are based. If 

it can be shawn that indlviduals remain unemployed for longer periods of 

time in reglons with hlgh unemployment rates, then an argument could be 

made to extend beneflts 50 as ta allow workers a better possibility of 

fincting sUltable employment. Slmllarly, if it can be provp.n that 

indivlduals remain employed for shorter periods of time in regions with 

hlgh unemployment rates, then it might be justified to relax entrance 

requirements to reflect these condltions. However, interpretation of the 

avallable statlstlcs must be done in a careful way. The availability of 

longer beneflts ln high unemployment regions might in fact encourage 

workers ta take advantage of the generous benefit package and resul t in 

hlgher duration of unemployment. Slmi larly, lf workers are allowed to 

remaln employed for a shorter period befare quallfying for benefits, then 

it might result in shorter employment: duration. Some studies have 

attempted ta measure the lmpact of the 1971 amendment on unemployment 

rates and they will be looked at as weIl. 
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APPKHDIX lA 

TABLE 1.1 
INCOME MAINTENANCE PROGRAMMES 
EXPENDITURES AND PERCENTAGE 
1988 

Family and Youth Allowances 

Pensions - World Wars l and II 

War Veterans' A110wances 

Uneaployaent Insurance Benefits 

Pensions to Government Employees 

Old Age Security Payments 

Others 

Source: Statistics Canada 
National Accounts 
13.201 
Table 56 

33 

Expenditures Percentllge 
(millions of 
dOllars) 

2 595 7, l'Y. 

702 1,9% 

448 1,1% 

10 781 29,8% 

2 560 7,1% 

14 801 40,9% 

4 231 12, D~ 

36 118 100,0% 



APPKHDIX 18 

BENEFIT DURATION UNDER THE 1971 ACT 

Phase One. Inltial Benet lt Period 

Weeks of Insurable 

Emp10yment ln Qua1ifying 

Period 

8 to 15 weeks 

16 weeks 

17 weeks 

18 weeks 

19 weeks 

20 weeks or more 

Maximum Number of Weeks 

for which Initial Benefits 

may be paid 

8 weeks 

9 weeks 

10 weeks 

Il weeks 

12 weeks 

15 weeks 

Phase Two: Re-Establish Initial Senefit Period 

Once clalmarlts had drawn their entlt1ement in phase one, their benefits 

were autoD'.atica11y re-estabilshed for a fUI ther ten weeks if they were 

still unemp10yed. It was to ensure that aIL claimants would have enough 

ellllt1fment to beneflts in the two initial benefit phases. 

Phase Three: Labour Forces Extended Beneflts 

Weeks of Insurable Employment Extended Benefit Period 

in the QualifYlng Period 

20 weeks or Jess 2 weeks 
21 or 22 weeks 3 weeks 

23 or 24 weeks 4 weeks 

25 or 26 weeks 5 weeks 
27 or 28 weeks 6 weeks 
29 or 30 weeks 7 weeks 

31 or 32 weel<s 8 weeks 

33 or 34 weeks 9 weeks 

35 or 36 weeks 10 weeks 

37 or 38 weeks 11 weeks 

39 ot' 40 weeks 12 weeks 
41 or 42 weeks 13 weeks 
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, 

43 or 44 weeks 14 weeks 
45 or 46 weeks 15 weeks 
47 or 48 weeks 16 weeks 
49 or 50 weeks 17 weeks 
51 or 52 weeks 18 weeks 

Phase Four: National Extended Beneflt Period 

Four weeks of benefits were paid in a four-week period lf the national 

unemp10yment rates was over four percent and up to five percent. Eight 

weeks of benefl.ts were pal.d in an el.ght-week perlod if the natlollal 

unemployment was over five percent. 

Phase Five: Regional Extended Benefit Period 

As described in the White Peper. From six ta eighteen weeks of beneflts 
were paid to clairoants provided the regional unemployment rate exceeded 

the national unemployment rate by one, two, three percent or more. 
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Cbapter Tvo: 

Tbe Threc Phascs of Regionalization: A Closer Look 

Regional differences in employment and unemployment patterns have 

important implications for the Unem'Jloyment Insurance Programme as it 

stands today. As observed in the previous chaptcr, the regionalization of 

the programme entered its last phase~ in 1971 and 1977 when unemployment 

insurance benefits and entrance requirements were lÏnked to regional 

economic conditions as measured by the regional rate of unemployment. 

In this chapter, we would like to examine closer these regional 

characteristics in programme des~gn. Regional dimensions in the 

Unemployment Insurance Programme stem from the idea that the higher the 

unemployment rate, the more difficult it is to find employment as weIL as 

to keep it. Their use reflect the concern that individuals everywhere in 

the country should have access to the programme and receive protection 

from it in a manner which recognizes the different labour market 

cond~tions which prevail in the various regions. Such conslderatl0ns are 

of particular relevance ln a country such as Canada where the labour 

market lS known ta show substantial variation amongst regions. It forms 

the rationale behlnd the two Icey features of the present programme: 

'Reglonal Extended Senefits' and 'Variable Entrance Requirements'. 

Parallel ta this issue is a concept WhlCh has taken importance ln economic 

llterature today. Over the years, the Unemployment Insurance Programme 

has been used as weIl as a tool to serve the pur poses of redistrlbuting 

wealth amongst the various regions in Canada. A posnble argument for 

furthering the regionallzation of the Unemployment Insurance Programme 

could in fact be glven with the realization that by dispersing manies to 

higher unemployment regions or provinces, the programme could be used ta 

stab~llze the level of aggregate demand in those regions. This 

r, '1resents, of course, a transfer of funds from low to high unemployment 

region~. Indeed, the coverage of seasonal industries as well as longer 

weekly benefits and easier ellgibl1ity for high unemployment reg~ons (in 

concordance with regional unemployment rates) had a direct lmpact upon the 

redistribution of funds. Data from the Unemployment Insurance Commission 

show that the 1971 and 1977 changes account for more than 40% of a11 

benefits paid to Newfoundland ln 1988. The degree of income 

redlstribution will depend primarily on how the d~stribution or benefits 

differs from the collection of premiums, which in fact shifts the cost of 

unemployment away from hlgh unemployment reg~ons or provinces. As 
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suggested ~n concluding remarks in the report by the Task Force on 

Unemployment Insurance (Canada, 1981b), 

Unemployment Insurance thus contrlbutes 
signlficantly ta ~ncome redistribution through lts 
capacity ta redistribute lncome from the employed ta 
the unemployed. This contrlbutlon is automatic and 
maintains the purchasing power of high unemployment 
income groups and regions WhlCh limits further 
unemployment (p. 33). 

The stabilization raIe of unemployment insurance will be examlned in 

greater detail ln chapter three. 

In the post-war period, regional unemployment differences have persisted 

and at times widened. Whi1e the Unemp10yment Insurance Commission 

recognized this fact as early as 1950, with the lmplementat.lon of 

supplementary benefits, it took the Commission until 1971 to fu1ly accept 

that the Unemployment Insurance Programme should be used ta help alleviate 

regional conditlons. 

Table 2.1 below shows the unemployment rates for Newfoundland and Ontario 

from 1966 until 1971. 

We can see that in the years prior ta the 1971 Act, unemp10yment rates of 

the two provinces were quite different. In fact, Newfoundland's rate was 

often twice that of Ontario's. Even today, unemployment rates in the two 

provinces are still quite different. (16,4% for Newfoundland. 5,07. for 

Ontario), a situation which will be examined later ln this theS1S. 
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TABLE 2.1 

ANNUAL UNEMPLOYMENT RATES 
NEWFOUNDLAND AND ONTARIO 
1966-1971 
(percentage) 

1966 1967 1968 1969 

Newfoundland: 5, e, 5,9 7, 1 

Ontario: 

Source: 

2,6 3,2 3,6 

Statistics Canada 
Historieal Labour Force Statisties 
71.201 
1989 Edition 
pages 235 and 243 

7,4 

3,2 

1970 1971 

8,4 9,2 

4,4 4,4 

While the unemp10yment rate is the Most commonly used indicator of the 

state of the labour market, unemployment rates reflect the combined impact 

of several dimensions of unemployment. They are influenced by the number 

of unemployed individuals as well as the amount of time they remain 

unemployed. We will return ta this argument in the following section. 

If the purpose behind regionalization is to take into consideration 

regional labour market condit~ons, then the coverage of seasonal 

industries and especially the introduction of supplementary benefits could 

prove to be a logieal measure provided it can be shawn that seasonality 

accounts for a significant proportion of unemployment rates. 

Beaudry (1978) has estimated that for the period of 1966 to 1975, 45% of 

the differenee between the unemp1ayment rate between the Atlantic 

provinces and Ontario could in faet be attributed directly to seasanal 

unemployment. ' 

Seasonal employment patterns have been cited as a significant source of 

interprovincial differences in other sources as weIL. In particular. 

recent data (Statistics Canada, 71.529) suggest that seasonal employment 

'These results are comparable to findings by Glenday and Alan (1982) 
who found that 32% of aIL jobs lost by the unemployed were in sectors 
which were seasona1 in nature. 

38 



1 
variations may play a large raIe in the phenomenon of people withdrawlng 

themselves from the labour force in the bellef that there are no Jobs 

available. In 1988, for example, 33% of unemployed wOl'kers in 

Newfoundland wlthdrew from the labour force whlle only 5,4% dld so ln 

Ontario (Statlstics Canada; Labour Force Annual Averages, 71.529; Table 

35) 

Interprovincial differences 1n unemployment rates should not be regarded 

as a phenomenon e~ogenous to the Unemployment Insurance Programme. 

Therefore it 1S imp~rtant ta warn readers to be cautious concernlng the 

interpretation of the statistics presented in this chapter. These 

statistics are reported by Statistlcs Canada and are 1ndependent of thelr 

sources or the~r causes. In other words, in calculating, for example, the 

average duration of unemployment prevalent in certa1n regions, Stat1stlcs 

Canada ignores whether the duration spell lS caused by labour market 

forces or even perhaps the Unemployment Insurance Programme ltself. The 

publication simply offers the average as reported. Indeed, generous 

benefits and a lower number of weeks needed to qualify might encourage 

some workers ta leave employment sooner and remain unemployed longer 

therefore keeping unemployment rates higher. As weIL, a regional 

programmt: mlght encourage many workers ta seek employment lS seasonal 

industries. The Unemployment Insurance Programme would therefore be 

itself a source of cont1nued interreglonal dlfference ln unemployment 

rates. In this chapter, we will present certaln statistlcs as the y are 

and will deal with the notion of insurance-induced unemployment at the end 

of the chapter. Furthermore, although many observers have clalmed that 

the intent of extended benef1ts might weIL be to reflect the difflculty 

seasonal workers have in finding employment in specifie regions, others 

have claimed that extended benef1ts are merely used to maintaln Income 

levels of the seasonally unemployed. This argument wIll be fully 

addressed in the following chapter. 

Before we look at these features, we will first analyze the concept of a 

'region' . Throughout this study. we have referred ta 'regions' or ta 

'regional' aspects without giving a full account of what these terms mean. 

A defin~tIon of these concepts will now be offered. 

Next, we w~ll examlne the rationale beh1nd 'reglonal extended beneflts' 

as weIl as 'variable entrance requirement'. We will present statistlcs 

from different sources which estimate the average durat lon of 

unemployment, the incidence of unemployment, as weIl as the average 

duration of an employment spell. 
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For the purpose of this thesis, we will concentrate our researeh on 

calculating the above mentioned statisties for the province of 

Newfoundland. In regards ta chapter three, we will attempt to calculate 

the net transfer payment out of unemployment 1nsurance funds for 

Newfoundland as weIL. However, for comparison purposes, we will calculate 
the same stat1stic~ for Ontario and then proceed to compare the results. 

The choice of Newfou~dland as our base province is interesting sinee it 

contains a high concentrat10n of seasonal workers who depend of 

unemployment insurance as a source of income. 

2.1 On The Concept of RegioDs 

An issue clearly related to unemployment insurance is the concept of 
'regions', and focuses on the question of which regions are most 

appropriate for the programme's purposes. This section examines the major 
issues surrounding the definitions ~nd identification of regions in the 

Unemp10yment Insurance Programme. 

As was pointed out in chapter one, an amendment to the programme in 1978 

increased the number of economic regions from sixteen to forty-eight. The 

rat10na1e behind this move was that despite an overall 10w unemployment 

rate in a particular reg10n, some areas within that region might suffer 

from high unemployment rates, therefore prevent-:'ng res1dents in those 

areas from qualifying for benefits. 

The Unemploymert Insurance programme's economic regions were originally 

designed tO make the programme more responsive to local or regionai 

economic and labour market situations. The subdivision of larger regions 

into smaller ones is a further step in this direction. Newfoundland, for 

example, is now represented by three regions as compared to only one 

before the subdivision. Th1s change was an integral part of the process 

of regionalization of the programme. By becoming more responsive to 

variations in unempployment rates, as it will be seen, the programme 

became a more effect1Ve tool to redistribute funds amongst provinces and 

regions. 

The use of smaller economic regions made it possible for the programme to 

respond more effectlvely to intraregional differences in unemployment 

rates and economic and labour market differences which can be significant. 

As a result, Il more progressive redistribution of benefits occurs. 
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1 Notwithstanding the desirab~lity of the objectives of making the programme 

more locally sensitive, the manner in which th~s obJectlve has been 

achieved through the use of smaller unemployment insurance reglons has 

been of concern. QuestIons have been raised regarding whether these new 

and smaller reglons in fact: represent local labour markets, whether 

problems of statlstical reliability of unemployment rates signIflcantly 

reduce their usefulness as reglonal dlfferentiators, and whether the 

consequences of possib1y incorrect eligibllity and entltlement declslons 

made on the basis of these new regions result ln sufflclent Inequltles to 

make their use unacceptable for the programme's purposes. 

The subdivision of the regions was based on munlcipal and other 

administrative boundaries as described by Statistics Canada Labour Force 

Survey (71. 001) 1. The concern was that thls classificatIon ref lected 

administrative concerns rather than the needs of reglonal labour markets. 

Because of this, these new regions did not Identlfy areas wlth dlfferent 

labour market conditlons and characteristics and they were, therefore, not 

an appropriate basis for the Unemployment Insurance Programme. As a 

consequence, labour markets may be artiflclally Spllt. For example, Since 

provlncial boundaries are respected in the design of these regions, thlS 

precludes the definition of slngle labour markets, WhlCh straddle 

provincial boundarles. Many examples eXlst but a frequently used one is 

the case of the Ottawa-Hull area. Whlle this area may be considered a 

distinct labour market of lts oWn, both cities belong ln fact to two 

different unemployment Insurance regions. Criticism of the programme's 

regions on these grounds of course begs the fundamental question of how 

to define and dellneate labour market areas on a practical and generally 

acceptable basis. While the Ottawa-Hull example may be among the more 

obvious, it reflects the extremely dl.ffl.cult Judgements which would be 

involved in the establishment of more representatlve economic reglons for 

unemployment insurance purposes. Such judgements would require the 

development of criteria for identl.fying labour market areas and the 

detailed review and analysis of every existlng region to Identlfy 

necessary changes. 

The subdivision of existing unemployment insurance reglons into 

increasingly small and more homogeneous areas as a solution raises yet 

Maps and descriptions of the Labour Force Survey economlC reglons 
are to be found ln the notes to any issue of the catalogue no. 71.001. 

41 



1 more dlfficulties; namely, on how to base the subdivisions and where to 

stop the subdivislon process ltself. 

Other concerns arlse from the subdivision of these economic regions, 

although not concerned with the dlScussion above. The degree to which the 

Unemployment Insur~nce Programme can be regionally responsive is 

constralned by the avallabllity of information that i5 both timely and 

statistically reliable. Because the unemployment rate index has a degree 

of variabillty, thlS variation could result in individuals in some areas 

being ~Y.cl,,'t:J~r.! from eoverage, when in reality they should have been 

included, or Vlce versa. 

As argued by the Task Force on Unemployment Insurance (Canada, 1981b), if 

the sample estimate of the unemployment rate was 7,9% with a standard 

deviation of ±O.2 then the true estimate of the unemployment rate has a 

32% chance of being outside the 7,7% - 8,1% range and a 5% chance of being 

outside the 7,5% -8,3% range. Thus, although the measured rate is 7,9%, 

which under the current programme requires twelve weeks of lnsurable 

employment ta qualify for benefits, there is a one in six change (half of 

32%) that the ~ unemployment rate is 8,1% which would require an 

indivldual ta have worked only eleven weeks. This example illustrates 

that the moment programme decisions are tied ta a measure which has a 

degree of uncertainty, the participants are, to a greater or lesser 

extent, subJect ta the vagaries of chance. 

The statistical reliability issue itself is a function of the degree of 

regional disaggregation that is, it is a function of the economic regions 

and by implication the number and size of the economic regions chosen.' 

Thus, while the subdivision from sixteen into forty-eight economic regions 

increased the responsiveness of the programme to regional labour market 

conditlons, it also increased the problem of statistlcal reliabllity. 

Simply, an unemployment rate wlth a standard van.ation of 5% is less 

likely ta lead ta an lncorrect programme decision than one with a standard 

devlation of 10%. Prior ta the 1978 subdivision process, economic regions 

had a variability of between l, li. and 5i.. However, smaller and more 

numerous economic regions have a variability of between 25,1% and 33,3%; 

the probabillty of decision errors became greater after the introduction 

of the new unemp10yment lnsurance economic regions (Canada, 1981a). On 

, It lS, of course, a1so a function of sample size. Increases in the 
statistica1 reliabllity of the forty-eight regions eould oceur if the 
sample size were lncreased. 
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balance, the probabllity that a clalmant might be unfairly treated through 

the statistical variability inherent ln smaller reglons must be weighed 

against the probability that he/she wlll be unfalrly treated through fewer 

but larger regions that are less responslve to reglona l labour market 

conditions. A return to slxteen economlC reglons would lncrease the 

reliability of the reglonal unemployment rates, however, there would be 

an important cast ln terms of the programme' s capaclty ta reflect and 

respond ta local economic condltions. For exampie, under the oid system 

of sixteen regiono, New Brunswick and P.E.I. constituted a single economic 

region. Under the forty-elght region system, these two provlnces now 

account for a total of six regions. 

'Table 2.2 below shows that wlth a more disaggregated system, regional 

extended benefits vary considerably therefore reflectlng, to Il greater 

degree, local economic conditions. 

The degree of disaggregation, in short, can have major eligibility and 

entitlement implicatlons for unemploymf>nt insurance purposes. Since 

benefits and entrance requirements are bath based {Jn regional unemployment 

rates, sampling variability at the forty-eight economic reglons level will 

in some cases lead to incorrect programme d~cisions. The consequences of 

these errors May vary considerably. For example, for reglonal extended 

benefits, statistical errors mlght lead ta some claimants receivlng more 

or less benefit entitlement than they normally would. However, the 

structure of extended beneflts conslsts. of sufficiently numerous and smali 

intervals that the consequences of statisticai error might not be all that 

severe. lt might lead a claimant ta receive, twenty-two weeks lnstead of 

twenty-four weeks of benefits. 
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TABLE 2.2 

UNEMPLOYMENT RATES AND REGIONAL EXTENDED BENEFITS 
UNDER THE OLD AND THE NEW REGION SYSTEM 
NEW BRUNSWICK AND PEI 
1979 

Unemployment h~te 

(percentage) 

Regional Extended Benifits 

(weeks) 

OLD SYSTEM 

New Brunswick - PEI 11,5 

NEW SYSTEM 

New Brunswick 

Restigouche 13,6 

Moncton 14,0 

Saint John 8,8 

Fredericton 13,2 

Madawaska 9,0 

P. E.1. 11,1 

Source: Canada, 1981a 
Re ional Differences in the UI Pro 
Bac ground Report, Techn1cal Stu y 

30 

32 

32 

20 

32 

20 

30 

For variable entrance requirements, however, the consequences could be 

more dire. Due to statistical error, a claimant might be required to 

obtain, twelve weeks of insurable emp10yment instead of, ten or eleven. 
If such were the case then a claimant could be completely refused and as 

a result wou1d not receive benefits at aIl. 

Use of the forty-eight economic regions as opposed to tLe sixteen regions 

of the old system, is an attempt to make the programme r'sponsive to local 
or regional economic conditions. This feature is considered to outweigh 

the definl.tional and statistical drawbacks of the old system. For 

example, with the outbreak of the recession 1n 1980, Many Canadian cities 

witnessed the1r unemployment rates rise at an unusually fast pace. For 

example, the C1ty of Windsor, Ontario saw its unemployment rate r1se trom 

7,3 % in September 1979, to 15,3 % in February 1980: b jump of more than 

one hundred p~rcent 1n less than five months. Such a change would imp1y. 

ceteris paribus, longer benefit entitlements and fewer insured weeks to 
qua11fy for unemployment insurance. However, under the old system, 
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Windsor's situation might not have had a signlfLcant impact on the overall 

economic conditions of a larger region therefore puttlng the resldents of 

Windsor at a disadvantage. The lntroduction of smaller economlC reglons 

permitted the Unemployment Insurance Programme to be.:ome more responsive 

to Windsor's unemployment problems. 

2.2 On the Concept of ·Regional Extended Benefits· 

Instead of being viewed in a static nature, the unemployment rate should 

be looked at as a flaw of contlnuous lnternal movements. For example, an 

unemployment rate of ten percent should not be interpreted as merely as 

a fixed percentage of the labour force which is wLthout work. Instead, 

the unemployment ~ should be viewed as a function of the propOrtlon of 

the labour force who become unemployed, i.e., the incldence of 

unemployment, and the average duration of unemployment. 

Regional differences in unemployment patterns have important implications 

for the Unemployment Insurance Programme. In partlcular, the lmpact of 

these differences on unemployment insurance wlll largely depend on how 

much they come from variations in the lncidence of unemployment or the 

average duration of their unemployment spells. It lS implled that where 

a region experiences high unemployment, both the duratlon and incidence 

of unemployment would be hLgher. To the extent that the ability to flnd 

and secure emplnyment can be shown to be greater ln some reglons than ln 

others due to regionally differing labour market condltlons, then an 

argument could be made in favour of reglonally extended beneflts. 

Individuals residing in areas or regions with greater Job-flnding 

difficulty might require an extended period of benefits to lncrease thelr 

:hance of successful job search ("successful" in terms of the best 

possible matching of thelr skills wlth the requirements of relatlvely 

scarce job openings). Similarly, inter-regiona 1 differences in these 

components will likely be reflected ln differing reglonal unemployment 

rates. With the existence of the Unemployment Insurance Programme, thlS 

argument becomes somewhat circular. While differentlated unemployment 

duration might require regional extended benefits, the eXlstence of these 

might reinforce differences in unemployment duration as weIL as ln the 

rates of unemployment. This argument will be looked at ln greater detalls 

at the end of this chapter. 
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The fallaw~ng sections will exam~ne bath the average duratian of 

unemployment and the incidence of unemplayment. We shauld expect ta f~nd 

that where the unemployment rate ~s h~gher so 

durat~on of unemployment and the incidence 

'Lnc~dence', we refer to the percentage of 

should be the average 

of unemplayment. By 

the labour force who 

experlencep unemplayment at least once durLng the year. In other wards, 

where the lncLdence is high, this would imply that a larger percentage of 

the tot81 labour force suffered some unemplcyment at least once during the 

year. 

During thLs chapter, we will analyze the incidence and the average 

duration of unemplayment for Newfoundland and Ontario. Although we will 

use different sources for the se statistics, we will refer, in large part, 

ta the statistics available in the Labour Force Survey (Statistics Canada, 

71.001 and 71.529). 

Using the Labour Force Survey poses a few problems. These have to do with 

the way the duration of unemplayment i5 measured. The Labour Force Survey 

canducts month1y sample surveys of approximately 53 000 representative 

hauseholds dlstributed across the country. The survey is conducted during 

the week usually containing the lSth day of each month. During surveys, 

some lndlviduals mlght be unemployed for a very short period so that these 

very short spells of unemployment would not be measured since they might 

stat t and flnlsh within the monthly survey l.ntervals. As weIl, if 

unemployment ~ontlnues for some time after the 'interview' date (as it 

will certal.nly do), then the Labour Force Survey artl.ficially truncates 

unemployment spells and therefore does not fully take long durations into 

consideratl.on. These biases work in opposite directions and the estlmated 

duration of an average completed spell of unemployment as measured by the 

Labour Force Survey will therefore not reflect the true measurement. 

According ta Osberg (1986) "length Lias (the short spells which are not 

captured by the Labour Force Survey) is more important, in practice, than 

duratl.on bias (the long spells not fully captured)" (p. 7). As a result, 

the Labour Force Survey will tend to exaggerate the average duration of 

unemployment and will have an upward bias (Luckett, 1979). This issue 

will be re-examined in the fallowing section ~nd as weIl as in Appendix 

2B. 
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2.2.1 The A'erage Duration of Une.plo~ent Spells 

The difficulty an indivldual has ln findlng suitable employment 15 most 

likely reflected in the average duratl0n 0f an unemplo)ment spell This 

is deflned as the average time lndlVlduals remnin unemployed between the 

tl.me they leave one job untl.l they flnd another. Many reports and 

statistics eXl.st which measures the average duratlon of an unemployruent 

spell. For example, ln the supplementary report of the Commlsslon of 

Inquiry on Unemployment Insurance (Canada, 1986), Soboda and Munroe state 

that "unemployment rates do reflect the duration ot unemployment" (p. 

441). USl.ng data specifically complled for them by the Cilnadlun 

Employment and rmml.gration Commisslon (C.E.r.C.), they conclude that there 

would seem to exist strong links between a high unemployment rate and a 

longer period of unemployment. Although these findlngs are not broken 

down by pravl.nces, they claim that in general, wherever the rate of 

unemployment is high in Canada, there will be longer perlods of 

unemployment, justlfylng the expected relationship. 

Using Statistics Canada catalogues, we report in table 2.2 below the 

average duration of unemp10yment in 1988 for Newfoundland and Onta rio. 

The average annual unemployment rate for Newfoundland was 16,4% compared 

ta 5% for Ontario. 

As shawn in the table below, we find that Newfoundlanders exper lence 

longer perlods of unemployment than do Ontarians, almost fltty percent 

longer. (Appendix 2A shows the average duration of unemployment as weIl 

as other statlstics, for recent years). Table 2.2 otters yel more 

interesting information. It offers a breakdown of unemployment perlods 

as weIL as their respective percentages. In 1988, in Ontario, almost 

fort y percent of those claiming they were unemployed remalned so for a 

very short period of time (up to four weeks). Ta~ing lnto conslderatlon 

that there is a two week waiting perlod from the time they leave thelr Job 

until claimants are allowed to draw benefits, thlS tLanslates ln almost 

fort y percent of claimants receiving at the most two weeks worth of 

benefit". As stated already, this w1ll have major lmphcations for the 

discussion in chapter three and the calculation of lnterprovlnclal lncome 

transfers. 
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TABLE 2.3 

DURATION OF UNEMPLOYMENT, ANNUAL AVERAGES, 
N~WFOUNDLAND AND ONTARIO 
1988 
(ln weeks) 

4 or less 5-13 

Newfoundland 23,7% 23,7% 

Onrarl.O 37,9% 29,3% 

Source: Statlstics Canada 
LabouL Force Annua1 Averages 
71.529 
Table 29 

14-26 

23,7% 

16,8% 

27-52 

18,4% 

9,3% 

Average 

18,7 weeks 

13,4 week 

Furthermore, as table 2.2 lndicates, forty-two percE'nt of claimants in 

Newfoundland were unemp10yed for more than fourteen weeks, compared ta 

twenty-six percent in Ontario: a difference of more than sixt y-one 

percent. Moreover, as pointed out earller, Osberg (1986) claims that 

short spells are more often not reflected ln the unemployment rate than 

are longer spells. Thus, whlle almost half of aIl spells ln Newfoundland 

are of short duratlon, a large portlon of total unemployment lS stlll 

explatned by long spells (Hasan, et al 1982). If we assume that 

statlstlcs reflect a general tendency for longer unemployment spells in 

Newfoundland and shorter ones in Ontario then, Slnee the Labour Force 

Survey 19nores both very short and very long durations, we mlght eonclude 

chat the Survey blases the average unemployment duration for Ontario 

upward, and Chat of Newfoundland's downward. The result, of course, would 

be ta narrow the gap between the two averages. ThlS would lmply that as 

unemployment rates rlse, the average duration of unemp10yment would not 

necessarlly be longer and the difflculty of flnding employment would not 

be reflected by hlgher unemploy~ent rates. However, taklng these biases 

into conslderatlon, we mlght conclude that the rea1 duration of an 

unemployment spell may be much longer in Newfound1and and shorter in 

OntarlO than reported by the Labour Force Survey. 

Desplte these statlstics, sorne research has found that although there does 

eXlst some discrepancies ln unemployment duration, the dlfference wou1d 

not be as slgn1flcant as we wou1d be1ieve. For instance, in the Report 

prepared by the Task Force on Unemployrnent Insurance (Canada, 1981b), the 

average durat10n ln 1979 for Newfoundland and Ontarlo was reported as 

belng 10,6 weeks and 9,5 weeks respectlvely. TlIcy c1alm that despite a 

large difference ln unemp10yrnent rates (15,1% for Newfoundland; 6,5% for 
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Onta(10), the difference in durat1.on was not as pronounc ed. HoweVC1, 

according to Statist lCS Canada (71. 529, table 40) , the average duratlon 

for that same year was 19, 1 .;,~eks for Newfoundland and 14,2 weeks fOL" 

Ontario. 

A second report published in 1981 by G1enday and Jenkins for the Labour 

Market Development Task Force states that "although unemp10yment rates 

vary wlde1y from region to reglon across the country, the proport1ons of 

t1me that ind1viduals on average are w1thout work are qUlte sl.D11lar" 

(p.20). 

Despite the apparent opposing Vlews concernlng the averdge unemployment 

duratlOn, some concern remains about thlS statistl.c. It has been 

suggested instead (Canada, 1981b) that it mlght be more approprlBte to 

compare the average length of tlme which clal.mants recelve beneflts. One 

of the more obvious reasons is that many lndividuals, especlBlly Ln h1gh 

unemployment provinces, may effectlvely wlthdraw from the labour force 

after a period of unemployment bell.eV1ng there are no Jobs avallable. The 

discouraged workers, prevalent ln the Atlantic provlnces, may Contlnue ta 

receive unemployment insurance beneflts even after they stop searchlng 

actively for employment. This would therefore tend ta make observed 

unemployment insurance beneflt durat10n appear longer than measured 

unemployment spells, especlally ln the Atlant1c prov1nces It would also 

tend to reduce the d1fference between average unemploYlOent 'lpe Il s hetween 

Newfoundland and Ontario. The concentration of unemployment ln long 

spells noted above 15 one indicatl.on of the dlfficult1.es encountered ln 

finding jobs. Several factors suggest that the observed concentratlon may 

even understate these difficultles. Amongst these factors 15 the fc.1Ct 

that many of the se long spells of unemployment f1nish not ln employmenr 

but in w1thdrawal from the labour force If a11 these long spells 

resulted, lnstead, ln eventual employment, the average durat lon would in 

fact be much long~r. The numbers concerning d.lscouraged worker:, show a 

very large difference between the two provinces. In 1988, for example, 

33% of unemployed workers ln Newfoundland wlthdrew from the labour force 

believlng no more Jobs eX.lsted. In Ontario, only 5,4% wlthdrew from the 

labour force for the same t'eason. 10 1984, the numbers stoad at 40% for 

Newfoundland compared to 10% for Ootar1.o. (Statlstlcs Canada, 71. 529, 

table 35). Therefore, lahour marker dissat.lsfact1on should perhaps be 

laken into consl.derat1.on. W1th the substantlal dl.fference HI worker 

w1thdrawal (600 % in 1988 and 400 % in 1984), .lncludlng the Joblessness 

statistics will certainly result .ln hlgher average duratlons (Hasan and 
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de Brouker, 1985).' Furthermore, because the withdrawal rate is higher 

ln Newloundland than in Ontar10, we m1ght expeet the average duration of 

unemployment ln Newfoundland to be underestlmated ta a greater extent than 

that ln Ont800. A report undertaken 1n 1985 by Kiefer et al. using the 

Currenl populat10n Survey'O 1n the United States reported similar 

obJectlons. The meaaurement of the average duration of a completed spell 

of unemp10yment therefore depends heavlly on halo' one chooses ta view 

wlthdrawl11 from the labour force. 

The cane l usion which ean be drawn f rom these s ta tist I.e s, is that 

interproVlncial differences do 

1.ndividuals remain unemployed. 

exist in the average number of weeks 

Whether the dl.fferenee i5 large enough ta 

expIa in the very large dlfferences ln unemployment rates remaina to be 

verified. Moreover, in ea1culating the average duration of unemployment, 

we mUit not ignore the possible influence the Unemployment Insurance 

Programme (more preclsely, extended benefits) has on this stat1stle. If 

we accept the notion that the regional characteristie s of the programme 

l.nfluence sorne workers to seek seasonal employment and therefore remain 

unemployed durl.ng the entire off-season, then these dif ferenees in 

L'nempioyment duration would certain1y be expected. W1.th a greater 

eoncentrt.tion of seasonal workers in Newfoundland, we would expect the 

unemp10ymE nt rate ta be higher. Extended benetits would not be required 

to extend a workers' s search period but rather ta a 11010 the worker ta 

continue te. recel.ve ineome until the next employment season sinee for many 

of these workers, we belleve it would be safe ta expect that the y wou1d 

return ta their seasonal job in the followin~ season. 

The average duratlon of unemployment while provlding ilS with a generai 

impressl.on of regional variabl.lity, does not indicate the numbers or 

proportion of persons in the labour force who suffer unemp1oyment. In 

other words, although we reeognlZe that it ls the average duration which 

might be apurer indieator of the diffieul ty the unemployed have in 

f inding work, ~nsofar as it abstracts froDl the number of unemployed and 

foeuses on the lengtll of tlme i t takes an unemployed person to find work. 

However, the 

interregl.onal 

inC1dence of 

differences in 

unemp l oymen t 

unemployment 

contrl.butes as weIl 

rates and represents 

to 

the 

i In Hasan et al. (1982), lt was estimated that the average duration 
would almost double. 

10 Sl.nce the methodology of the Labour Force Survey in Canada i8 
rather sl.dÜlar ta the Current Popu1atl.on Survey, there loS a reasonable 
likelihood that their results could be generallzed to Canada. 
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1 probability workers might have in losing thelr Job. The follow1.ng section 

looks at the incl.dence of unemployment in greater detail. 

2 _ 2.2 The Incidence of UneaployJIent: 

In a11 provinces, there 

a ttachment who suffer 

unemployment would pose 

is a nucleus of workers with strong labour force 

little unemployment. For these 1.ndividuaLs, 

few entl.tlement difficulties. Work dttachments 

are long enough sa as to ensure substantial per1.ods of benefl.ts. If the 

underlying assumption is correct, we should expect to tind that where 

unemployment rates are higher, a larger fractl.on of th~ populatlon would 

have experlenced sorne unemployment. A higher unemployment rate would 

imply that there exists a higher probability of loslng employment part Iy 

due to the faster flows 1.n and out of employment. Unemployment 1.S not 

shared equally by a11 labour force members. Instead, 1.t is concentrated 

amongst a minorl.ty whose size will vary amongst provinces in relation to 

regional unemployment ra tes. 

In Newfoundland, statistics have shown that there would seem to cxist a 

large number of workers who experienced some unemployment dur1.ng a g1.ven 

year. For example, in 1986, statlstics show that 29,3% of Newfoundland's 

labour force was unemployed at one tl.me or another during the yearj 

compared ta only 14,6% in Ontar10 (Statl.stlcs Canada, AWPS, 71.001, table 

1) . This high statist ic is repeated every year in Newfound land and may 

be attributed to the large seasonal 1.ndustry where, from year to year, a 

large proportion of seasonal workers experience reccuring unemployment. 

In his report to the Commission of Inquiry, Osberg (1986) reported that 

the incidence of those experlenCl.ng a spell of unemployment ln 

Newfoundland and Ontario for 1984 were respectlvely 40,9% and 23,2%. By 

these statistics, wc can see that Newfoundlanders seem to hrJve il much 

greater probability of losing thelr job. The h1.gh .lncidence, of course, 

reflects the movements amongst workers as they maye back and forth 

between empLoyment and non-employment. The general trend would appear to 

be that in regl.ons with higher unemployment, il greater part of the work 

force experience unemployment at Least once durlng the year. The hlgh 

incidence of unempLoyment ln Newfound land m.lght ln f act be il ret lec t Ion 

of the higher percentage of the lntermlttency and short-term nature ot 

employment in that prov1nce. Others ml.ght cla1.m that lt i5 caused by the 

programme itself: generous benehts and fewer weeks of employment needed 

ta qua11fy ml.ght encourage some workers t0 leave their present Jobs 
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sooner. The high incidence ln Newfoundland might as weIl be explained by 

the greater importance of seasonal and part-year workers whose employment 

duration lS relatively shorter. The proponents of insurance-induced 

unemployment mlght claim that the programme encourages workers to seek 

seasonal or part-year employment year after year and therefore locks part 

of the labour force lnto seasonal industries (May and Hollett, 1986). 

Appenùix 2A shows a summary of these statlostics for the years 1980 through 

1986. 

The above discussion suggests that inter-regiona 1 variations in 

unemployment der loves large1y from differences in labour force and 

employment patterns, which in turn produce differences in the number of 

people experiencing unemployment as weIl as the duration of their 

unemp10yment spells. However, while the difference in the duration of 

unemployment might be contested on the grounds that some statistics mlght 

not account for the out-of-the-labour-force or discouraged worker (Osberg, 

1986), the lncidence factor would seem to indicate a clear and substantial 

variation amongst Newfoundland and Ontario. 

Assumlng that the average duration statistics show l ittle substantl.al 

dl.fference between these provinces, lonterprovincial differences in the 

rate of unemployment would tend to arise more from the number of people 

expenencing unemp10yment than its duretion. This might lead some to 

conclude that whereas i t might not be more difficu1 t to find a job in 

Newfound1and, it wou1d nonetheless, be more difficult to keep a job in 

Newfoundland. 

The assumption that there exists no substantial difference in duration, 

however, lS restrictive and does not seem to fit the facts. Even some of 

the more conservative statistics (Glenday, 1981) will admit to some 

difference but will assume that l.t is simply not significant. 

However, to complete the analysis of interprovincial differences for 

unemployment insurance purposes, we need to discuss one last statistic: 

the average duration of employment. It forms the basis for variable 

entrance requlrements and assumes that employment will generally last 

longer there where the unemployment rate is lower. 
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2.3 On tbe Concept of 'Variable Kntrance Requireaent' 

The other major area giving rise to reglonal unemployment conslderatlons 

c\:ncerns dlfferences amongst reglons ln the posslblllty of becoml.ng 

eliglble for unemployment lnsurance beneflts. An lndlvldual's ablllty to 

satisfy entrance requlrements ta the programme wlll depend on the amount 

of work they can secure during thelr quallfYlng perlod. In order to 

ellsure a claimant has a sufflclent insurable lnterest before becomlng 

eligible for benefits, entrance to the programme lS llmited by 

qualiflcation barders requlring a certain number of weeks of lnsurable 

employment. Workers in high unemployment areas (partlcularly seasonal 

workers) might have a more dlfficult rime obtaining the necessary mlnlmum 

number of weeks. In 1977, the programme attempted to overcome thlS 

problem by varying the quallfication period in a way which reflects 

regional labour market conditions. This amendment was ln spirlt wlth the 

ongolng reglonalizatlon of the programme Slnce it permitted clalmants to 

draw benefits which they mlght not have been able to clalm prlor ta the 

amendment. 

2.3.1 The Average DuratioD of Hapl0r-ent Spells 

From Statistics Canada Surveys of Annual Work Patterns , it is posslble 

to obtain estimates of the average duration of uninterrupted spells of 

employment which ends in a given year. Table 2.4 shows how these average 

employment spells differed in length between Newfoundland and Ontarlo. 

As the statlstics below show, Newfoundlanders seem to have a shorter work 

attachment than do Ontarlans, reflecting the dlfflculty workers ln high 

unemployment regions have in secur ing longer per iods of employment. 

However, provided the stat1st1CS are correct, it would seem that the 

percentage difference between the two provinces would appear to have been 

constant during the 1980' s, that t',e average duration of an employment 

spe Il in Ontario appeared to be conslstent ly 33% longer than ln 

Newfoundland. 
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TABLE 2. 4 11 

AVERAGE DURATION OF A,SPELL OF EMPLUYMENT 
NEWFOUNDLAND AND ONTARIO 
1980-1988 
(in weeks) 

Newfoundland Ontario 

1980 31,9 42,7 

1981 31,2 41,6 

1982 31,0 41,3 

1983 30,9 41,1 

1984 3] ,6 41,7 

1985 31,3 42,4 

1986 35,2 45,5 

Source: Statistics Canada 
Annua1 Work Pattern Survey 
71.001, 1980-1988 
Table 4 

\., 

Percentage 

difference 

34,1 

33,3 

33,2 

33,1 

31,9 

32,2 

29,2 

The 1981 Task Force noticed similar results although the difference was 

more pronounced. The report concluded that in 1979 the duration of a 

completed spe11 of employment in Newfoundland averaged roughly fifty-twa 

weeks compared ta one hundred and eight weeks for Ontario. 

Another statistic which is worth observing is the distribution of workers 

by the amount of time they remained employed. The reau1ts are reproduced 

below. 

III It is possible as well ta obtain data on emp10yment duration from 
Statistis Canada Survey of Consumer Finances. These results show similar 
interregiona1 variabi1ity. The advantage of this source is that it offera 
statlstics at the disaggregated regiona1 level as well. For reference, 
consult Technical Study 13 (Canada, 1981a) 
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1 TABLE 2.5 

DISTRIBUTION OF WORKERS BV PERIOD OF EMPLOYMENT 
NEWFOUNDLAND AND ONTARIO 
1983-1988 
(percentage) 

1-13 weeks 14-26 loT>;.:::...: 27-39 weeks 40-51 weeks 

1983 
Newfoundland 19,2 22,4 11,0 4,5 
Ontario 9,0 9,7 9,3 7,7 

1984 
Newfound1and 19,8 21,6 11,7 4,0 
Ontario 9,3 9,0 8,2 8,4 

1985 
Newfound1and 22,2 20,1 10,8 5,1 
Ontario 8,3 9,2 8,4 7,5 

Source: Statistics Canada 
Annual Work Pattern Survey 
71. 001, 1983-1985 
Table 5 

52 + weeks 

43,0 
64,2 

42,8 
65, l 

41,9 
66,6 

The above statistics show that a1though a major ity of workers ln each 

province keep their jobs on a long-term basls, it is clear that a much 

larger percentage of workers in Newfoundland than in OntariO maintaln 

short-term jobs. The statistics seem to conc1ude the same for the entire 

length of the decade. Furthermore, we can conclude that an average ot 20% 

of aIl empIoyed workers were employed for less than thirteen weeks; had 

the 1977 amendment not hav~ been approved, these workers .... ou1d probabJ y 

not have qualified for unemployment insurance benefits. 

Soboda and Munro (1986) make this similar conclusion. 

The strong negative re1atlonship between weeks of 
insurable earning of UI clalmants and regional 
unemployment rates makes the point that, throughout 
Canada, unstable emp10yment patterns (as reflected 
by lower numbers of UI insurable weeks of work of UI 
claimants) are limited to high unemployment rates ln 
local labour markets (p. 440). 

However, we must be cautious in interpreting these qtatistics. As W8S the 

case with the average duratlon and the lncidence of unemployment, the 

average duration of emp10yment mlght, as weIL, be lnfluenced by the 

Unemployment Insurance Pro9,ramme. Furthermore, the durat lon of ~mployment 

is certainly influenced by the higher degree of seasonal actlvity ln 
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Newfoundland than in Ontario. With a large percentage of the labour force 

employed ln seasonal industrles ln Newfoundland, the average duratlon of 

employment wlii certainly be lower. Moreover, the existence of reglonal 

benefits not only means that ten-week claimants can receive beneflts equal 

ta roughly two and a half tlmes thelr earnlngs (Courchene, 1987); lt also 

provldes a very substantial lncentlve not to work beyond the ten weeks. 

Worklng from one week through nine weeks generates no benefits. The tenth 

week trlggers sufficient beneflts ta carry the claimant right through to 

the next working season. 

It mlght te argued, furthermore, that variable entrance requirements are 

specif lcally tailored fa: regions wlth hl.gh seasonal employment. For 

these workers. employment is often limited to a few months and the 

consequences of higher entrance requirements might prevent workers from 

receivl.ng any benefits at aIl. Work attachment is small and benefits 

represent a source of income for the time they are unemployed (see chapter 

three) . 

The continued reglonalization of the programme has ralsed some questions 

concerning inter-regional and intra-regional mobility of the work force. 

The issue of whether or not programme provisions should be regionally 

different is not only an equl.ty concern. The labour market effects of a 

reglonallzed programme should be examined as weIl. We believe that it is 

essential to present and discuss arguments which have been brought forward 

concern~ng the possibility that the Unemployment Insurance Programme 

contributes in keeping unemployment rates high. This will presently be 

undertaken. 

2.4 On tbe Concept of I08urance-loduced Oneapl0y.e0t 

One of the puzzling economic realities of Canada in the post-198l 

recession has certainly been the persistence of high unemployment rates 

despite a relatively strong recovery in both output and employment. At 

the regional level, the continued and widenl.ng differences in unemployment 

rates has raised numerous questl.ons concerning the role of the 

Unemployment Insurance Programme in these matters. 

The general orlentation behind this thesis has been to assume that where 

the unemployment rate l.S high, this would imply a higher duration and 

incidence of unemployment. Moreover, the higher rate would also imply 

lower employment duration. However, some researchers claim that the 
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1 longer and more generous benefits of the Unemployment Insurance Pt'ogl'anune 

lavouring hlgh unemployment regions mlght ln fact be the Cduse of these 

longer spells and incldence of unemployment. The reglonallzatlon of the 

programme would seem to be a source of reglonal unemp10yment dlspal'ltles; 

it would have kept unemployment rates hlgh ln hlgh unemployment l'eglons 

which has slowed lts path to economic recovery after the 1981 recession 

(Milbourne, et al. 1989). Furthermore, labour force particlpatlon may be 

excessive and cross-subsidizatlon in the programme mjght genel'ate an 

inter-lndustry misal10catlon of resources. Overall, such an approach 

often predicts a positive relationship between the leve1 of unemployment 

insurance benefits, 

unemployment rate. 

lower entrance requirements and the aggregate 

In his research conducted on the impact of the 1971 amendments, Wallace 

(1974) concluded that unemployment insurance beneflts contributed to 

longer unemployment duration, based on Hal t' s 'aspirat lon level' concept." 

According to this search theory approach, workers set aspiratlon levels 

in the form of jobs or wage rates they are willlng ta accept. This 

aspiratlon leve1 declines over time as the Job search lncreases and 

workers admit ta the reality of job availability. On the demand side, 

employers' conditions or wages for employment increase with time as the 

opportunity cast of lost production begins to outwelgh the pOlentldl 

increased labour costs. A successful matching of workers with vacanCles 

occurs whell aspiration levels of workers meet the condltlons of employmcnt 

of the employers. The raIe of unemployment insurance beneflts is to raise 

the aspiration level of workers or ta slow down the decreaslng process. 

Benefits increase the financial security of unemployed workers which 

allows them to be more demanding in their job search. At the reg10nal 

level, the introduction of extended benefits might certainly explain long 

durations in h1gh unemployment regions since incomes can be ma l.ntained for 

longer per iods. 

Grubel, Maki and Sax (1975) hypothesized that the changes brought to the 

Unemployment Insurance Programme 1n 1971 tend ta encourage workers to qui t 

their jobs more readily, to search less a,duous1y for a new Job and to 

become more selective in accepting a new position s~nce unemployment 

insurance reduces the marglnal cast of leaving a Job. The consequences 

\2 See HaIt (1970b). We have excluded slmllar rcsearch done for the 
United States. However, for those interested, please consul t Ehrenberg 
and Oaxaca (1976), Hamermesh (1980) and Marston (1975). For research done 
at the international level, see Grubel and Walker (1978). 
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w(.u1d be to raise the measured rate of unemp1oyment. Moreover, where 

the se benefits are more generous, the impact is more pronounced. 

In the~r 1976 research, Green and Cous~neau concluded that the 

Unemployment Insurance Programme was responsible for keeping measured 

national unemployment rates 1,1 percentage points higher for the years 

1972 and 1973. However, they c1alm that what can be attributed direct1y 

to the 1971 amendments ranges on1y between 0,4 and 0,7 percentage points, 

which they perceive are conservative estll .. ates. These results are in fact 

close t'J the 0,6-0,7 percentage p01nts from Wallace (1974) and the 0,8 

from Grubel, Maki and Sax (1975) lJ Rae (1977) estimated the programme 

contributed a total of 1,6 percent age pol.nts of which only 0,7 can be 

attrl.buted to the 1971 amendments. 

Green and Cousineau (1976) also addressed the issue of insurance-induced 

unemployment at the disaggregated provincl.a1 leve1. They conc1uded that 

the At lantie provinces account for almost half of directly induced 

unemployment ~n 1973 while representing only 13'7. of total unemployment in 

Canada. Close to 257. of unemployment in the Atlantic provlnces is made 

up of direct1y induced unemployment in 1972 and 1973, compared ta the 

national average of 10% and 6% for the two years respective1y. 

Maki (1977) estimated the direct impact of the 1971 amendments on the 

unemployment rate of the five major regions 1. of Canada using a 

regiona1ized version of the Grubel-Maki-Sax model. Their results indicate 

that the average duratlon of search (the average duration of unemployment) 

is positively related to the benefit-wage ratio. Furthermore, the 

elasticity of the average unemployment duration with respect ta this ratl.O 

is higher in high unemployment regions (p. 233). Moreover, if the 

amendments had not taken place, the unemployment rate in the Atlantic 

provl.nees would have been 1,6 percentage points lower than the prevailing 

rate. Ontario, however, suffered very little insurance-induced 

unemployment (0,2 percentage points) which would seem to ind1cate that the 

e:.ctended benefits would have kept the unemployment rates higher in high 

unemployment regions therefore slowing their economic recavery. 

13 For a criticism of Grube1, Maki and Sax in particular, please see 
Kaliski (1975) . 

•• The ward 'region' here refers ta the Atlantic provinces. Quebec, 
Ontario, the Pral.ries and British Columbia. It should not be mistaken 
with the definition end use of the word within the cantext of this thesis. 
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1 As was discussed above, the literature on this issue would seem to show 

consistent results. The regLonalLzatlon of the programme would lnduce 

workers to elther leave thelr present employment sooner or to voluntdrlly 

remaLn unemp10yed longer. The result would be to keep natlon.11 

unernployment rates hlgher by up to 0,8 percentage pOLnts. RegLonally, the 

results wou1d be more pronounced Ln hlgh unemployment regLons. 

Although the 1iterature has generated many valuable lnsights, there are 

two lmportant reasons why thlS ana1ysLs remalns lncomplete. Fust. 

according ta the implicit assumption of the paradLgm, the unemployment 

against which insurance is being provided is essentially voluntary In 

the search theoretic framework, even lf layoffs are Involuntary, the 

continuatlon of a spell )f unemployment LS the result of a worker' s 

individual ch01Ce to hold out for a better wage of ter. ThLS would not 

give cause for concern, of course, lf we could be certain that such a Vlew 

of unemployment had fairly broad validity. Jones (1984) and even Rae 

(1977) reallzed the shortcomings of this restrlctive condltion by statlng 

the Unemployment Insurance Programme would not have the above mentloned 

effects if some unemployment was lnvoluntary: 

The effect of UI on the measured unemployment rate 
is l ikely to be re la t 1. ve ly sma 11 if there are 
involuntarily unemployed T,.rorkers who can replace 
those who reduce their work (Rae, 1977, p.277). 

A second reason conslsts in the models themselves. The dependent variable 

is the rate of unemployment and lS a function of such factors as 

participation rates, benefit-wage rat1.O and unemployment lnsurance 

benefits. The models are fashioned ln a typical search theory approach 

in a way which we would expect the vanables to be slgnificant." However, 

as we will see ln the following chapter, some researchers clalm that 

contrary ta having negat1.ve effects on unemployment rat~s, the programme 

actually cushions the income defl.ciency created by unemployment by 

injecting addltional income ln reg10ns sufferlng from hlgh unemployment. 

The result is that, tht'ough the mu1tlpller effec,·, unemployment rates 

remaln lower than those whlch would have prevai1ed lf no such generous 

programme would have existed. If .there is any truth to this approach, 

then it might be interestlng to add this variar1e in the above models and 

.1 For a thorough explanation of the model, see Grubel, Maki and Sax 
(1975). 
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see whether it lS slgnlficant. Moreover. it would be equally interesting 

to examlne whether the 'net beneflt' var1able would outweigh the effects 

of the other varlables; in other words, wauld the lncame generated out the 

unemployment lnsurance beneflts ellminate the adverse effects of the 

programme as proposed by the proponents of these models? Such endeavaur, 

though no doubt lnterestlng, lS beyond the scape of thls thesis but would 

make for useful research. 

2.5 Conclusion 

The main focus of this chapter has b~en to present the average duration 

of spells of unemployment as weIl as the incidence of unemployment for the 

prOVlnces of Newfoundland and Ontario. The main conclusion would lndicate 

that statlstlcs would tend ta support the prlnciple that higher 

unemployment rates would imply both h1gher lncidence and duration of 

unemployment. Interprovincial differences in unemployment rates would 

seem to arise more from the lnclrtence factor than the duratlon, which is, 

nonetheless, longer for regions wlth hlgh unemployment. 

During the 1970's, economlsts percelved labour ffiarket activitles as being 

dominated by a high worker turnover. These researchers (HaIt, 1970a; 

Hall, 1970, 1972; and Feldstein, 1975) have concluded that the high rates 

in the 1970's were characterlzed by a large number of workers becùming 

unemp10yed for a short period of time only. This way, the social burden 

of unemployment was discounted since ir was shared by a large number of 

workers. The average duration of unemployment was believed ta be quite 

short and the frequent movements ln and out of employme~t contributed. in 

large part, to the higher levels of unemployment. 

However, the 1980's have seen the emphasis shift. Bowers (1980) and, more 

recently, Osberg (1986) have claimed Lhat the 1980'5 witnessed significant 

degrees of concentratlon in long spells of unemployment. Statistics 

presented in thlS chapter have shawn that ln Newfound1and, the labour 

market is characterized by a high inc ldence and a hlgh duratlon. The 

results are the same for Ontario, although ta a lesser degree. The 

recession of the 1980's would seedl ta have shattered the prevailing 

theories of labour market activities. 

As seen ln th1S chapter, although there are many short spells of 

unemployment, almost half of aU unemployed workers in Newfoundland "lre 

in fact concentrated in spells of unemployment that are long in duration 
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1 (three months and more). Hasan and de Broucker (1982) found that in 1980, 

the amount of spells exceeding six months in duration accounted for more 

than 21% of the unemployment rate; while those spells lastlng three months 

and more accounted for 45% of the nat~onal rate of uncmployment. For 

Newfoundland, these three-month spells accounted ln 1984 for 42% of aIL 

spel1s compared to only 26% for Ontario. 

The rise in unemployment during the 1981 receSSlon has been creditcd to 

rises in both the duratlon and incidence of unemployment (Osberg, 1986). 

Hasan and de Broucker (1985) have estlmated that the lncldence accounts 

for approximately half of the unemployment rate while the second half can 

be attributed to the duration. Reglonally, Osberg (1986) cstimated that 

the differential rates of unemployment between Ontario and Newfoundland 

is mcstly due to the dlfference in incldence. Nonetheless, statlstics 

presented in thiS chapter as weIL as in sources stated throughout would 

indicate dlfferences ln unemployment duratlon as weIL. The way wc Vlew 

these statistlcs is strongly influenced by ho~ we Vlew the Unemployment 

Insurance Programme and whether the unemployment rate lS endogenous to the 

provisions of the programme. Research presented ln thls chapler would 

indicate that the regiona11zation of the programme has lnfluenced labour 

market structures in such a way as to encourage workers to seek seasonal 

or part-year employment and therefore remalnlng unemployed for longer 

periods of time. As a result, statistlcs presentcd here would be 

influenced by such labour market ~ffects. 

The following chapter WIll examine the two objectIves of a regionallzed 

Unemployment Insurance Programme: income maintenance and redistribute 01 

income. It will be argued that the evolutlon of the programme was 

tailot'ed for the concerns of seasonal workers in high unemployment 

regions, in doing, so, the redIstribution of unemployment Insurance monles 

would be achieved. We will calcu1ate the net redlstrlbution of lncorne for 

Newfoundland and Ontario from 1980 to 1988, stemmlng from Unemployment 

Insurance. As expected, we will find that ln 1988 Newfoundland (wlth a 

high degree of seasonal employment) recelved 40% of ail unemployment 

insurance premiums. The reglonalization of the programme accounts for 

almost fort y percent of aIL lncome transfer in Newfoundland. 
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1 APPENDIX 2A 

TABLE 2 6 
THE INCIDENCE AND AVERAGE DURATION OF UNEMPLOYMENT 
NEWFOUNDLAND AND ONTARIO 
i980-1986 

1986 
Newfoundland 
OntarlO 

1985 
Newfoundland 
OntarlO 

1984 
Newfoundland 
OntarlO 

19B3 
Newfoundland 
Ontar1O 

1982 
Nelofoundland 
Ontar 10 

1981 
Newfoundland 
Ont:ario 

1980 
Newfoundland 
Ontar 10 

Sources: * 
** 

unemployment* 
rate 

(percentage) 

19,2 
7,0 

20,8 
8,0 

20,2 
9,0 

18,7 
10,3 

16,7 
9,7 

13,9 
6,6 

13 ,3 
6,8 

Statistics Canada, 
71.201, pages 235 
Statistlcs Canada, 
71001, Table 1 

incidence** 
of 

unemployment 
(percentage) 

29,3 
14,6 

26,8 
15,9 

27,2 
17,4 

27,3 
17,9 

25,9 
18,9 

NIA 
NIA 

22,3 
15,0 

Hlstorical Labour 
and 243 

The Labour Force, 

average':'("''''< 
duration of 
unemployment 
(weeks) 

21,2 
16,5 

22,3 
17,9 

22,5 
19,2 

23,8 
20,4 

19,8 
15,5 

18,5 
14,0 

18,8 
13,9 

Force Stat1stics 

AWPS 

*** Statist1cs Canada, Labour Force Annual Averages, 
71.529, Table 29 
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APPKHDIX 28 

2B.l THE LABOUR FORCE SURVEY 

If there eXlsted, in Canada, a statlstically representatlve survey of the 

populatlon wh~ch followed the same lndlvlduals over tlme dnd recorded, on 

a continuous basis, thelr employment or unemployment stutus, then one 

could calculate relatively easlly the duratlon of lndlvldual spells of 

unemployment and the number of lndlvlduals ln the populdtion affected by 

unemployment over a perlod of tlme Unfortunately, no such survey eXlsls 

and alternative methods must be used to estlmate these values 

In this section, we have used data obtatned through the Labour Force 

Survey (LFS) published by Statlstlc8 Canada ln order ta calculate certaln 

stat~stics used throughout this chapter It lS the most fumlilar source 

for data on unemployment and employment ln Canada The LFS dlvldes the 

clvil~an, non-~nstltutlonal populatlon of flftee" years of age and over 

into three categories - the employed, unemployed dnd those not ln the 

labour force. The emplayed are deflned as those who, durlng the reference 

week, dld any work, for pay or profit, dt all In addItIon, those '~ho 

have a jOb but were not at work due ta Illness or disablilty, personal or 

fam~ly responslbillt~es, labour dlspute or vacation are also accoulIted as 

employed. 

A household enters the sample through a random sampllng procedure and 

rema~ns ~n the sample for a perlod of six consecutlve months. 

However, the main problem ln uSlng the Labour Force Survey to estlmate the 

duratlon and the lncirlence of unemployment lS that lt 18 deslgned as a 

statle approach (a 'snap-shot') to labour markets whlle analysls of 

duratl.on and l.ncidence overt~me requires a dynamlc approach to labour 

force activ~ty. 

As stated in th1.S chapter, the LFS Ignores both short and long spells of 

unemployment due to the one month lnterval between surveys. Thls mlght 

lead to an overest1.matlon, l.n some cases, of the unemployment duratlon or, 

ln other case5, to an underestlmat1.0n. 

In order to take lnto conslderatlon labour force dynamlcs, 1:.ome 

researchers such as Hasan and de Broucker (1985) and Beach and Kallskl 
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(1983), have argued that lt lS pl)sslble to use the observed changes ln 

labour force surveys between succeSSlve months as a way of estlmatlng 

flows between labour market states, and the duration of unemployment and 

Incidence of unemployment WhlCh they imply. Indeed the "new labour 

economlcs" of the 19708 emphaslzed the Importance of labour market flows. 

In any glven months, substantlal numbers of Indivlduals, move from 

employment to unemployment and others trom unemployment to employment. 

Net job loss, ln any glven month, may be rather small, but it is composed 

of the sum of two of f selting f lows Whll'h are much larger. Since the 

Issues of unemployment duratlon, or Incldence overtlme, are essentlally 

concerned wlth the Slze of labour market flows, It would be convenient if 

the labour force survey could be used to estlmate such flows. 

However, the labour force survey has some inherent problems ln estimating 

labour market flows. The potentla1 sources of errors are numerous, 

amongst these are codlng errors. I~ In estlmatlng the total amount of 

unemployment at a pOlnt ln tlme, codlng errors, one way and the other, 

could be expected ta approxlmately add ouc, hence, estlmates of the 

aggregate leve1 of unemp10yment 10'111 not be substantlally affected by 

coding errors (Osberg, 1986). However, the more serious problem lies in 

the fact that coding errors are accumulatlve sources of blas ln assesslng 

labour market flows. Wh11e total unemployment could still be accurately 

measured, the durat1.on of ' lemployment 1011.11 11kely be b1.8Sed. 

A second poss1.ble source of error might be when certaln inhabitants of a 

samp1e househo1d move during the SlX month duratl1n of the sample. When 

new Inhabltants move 1.0to that household, they assume the survey 

responslbllltleS and might create a spurious change in labour market 

status. 

The net result of aIl che possible sources of error 15 that they produce 

gross f lows between labour markets states wh~ch: "genera11y show movements 

into and out of the various labour force categories wh~ch, when balanced 

out, do not yield th,~ same net Chal\ges as are shown by the publ~shed daca. 

What is ev en more dlsturbing 18 the fact that the net changes thet der ive 

from the gross flow statlstlcs have often dlffered from the offlcial net 

changes not only ln magnitude but even in dlrectlon, or slgn" (F1aIm and 

Hague, 1985, p.8). 

10 Flaim and Hogue (1985) reporced that a re-examination of U, S. CPS 
data Indlcated that codlng errors ln assignment of labour force data could 
be as much as Plght percen, 
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1 All the same, a number of recent authors, such as (Klefer, et dl., t1985l 

and Hasan, et aL, (1982), 

labour force surveys to 

have attempted to use gross f low dard from 

estl.mate 'hazard functlons' of le<lVlng 

unemployment and to calculate the mean duratlon of unemplo~ment ftom thebc 

hazard functions ". Thelr concluslon lS that ln general, the average 

durarion of unemployment is underestlmated by two or threc weeks. Desplte 

its weaknesses, however, the Labour Force Survey would seem to be 

preferred to other available data due, among other reasons, to lts better 

ava1.lablllty. 

17 Hazard funetions relate the probab1.lity to eXlt from unemployment 
to employment to the durat10n of that state. For an explanation, see 
Hasan and de Broucker (1982, pp. 738-740). 
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Chapter Three 

The Hcono~ic Consequences of Regionalization 

Slnce lt was flrst introduced, unemployment insurance has become a central pillar 

of Canada's soclal security system by protecting workers against the loss of 

earnings caused by unexpected unemployment while avoiding the stigma of welfare. 

As a social insurance programme, unemployment insurance differs from social 

asslstance measures on numerous grounds. For example, while soclal assistance 

lS usually available to anyone who ~~n demonstrate need, unemployment lnsurance, 

as a social lnsurance, lS avallablE to only those who can obtaln a certain 

min in Jm qualllying perlod. The benefits they receive ale pald as a matter of 

right :0 eliglble claimants and are not affected by the claimants' flnancial 

position. Benefits do not depend on the means test usually administered in other 

social asslstance programmes 50 that the clalmants' dignity and privacy are 

preserved. 

Whlle it is clear that unemployment insurance differs from social assistance in 

several ways, much concern has been raised ln recent years as to the 'insurance' 

nature of the programme. It has been argued that t,le Unemployment Insurance 

Programme has ecllpsed ltS insurance prlnciples and as such can no longer be 

deemed an lnsurance scheme. In this chapter, we will present some of these 

arguments and show how the abandonment of the insurance principle of the 

programme was a necessary element in the reglona1ization of the scheme. It 

should be noted that the debate over the lnsurance character l.stlC of the 

Unemployment Insurance Programme does not limit itsel! to the reglonall.zation 

of the scheme. For example, much can be argued concerning the notion of risk 

as weIL as the pooling of the cost of the programme. However, we will liml.t our 

arguments to the slngle issue of regionalization. 

The regionallzatlon of the Unemployment Insurance Programme has also made clear 

the redistributlve character of the programme. With the 1971 and 1977 

amendments, there has been a large transfer of funds amongst provinces, 

princl.pally from provinces such as OntarlO to the Eastern provinces, such as 

Newfoundland. As a result, many have questioned this redlstribut~ve goal of the 

programme. It was realized that the programme could be used as a way to reduce 

reglonal incorne disparlties through macroeconom~c stabllization policies and, 

through the programme's multipller effects, dampen the effect of unemployment 

by sustaining the purchasing power of hlgh unemployment provinces. 
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This chapter wll1 examlne the impact of reglonalizatlon and wlll cdlculate the 

income transier payments resultlng from the Unemployment InsurJnce Programme tOL 

the prOVlnces of Ontarlo and Newfoundland. Our research will Ilmlt Itself ta 

calculatlng the Income transfers dnd wl11 not dttempt to calculdte the value of 

the multlpller Sorne researchers have 8ttempted thls task (Swan, et al , 1970); 

Swan and Glynn, 1975) and we wlll refer to them at the end of thlS chdpler. As 

well, we wlll not dlSCUSS the efflclency of the Unemployment Insurance Programme 

as lt pertalns to lncome redlstrlbutlon or Incame malntenance for such an lssue 

is not of concern w~thln the scope of our research We wlll Ilmlt ourselves to 

the discusslon of the lncorne transfers and thelr possible Impllcatlons. 

3.1 On the Debate of Insurance 

As i t was f lrst deslgned ln 1940, the Unemp10yment Insurance Programme was 

intended ta be an insurance aga~nst the unforeseen event of a 1055 of earn~ngs. 

Unernployment lnsurance played a trans~t~onal raIe, that of a partial income 

replacement for a speclfic perlod between spells of work ln a glven Job or 

between Jobs. As stated ~n chapter one, the Unemployment Insurance Commisslon 

later deflned the concept of lnsurance as ~t pertains ta unemployment as "the 

area of lnsurance ... limlted co contlngencies, not situatlons that are certaln 

ta occur", "the conclngency lS 10ss of employment and the earnlngs there from" 

(Dl.ngledine, 1981, p.7) In 1940, the crlterla needed for Insurance purposes 

were respected: the programme was an Income protectlon plan for those employed 

in lndustries where there was no seasonal pattern ta unemployment, but where 

there was a r~sk of unemployrnent due ta recess~ons ln bus~ness activlty 

The ~nclus~on of seasonal ~ndustr~es as early as 1946 (for example, workers ln 

the water transportation ~ndustry) did not represent a depar-ture from the 

~nsurance pr~nclples underlying the programme s~nce beneflts were Ilmlted only 

to the on-season and workers were not entitled ta rece~ve benef~ts durlng that 

part of the year where unemployment was certaln ta occur. ThlS was Interpreted 

as meaning that seasonal workers, accustomed ta making thelr annual wages durlng 

part of the year, had no insurable interest ln the off-season. Coverage was 

still Ilm~ted ta contingencles and the coverage of seusonal Industries in the 

on-season was a mere recognitlon that these lndustries could suffer the effects 

of business cycles desp~te thelr peak productlon perlod. Any unemployment ln 

a seasonal ~ndustry which occurred in the on-season was as fully protected as 

any other employment. 

It ~s the 

departure 

adopt ion, 

from the 

in 1950, of supplementary beneflts which represented a 

insurance nature underlylng the origlnal Leglslatlon. 
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Seasonal workers were now e 1 LgLble for benefLts durLng theLr off-season. J1Jst 

as unemp10yment lnsurance was origlnally proposed to promate the SOC laI and 

economLC securlty of workers from the tlme they left one Job until they found 

another, supp1ementary beneflts served to malntaln the lncome of seasonal workers 

durlng the off-season As DLngledLne (1981, p 118) states, tIlt has become a 

regularly used guaranteed lncome plan, a Klnd of annual securlty blanket". 

The coverage of self-employed f lshermen ln 1956 also represented a departure from 

the strict lnsurance nature of the programme. As weIL as being covered durlng 

the off-season, Lt was the fLrst tLme coverage was extended to workers who were 

not employed 'under a contract of service or apprentlceshlp'. The coverage of 

fishermen was essentla11y a political decislon, motlvated by social rather than 

economlC conslderations. The purpose was to render ~upport to incomes of self­

employed fLshermen ln the l.nshore flshl.ng lndustry, particularly l.n the Atlantlc 

as weIL as ta the Many coastal communitl.es that depend upon ~he fishery for thelr 

survlval. Unemp10yment insurance acts more llke a life-support system until the 

next fishlng season and provides an lmportant supplement ta thelr income. In 

1986, unemployment insurance constituted 31% of Newfoundland 1 s fishermen' s annuai 

Income (Canada, 1986). Courchene (1987) suggests that the payment of benefits 

of unemployment in the Atlantlc provinces and hampered the rationalization of 

the f Lshing lndustry. There are more fishermen, and fishing operatlons are 

smal1er than the economics of the industry would dictate. A further impllcation 

is that thlS situatlon mlght a1so have contributed to overflshlng and the 

resultant decline ... n fishing stock, WhlCh has led to fish processing plant 

shutdowns and layoffs. As a result, it has altered the economic geography of 

provinces such as Newfound1and. 

The introduction of regional extended benefits ln 1971 lead sorne to belleve that 

the programme had further abandoned its lnsurance princip1es arguing that 

extended beneflts were ln fact a form of income supplementation. 

Regional extended beneflts were origlnally designed as a third benefit phase to 

assist workers in regions wlth an average unemployment rate hlgher than that 

whlch was cons~dered normal at the time. When these benef~ts wer,~ introduced 

ln the early 1970' s, the rate of unemployment accepted as norm,!! was four 

percent. Reglonally extended beneflts provided cla~mants ln reglons wlth above 

normal unemployment rates w~th two additional weeks of ben~flts for every half 

percentage point by wh~ch the regional unemployment rate exceeded four percent 

up to a maximum of thlrty-twa weeks (1977 amendment). The four percent threshold 

was origlnally established on the grounds that the government, not employees or 

employers, shou1d pay for unemployment benefits when unemployment rose above what 

was consldered 'full employment'. When regionally extended benefits were 
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introduced, it was assumed that they would be Ilmited la speclflc reglons wlth 

particularly serlOUS unemployment dlfflcultles. In 1975, extended beneflts were 

limited to northern Québec and some parts of the AtlantlC provlnces. Today, they 

include almost all of Québec, the Atlantlc provlnces as well as Many other 

reglons ln the western proVlnces (Statlstlc Canada, 73.001). In thlS regard, 

the Commisslon of Inquiry on Unemployment Insurance (Canada, 1986) argued that 

extended beneflts were no longer part of an economlC adJustment plan dlrected 

toward areas wlth unusually severe problems. "They have become a kind of 

guaranteed week1y income or a temporary soc laI asslstance/lncome maintenance 

plans" (p. 110). 

If the origlnal intention for regionally extended beneflts was to of fer incarne 

protection to workers in high unemployment regions, the focus today mlght be 

otherwise. Ta Many, extended benefits are a cOlltlnued source of income durlng 

part of the year when claimants become unemployed. Unemployment lnsurance has 

become much more than a programme of temporary income asslstance for workers who 

are between Jobs. As the Commission of Inquiry on Unemployment Insurance 

(Canada, 1986) insists, unemployment insurance has become "part of il regular 

pattern of income from earnlngs ln seasonal employment, ... [supplementlng] the 

income of short-term and seasonal workers through reglona11y extended beneflts" 

(p. 108). The maximum benefit that a long-rerm employee can recelve lB sixt y­

percent of his or her annuai lnsurable earnings. If the employee resides in a 

very low unemployment area, where the maximum benetit period May be only thirty­

eight weeks, the maXImum value of benefits will be only about focty-five percent 

oi annual insurable earnlngs. On the other hand, a claimant with ten weeks of 

employment who resides in a reglùn of high unemployment can become ellgible to 

receive as much as two hundred and fort y percent of earnings (Canada, 1986). 

The Commlssion of Inquiry on Unemployment Insurance (Canada, 1986) defines Income 

suppiementation as "programmes that provlde a financial s'lpplement ta those who 

are employed" (p. 105). Their goal is ta attempt ta minü1l.ze the severity of 

the effect of inadequate income. As for SOCIal insurance programmes (such as 

unemployment insurance), their objective is ta provide income replacement in 

order to maintain some measure of income when indlviduals face contingencles such 

as unemployment. As a social lnsurance, lt should not, therefore, be used ta 

supplement one's Income. Singularity of purpose, in this case insurlng agalnst 

temporary loss of earnings as a result of loss of employment, is seen as a 

condition for the effectlveness of the programme. We will not be dlscussing thiS 

issue since lt is outside the scope of this research but would simply like to 

point out that it is argued that unemployment insurance should not be used ln 

an effort ta malntain income for that can be better served by other means in a 

more efficient manner. In some households, unemployment insurance may ln fact 
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be a part of a regular pattern of income from earn~ngs on seasonal employmenc 

or short-term creatlon proJects. The former refers ta such projeccs as the 'ten­

week-worker-syndrome'. It ~s a popular example to lliustrate sltuatlons where 

workers ln hlgh unemployment reglons take part ln sholt-term employment proJects 

cvery year 50 as to obtaln sufficlent employment ln arder ta quallfy and collect 

unemployment lnsurance. These workers' lives become organlzed around 

quallflcatlons for unemployment lnsurance. The Comnllsslon of Inqull"y on 

Unemployment Insurance (Canada, 1986) suggests that these ind~vlduals enJoy this 

annual rout~ne since lt permits them to draw income from the programme through 

regional extended benefits for the remalnder of the year. As the Commission 

argues "reglonal extended benef~ts are a form of short-term income 

supplementat~on ta those who have been able ta obtain la weeks of work" (p. 110). 

As dlscussed in chapter two, generous benef~ts and lower entrance requ~rement 

for h~gh unemployment reg~ons might incl te workers to seek such short -term 

t:.mployment. Workers might even be encouraged to enter the work force fClr the 

first time, obtaln the min~mum employment length needed and then w~thdraw from 

the labour force collectlng unemployment insurance beneflts. However, Soboda 

and Munro (1986) reject this argument and insist that such projects are the 

result of low employment actlvity. Depressed economic reglons can only offer 

enough work every year to enable workers ta qualify for unemployment insurance. 

Therefore, lt is not the workers who wish to work for such a short period but 

rather buslness or government who can only offer short-term employment. 

Nonetheless, it can certainly be recognized as fact that unemployment lnsurance 

supplements the income of short-term and seasonal workers through l'xtended 

benefits. 

The conclusion that regional extended benefits conslst of lncome support can be 

attributed to statutory deflnitions. If one defines benefits, WhiCh are linked 

direct ly ta the number of weeks worked, as soc~al insurance then benefit 

resulting from other pOSSible reasons is deflned as income support. In arder 

ta respond ta seasonal unemployment, the scheme had llttle choice but to become 

in certain cases, an income malntenance plan. This characteristlc has. been 

apparent since 1950 wlth the introduction of supplementary benefits. Whether 

the programme could have evolved into a regional scheme wlthout the loss of its 

lnsurance principles lS doubtful. The two goals have become incompatible. The 

issue of lncome support is seen as a loglcal result of this process. 

3.2 On Incoae Redistribution and Incoae TraDsfera 

Unemployment insurance 15 financed by employers, employees and the federal 

government - a tripartite system. Employers and employees pay premiums at 
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predetermined rates and the federal government contrlbutes 

gathered almost unlversally whlle 

out of general 

benefits are revenue. Premlums are 

concentrated amongst people ln certaln reglons. 

In ach~eving ltS lncome protectl.on or maintenance obJectlve, unemployment 

in.lUrance also contributes to the social goal of redl.stributing lncome amongst 

reblons and provl.nces. The degree of l.ncome redistrl.butl.on depends prl.marily 

on how the dlstributian of benefits differs from the dl.strlbutlon of premiums 

and on the use of taxes to f~nance the government's share. It shl.fts the net 

cost of unemployment from low unemployment regions or prOVl.nces ta hlgh 

unemployment provl.nces. 

The regional~zatlon of the programme, especially extended benefits and entrance 

requirement have played an important part in the incame transfer today. Wlthout 

these changes ln programme deslgn, lncome from benefits wOl'ld have been 1ullited. 

These amendments have made it much eas~er for claimants ta quallfy for benefits 

and allow them ta rece~ve beneflts for a longer period. 

Many have questioned this redlstributive raIe by claiming that such an objective 

clouds up the main ob] ective of lncome protectlon. WhLle some rp.1istr ibut ion 

lS unavoidable, Kapsalis (1979) has expressed this Vlew: 

Unemp10yment losurance ought to be more than 
anything else, precisely what its name indic:~es: a 
social l.nsurance program. Its primary obJec .. ive 
should not be ta reduce income dlsparitles between 
incarne classes or reglons. Income distrlbutl.on 
objectives should be left to other pr0grammes 
specifically designed for that purpose (pp. 53-54). 

Moreover, Bird (1976) states the following: 

The present caverage of sessonal lndustr ies, and 
especially fishermen, can only be understood if the 
unemployment compensation scheme lS vieweù as an 
income maintenance scheme. It a1so, of course, 
has a signlfl.cant regl.onally redl.stributlve effect 
since l.ndustrles with many such workers tend often 
to be regl.onally eoncentrated. Redl.stribution of 
income aeross individuals and reglons are bath 
lneffectlvely aceompllshed wlthin an unemployment 
insurance programme. Moreover, these goa l scan be 
accomplished with far less eeonomlC distortlons 
through flscal instruments other then unemployment 
insurance (p. 196). 
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We do not wlsh to address the issue of whether the objective of income 

redistribution 15 effective u~der an unemployment insurance scheme, that 

is best left ta other research. However, ~t lS clear that the 

reglonallzatlon of the programme altered the princ~ples and the lmplicit 

obJectlves of the scheme. The redlstrlbut~ve goal of the Unemployment 

Insurance Programme has even been recognized as a 'sub-obJectlve' of the 

rprogramme by the Comprehensive Review of the Unemployment Insurance 

program:ne (Canada, 1977) when they suggested that one of the goals of 

Unemployment Insurance 15 ta "prevent poverty and redlstrlbute income" (p. 

AIO). Moreover, the Report states that since 1971, there has been a 

greater empha5is on the redlstributive effects of the programme as 

reflected by the lncreased federal government particlpatlon directed to 

particular areas ln the country. It would seem, therefore, that the 

concepts of redistribution and regionalizatlon are interrelated and that 

as long as the programme remains a regional scheme, it can neither be an 

insurance plan nor can it abandon its redistribu-ive objectives. 

In Table 3.1 below, we have calculated the net t~ansfer of unemployment 

Insurance funJs for Newfound1and and Ontario from the year 1980 to 1988. 

As stated eacliec, the programme ~s financed through three possible 

sources: contrlbut~ons from insured workers, from employers and the 

federal government's own contributlon to the cast of the programme. Under 

the 1971 leglslation, employee and employer premlullls financed regular 

benefits attrlbuted to a national unemployment rate of up to 4%, all 

slckness, maternity and retirement benefits as weIl as the cast of 

administerlng the programme. The government, on the other hand, fin~nced 

regular beneflts attributed to a nl!tional unemployment rate over 4%, 

national and reglonal extended benefits and benefits for self-employed 

fishermen. However, in 1978, an amendment was made which saw the cost of 

extended benefits shared by aIl parties lnvolved. 

! 
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TABLE 3.1 

UNEMPLOYMENT INSURANCE INTERPROVINCIAL TRANS FERS 
NEWFOUNDLAND AND ONTARIO 
1980 1988 
(in mill10ns $) 

U. I. 
Revenue** 

U.1. 
Benefits*** 

Net 
Transfer 

Federal Net CPI 

1988* 
Nfld 
Ontario 

1987 
Nfld 
Ontario 

1986 
Nfld 
Ontar~o 

1985 
Nfld 
Ontario 

1984 
Nfld 
Ontario 

1983 
Nfld 
Ontario 

1982 
Nfld 
Ontario 

1981 
Nfld 
Ontario 

1980 
Nfld 
Ontario 

169,0 
4743,4 

156,6 
4378,8 

140,6 
3946,1 

132,5 
3504,0 

120,7 
3157,9 

111,9 
2799,4 

73,7 
1816,2 

76,1 
1861,9 

50,3 
1210,6 

751,8 
2370,1 

647,2 
2386,6 

607,3 
2455,7 

548,4 
2524,3 

493,9 
2484,0 

455,0 
2828,4 

379,3 
2347,1 

299,1 
1240,3 

261,7 
1220,4 

+582,8 
-2372,9 

+490,6 
-1992,2 

+466,7 
-1490,4 

+415,9 
-979,7 

+373,2 
-673,9 

+343, l 
+29,0 

+305,6 
+530,9 

+223, 7 
-621,6 

+211,4 
+ 9,8 

Source: Based on U1 Administrative Data, and 
Statistics Canada 
Provincial Economie Accounts 
13 . 213 Annua 1 

* Preliminary 

cost of transfer 
U.I. out after 
of general taxes 
tax revenue 

38,5 
1637 , 1 

38,8 
1686,9 

37,4 
1695,1 

37,9 
1620,2 

37,9 
1577, 7 

36,3 
1504,9 

35,1 
1435,1 

34,9 
1411 ,6 

29,3 
1403,5 

+544,3 
-4010,0 

+451,8 
-3679,1 

+429,3 
-3185,5 

+378,0 
-2599,9 

+335,3 
-2251,6 

+306,8 
-1475,9 

+270,5 
-904,2 

+ 188,1 
-2033,2 

+182,1 
-1393,7 

** Includes UI contributions from individuals and firms 

143,8 

138,2 

132,4 

127,2 

122,3 

117,2 

110,8 

100,0 

88,9 

1981 
constant 
dollars 

+378,5 
-2788,6 

+326,9 
-2662,2 

+324,2 
-2406,0 

+297,2 
-2043,9 

+274,2 
-1841,0 

+261,8 
-1259,3 

+244) l 
-816, 1 

+ 188, 1 
-2033,2 

+202,6 
-1567,7 

*** Includes gross benefit payments - overpayments and cance11ed warrants 
- benefit repayments 
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In Table 3.1, Column represents the total premiums collected from 

Newfound land and Ontar lO as unemployment insurance contr lbut ions. They 

include both employee and employer contrlbutions. Column 2 identlfies 

the benefl.ts allocated to each of these !'IrOVlnces. The dlfferences 

between the two are noted in column 3 as the net transfers. Newfoundland 

has a constant surplus of funds lndlcatlng, quite loglcally, that lt 

recelves more ln beneflts than it actually pays. Ontario, on the other 

hand, loses money almost every year representing an outflow of funds going 

toward more depressed regions. However, column 3 does not take into 

consJ.derat ion the federal government' s role and lnvolvement ln 

admlnlsterlng the programme. The government's contribution ta the 

programme come out of general tax revenues. II Canadlans contribute to the 

programme through unemployment lnsurance contributions as weIl as throur,h 

general taxes. In order to calculate the net transfer after taxes in any 

specifJ.c prOVl.nce, we must extract the outflow of money in the form of 

taxes. We have estl.mated the percentage of total federal tax revenue 

collected by the federaI government in Newfoundland and Ontarl.o from 1980 

to 1988 In 1986, for example, of aIl federal taxes collected ln Canada, 

Newfoundland contrlbuted 1%, compared to 45% for Ontario. We should then 

make the assumptlon that Newfoundlanders contrlbuted 1% of the federal 

government's contrlbution to unemployment insurance out of general taxes 

(Swan, et al., 1976). Column 5 then lists the net transfer or the 

redistributlve effect of the programme after takl.ng into consl.deratl.on 

the taxes collected for the financlng of the programme. 

The results l.ndicate a constant surplus of funds in Newfoundland and as 

weIL a constant deficJ.t in OntarJ.o. These numbers would seem to indJ.cate 

that the federal government's particlpation in f~nancing the programme 

plays a mlnor role ln the redistributl.on of l.ncome since even without the 

government's flnancial participatJ.on, Newfoundland has a substantial 

surplus of funds. The raIe of government wOI!ld appear to be more 

important ln lo~ unemployment reglons as it collects substantial sums of 

money ta fJ.nance the generous payments of beneflts to high unemployment 

reglons. These interreglonal transfers result therefore from differential 

unemployment rates, unemployment-linked entrance requirEments and benef~t 

duration, and federal f~nanc~ng. 

The role extended benefits play in total unemployment lnsurance benefits 

vary amongst regions and prov1nces. Table 3.2 shows the percentage of 

~ Column 4 and App~ndlx A estimate the cost of the program attributed to 
each of the three prOVlnces out of the tax base. 
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total benefits attributed ta extended benefits for Newfoundland clnd 

Ontario. 

As statistics show, Newfoundland profits heavIly from extended benefits. 

In 1988, these statlstics accounted for over 40% of all benefits pald in 

Newfoundland while they represented only 9% ln OntarIO. The reason 15 of 

course due to the large variation in unemployment rates and the hlgher 

degree of seasonal workers ln Newfoundland. Moreover, of a Il extended 

benefits pa id out in Canada ln 1988, 12,3% were paid out in N~wtoundland 

and 8,9% in OntarIO (UrC AdmInistratIve Data). The regionallzatlon of the 

programme would therefore have increased the degree of lncome transfer 

from law unemployment regions to other regions where the unemployment rate 

is higher. 
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TABLE 1.2 

VALLE nr EXTENDED BENEFITS AND PERCENTAGE OF TOTAL BENEFITS 
NEWFOUNDLAND AND ONTARIO 
nmr=T988 
(ln thousands of dollars) 

Newfoundland 

1988 339 982 
(40,4%) 

1987 303 762 
(41,3%) 

1981) 253 345 
(41,7%) 

1985 226 323 
(41,3%) 

1984 191 863 
(38,8%) 

1983 1 ~ 365 
_5,3%) 

1982 120 398 
(31,7%) 

1981 88 934 
(29,7%) 

1980 84 944 
(32,5%) 

Ontario 

204 ~70 
(9,2~~) 

218 849 
(14,2%) 

409 737 
(16,7%) 

509 177 
(20,2%) 

548 517 
(22,1%) 

632 430 
(22,4%) 

332 861 
(14,2%) 

167 439 
(13,5%) 

152 671 
(12,5%) 

Source: Based on Unemployment Insurance Commission Admlnl.strative Data. 
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1 The following section w~ll deal w~th the macroeconom~c eftects llt the 

Unemployment Insurance Programme ln a reg~onal sense The constant net 

transfer of funds from one reglon or province to another will have 

~mportant macro stabillzatlon repercus~ions 

J.] On Kconoaic Scabilization 

It is natural to expect a publ~c pëogramme of th~s magn~tude to contribute 

to the automat~c stabillzation of the economy The net transfer of 

unemployment insurance money ta high unemployment reglons lS certaln to 

have some macroeconomlC repercusslons on regionai economies Beclluse ot 

its quick responsiveness to changlng reglonlll econornlC condltions, the 

Unemployment Insurance Programme promotes econOID1C stablltty through the 

frequent payment of large amounts of beneflts rhe result 15 ta help 

reduce cyclical fluctuatlons ln overall economlC actlVlty. Through the 

programme' s redlstrlbutlve role, disposable lncome lS rnalntalned, although 

at a level lower than chat wh~ch wouid have ex~stcd prlor ta the lncrease 

in unemp l oymen t . It cushlons reduct~ons and lnterruptions of lncome 

brought about by econom1c downturns 

In times of recessions, as unemployment rises and ~ncome falls, the 

countercyclical characterlstic of the Unemployment Insurdnce Progrdmme 

will ensure that the 105s of lncorne wlil be reduced or stopped. The Task 

Force on Unernployment Insurance (Canada, 1981b) has argued [hlS point: 

[Unemployment lnsurance] reduces the extremes ln a 
business cycle by reduclng overall dlsposable lncorne 
and consumption ln periods of strong economic 
act~vity and lncreases these when economlC actlvlty 
is slow. As unernployment lncreases, hlgher 
beneflt payments help malntaln demand, stablllze 
employment and prevent further unernployment. (p 
32) . 

Unemployment lnsurance thereforc affects macroeconorniC stabillzalion and 

can help the economy approach lts fr~ctional rate of unemployrncnt and It~ 

potentlal real output by injecting addnional purchasing power in t lrnes 

of economic downturns. 
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,-

The aggregate dernand and multlpller effects of the Unemployment Insurance 

Programme hdve been examlned ln two Economlc CouncLl of Canada documents. 19 

Although these studles concentrdte on the MarItime provinces and on income 

maIntenance programmes overill1, we belleve that then conclusIons would 

be relevant to Newtoundland Since the eastern provlnces are ln a slmllar 

sltuation dS lt pertdlns to economlC and labour market condLtlons. 

Moreover, we also belleve that thelr results would be slmilar lf the 

studles would have concentrated on the Unemployment Insurance Programme 

alone lnstead of the grouplng of a Il lncome malntenance programmes since 

the Unemployment Insurance Programme accounts for a slgnlficant percentage 

of aIL lncome malntenance programmes (Swan, et al., 1976). 

The net transfer of funds ta Newfaundland has increased th' level of 

aggregate demand ln Newfoundland but has reduced the level of aggregate 

demand ln other reglons of Canada, e.g. in Ontario. Vlewed as a 

collecttVlty, the people of Newfoundland galon more in spendlng power from 

unemployment Insurance than they lose ln the farm of contrlbutions ta pay 

for the programme However, ln arder ta retaln thlS stabLllzlng effect, 

unemployment InSLrance preml.ums or other tax flnanclng of the programme 

must not be varled dollar-far-dollar wlth beneflt costs. Fully fLnanclng 

beneflt costs as they are lncurred would largely offset the stabl.lizing 

effects of the payments. The net stabillzing effect would then be reduced 

ta the dlfferentlal ~j)endlng propensltles of unemployment lnsurance 

reClplents and workers making contrlbutlons (Kesselman, 1981). 

The additlonal output created out of the net lncorne transfers WLll vary 

ln value dependlng on how large the multlplier effect wlll be out of 

unemployrnent Insurance beneflts Swan, et al., (1976) defLne the 

multiplIer impact as the change ln output brought about by the change ln 

net income of unemployment lnsurance and ls equal to: 

19 Swan and Glynn (1975) and Swan, McRae and Steinberg (1976) examined 
the effects of Income Maintenance Programmes on the Maritime provinces. 
Both of these studies were based on an economet:ric model developed by 
Czamanskl (1968) which was used to caiculate aggregate demand effects ~n 
Nova Scotla. 
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where 

B - g' 
l Il + g' 

B is the long-run marglna l propenslty ta consume ot a glVe/l 

[Man tlme J provlnce 

g' is the marglnal propenslty of a [Mantlme] prov.lnee to lmport 

from the rest of Canada 

The propensity ta import from outslde the Marltime proVlnces 15 necessary 

ln calculatlng the multlpller since goods imported for consumptlon 

represent an outflow of money WhlCh subsequently reduces the value of the 

multiplier. The numerator (Il - g') ln fact may be lnterpreted as the 

marglnal propensity ta spend at home. 

As calculated ln these studles, the multipller from the Marltime provinces 

averages 0,273; or every net dollar of unemployment insu rance beneflts 

generates twenty-seven cents-worth of added lncome or addltlonal o11tput. 

The rise in aggregate demand, as mentl0ned before, corresponds ta a fall 

in the rest of the country; it 15 merely an lnterproVlnClal shlft ln 

aggregate demand. 

Such an expansionary programme wlll not only cushlon the 105S ot lncorne 

but will Iimlt the fall of employment as weIl. Swan, et al., (l976) 

estimated that the generatlng eHeet would ln fact reduee the unernployment 

rate and limlt thp. damages of eeonomlC downturns In Nova Scotla, I.t was 

estimated that the Unemployrnent In5uranee Programme reduces the 

unemployment rate by thrr c quarters of a percentage point, by one 

pereentage pOlnt ln New BrunsWick and by two percentage pOlnts ln Prince 

Edwa rd Island. 

The unemployment lnsurance system, ... , not only 
increases aggregate demanri but also stabI.11zeS lt 
In the process of permanently raI.Slng the level ot 
aggregate demand, they ralse lt more ln perlods of 
recession than ln other perlods, creatlng a rather 
smoother pa th of employment around the new hlgher 
level. ln downswlngs thls makes falls ln employment 
less than previously, (Swan, et al, 1976, p. 59). 
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3.4 Conclusion 

ThlS chapter focused on the economlC consequences of the regiona!lzatlon 

of the Unemployment Insurance Programme. We have argued that although the 

programme 5t1.11 offers lncome protectlon against the pos5lble 10ss of 

ernployment, lt has became instead an lncome maintenance programme. 

Indeed, as lt stands today, the scheme lS an assured source of income for 

many reglona 1 or "easana 1 workers who depend on unemployment lnsurance for 

incarne every year. ThlS was ln fact a way ta transfer lncome ta those 

many reglons whose economies depend on seasonal lndustrles. The 

redlstributlve and stabilizing characterlstics of the programme are 

prlmary obJ ectlves of a regional unemployment insurance plan. In thiS 

regard, the regionallzatlon of the programme 15 seen as a result of the 

des 1re ta malntain lncomes of reglonal and seasonal workers as w4211 as the 

des ire ta redistrlbute lncome ta high unemployment reglons The 

programme's SenSltlvlty to reglonal economies lS lntenslfled and its 

responsiveness lncreased in a counter cycllcal way. As unemployment rates 

rlse, lncome lS malntalned through the transfer of funds and the 

multlpller effect from low unemployment reglons ta others such as those 

ln Newfoundland where the rate of unemployment is hlgher. 

The federa 1 government' s contribution ta the programme 15 seen ,as an added 

dimensiJn ta the 1.nterprovlnclal transfer of unemployment insurance funds. 

Thelr flnanclng makes low unemployment regions contrlbute a hlgher share 

of the programme's cost out of their federai taxes. 
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APPENDIX 3A 

TABLE 3.3 
PROVINCIAL SHARE OF UNEMPLOYMENT INSURANCE COST 
OUT OF GENERAL TAX REVENUE 
NEWFOUNDLAND AND ONTARIO 
1980-1988 

Total Federal Revenue** Federal Cast of U.I P 
out of taxes and and cost accrued to 
provincial ~ontributlon provinces 
(with percentage) (millions $) 
(mll11ons $) 

1988* 
Federal 104 316 3 622 
Newfound1and 1 105 ( 1,06%) 38 (corresponds 
Ontario 47 150 (45,20%) 1 637 ( corresponds 

1987 
Federal 97 695 3 729 
Newfound1and 1 012 ( 1,04%) 38 ( corresponds 
Ontario 44 194 (45,24%) 686 ( corresponds 

1986 
Federal 90 057 3 742 
Newfound1and 895 ( 1,00% ) 37 
Ontario 40 799 (45,30%) 1 695 

1985 
Federal 81 781 3 790 
Newfound1and 790 ( 1,00%) 38 
OntarlO 34 958 (42,75%) 620 

1984 
Federal 75 349 3 788 
Newfoundland 723 ( 1,00%) 38 
OntarlO 31 385 (41,65%) 1 578 

1983 
Federal 68 578 3 629 
Newfound1and 652 ( 1,00%) 36 
Ontario 28 444 (41,47%) 1 505 

1982 
Federal 65 126 3 514 
Newfoundltrnd 609 ( 1,00%) 35 
Ontario 26 591 (40,83%) 411 

1981 
Federal 64 082 3 486 
Newfound1and 594 ( 1,00%) 35 
Ontario 25 946 (40,49%) 412 

81 

*)~,~ 

to 1,06%) 
to 45,20%) 

to 1,04%) 
to 45,24%) 



1980 
Federa l 
Newfound land 
Ontar io 

49 843 
436 ( 0,87%) 

20 769 (41,67%) 

3 368 
29 

l 403 

Source: Based on U. 1. Admlnl.strative Data and 
Statl.stics Canada 
Provincial Economie Accounts 
13. 213 Annual 

"* prellminary 
,~* Includes dlrect taxes tram lndivldua1s 

"*** 

direct taxes trom corporate and government business enterprlses 
direct taxes from non-resldents 
indirect taxes 
lnvestment lncome 
other current transfers from individuals 

Includes the federal government contribution 
and the cast of administrating the programme 
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Chapter 4 

Conclusion 

The Unemployment Insurance Act was barn out of economlC reallty' Canada 

had Just ended its worst economlC depresslon WhlCh had lett the country 

wlth a record number of unemployed workers. The federal govcrnment felt 

obllgated ta lntroduce a permanent programme WhlCh would denl wah the 

needs of unemployed lndustrlal workers Untll recently, the conventlonal 

view vas that federal1sm and the ambigultles of the BNA Act had retarded 

development of the Unemployment Insurance Programme. Bantlng (1982) ha~ 

argued, for example, that ln the pre-Second World War ers, feder.:lllsm WliS 

"a conservatlve force ln welfare pOlltlcs" (p. 81) VhlCh, due ta its 

constltutional arrangement prevented the adoptlon of rnany soc lell 

programmes. As for unemployment lnsurance, the sltuatlon was qUlte the 

same. In 1928 and 1929, Ottawa approached the provinces dbout cl 

constltutlonal amendment but vas met vlth lndlfference Unanlmlt:y lmpeded 

any such attempt. Even when Bennett trled to get prOV.LnCldl agreemt!nt, 

the provlnces were still reluctant to g.Lve thelr approval Sorne years 

later, Klng had tr.Led as weIl and was refused the agreement untll wartlme 

circumstances created an opportune moment for change 

At ltS lnceptlon, the programme covered selected lndustries dnd had 

unlform criteria 1n regards ta ellglbll.Lty and beneflt requirement& Saon 

after, amendments were brought ln WhlCh would questIon the valldlty of Its 

intended role. to offer temporary assIstance for those who lost thclr Job 

through no fau.!.t of thelr own. As a result of these changes, the 

programme can no longer be cons1.dered a natIonal programme no[ even an 

l.nsurance scheme. Many cri t1.CS v1.ewed the change s as il Wdy o( 

supplementlng the Incorne of seasonal workers durlng the winter months. 

The Unernployment Insurance Programme has now become· a reglonal plan a.Lmed 

at addresslng the concerns of seasonal workers As a reglonal scheme, lts 

goals and obJ ectlvcs have also changed. Maint.alnlng the lncome ot 

seasonal workers as weil as red1.stributlng income amongst provlnces have 

now become integral objectives of the reglonal Unemployment Insurance 

Programme. 

The 1971 and 1977 amendments were designed to 

unemp10yment conditions. These changes recognized 

reflect reglona1 

the difflculty 

individuals have in finding and mainta1nlng employment ln their respectIve 

regions when the regional unemployment ra~e rose. For the programme' s 
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purpoBeB, Canada was diVlded lnto slxteen regions (later to be subdlvided 

lnto forty-elght reglons). ThlS was meant to better reflect inter reglonal 

and intraregional economlC condltlons and thelr effect on employment 

opportunltles The subdlvlslon of the reglons he1ped ta further the 

redlstr lbutlve cacarteristle of the programme. By making the programme 

more sensltlve to the concerns and needs of smaller regl.ons, it 

dl.strlbuted beneflts to more workers (seasonal workers) eBpecially ln high 

unemp10yment areas. 

Statlstics presented ln chapter two suggest that, on average, workers in 

Newfound1and remaln unemp10yed longer than workers in Ontario. However, 

as we pOlnted out, lt iS rather dlfficult to asaess the accuracy of theses 

statlstlcs for a varlet y of reasons presented in the chapter. 

NonethelesB, one argument WhlCh can flrmly be brought forth iB that of the 

greater lmportance of Beasonal industries ln Newfoundland than ln Ontario 

and lts lmpact on the length of unemployment (and employment) spells. 

Some researehers claim that extended benefits are crucial sinee they ~llow 

unemployed workers l.n hlgh unemployment reglons the necessary tlme ta find 

suitable employment. The a~gument lS that a hl.gh unemployment rate would 

indlcate greatcr dlfflcu1ty ln flnding employment. HoweveI, we would tend 

ta disagree for two reasons. Flrst, extended benefits were lmplemented 

to maintaln the lncome of seasonal workers durlng the wlnter months, not 

ta of fer unemp10yed workers in general more search tlme. Second, these 

seasonal workers are mostly expected ta return ta thelr seasonal job once 

the wlnter season l.S over. 

It iB also assumed that where the rate of unemployment is hlgh, a greater 

number of indivlduals wlll become unemployed. Statistlocs presented in 

chapter two indlcate thlS situation. However, the hlobher number of 

seasonal work~rs in Newfoundland than in Ontario will lnevitably lead to 

a hlgher incldence of unemployment. In their report, Soboda and Munro 

(1986) would seem to 19nore this fact as they conclude that extended 

beneflts are required simply bec,juse the incldence (and duratlon) of 

unemployment lB hlgher. From thls, we might conclude that Newfoundland's 

hlgher unemployment rate lS ln part caused by lots dependence on seasonal 

lndustries (May and Hollett, 1986). 

The raIe reglonal ch~racterlostics have on labour activlty was examlned as 

weIl. It Was argued that the programme, as it stands today, contrlbutes 

to higher ul'empJ oyment rates because of its generous provlosions for 

seasonal workers. Because the benefit system is biased toward spells of 
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short-term employment and because the premlums are not reldted to layolf 

patterns of seasonal lndustrles, unemployment lnsurance glves Canad18ns 

an lncentlve ta seek employment ln seasonal lndustrles; an lncentlve whlch 

would not eXlsts under a scheme based more purely on lnsurunce prLnclples. 

It was estlmated (Makl, 1977) that the regional characterLst.1C& of the 

programme keep unemployment rates hlgh in hlgh unemployment regLons. 

Furthermore, as Courchene (1987) argued, unemp10yment insurance SUbSLdlzes 

seasona1 lndustrles at the expense of more stable Lndustries by 

encouraging layoffs rather than reductlons ln worklng hours It LS also 

11ke1y that, ln sorne areas, there \<'111 be communlty pressure on 

ind1viduals to quit work or accept unemployment lnsurance dfter ten weeks 

of emp10yment ln arder ta provide work, and therefore unemployment 

insurance SUppOIt, for other members of the communlty 

Although many Canadians may dlsapprove of sueh aetlVltl.eS, lt lS lmportant 

to emphasize that the behavlour of seasonal workers 15 entlrely ratlonal. 

The problem Iles not wlth the lndlvlduals who declde to take advant8ge ot 

the incentlves of the programme but rather, the problem Iles wlth the 

incentives themselves embodied ln the system. 

The goals of a reglonalized unemployment lnsuranee programme are two­

fold: to serve as a source of incame for seasonal workers as wel! as to 

red~str~bute l.ncome between reg~ons. It has been shown, Ln chapter three, 

chat Newfoundland beneflts hlghly from the programme. Extended beneflts 

account for more than fort y percent of a11 beneflts. Had t hey had not 

been in existence, Newfoundland mlght have stlll recelved net lncome but 

certalnly, at a 1esser degree In chapter three, the aggregate demana 

effect of the lncreased Income was analyzed It was argued that the net 

incarne out of beneflts, malntaln unemp10yment rates lower ln Newfoundland 

than those WhlCh wauld have been wlthout the reglonal features, an 

argument whleh certal.n1y eontradicts those who suggest that the programme 

leads to hlgher unemployment. 

Whether income redistribution should be a goal of unemployment lnsurance 

has been dlscussed as weIl The problem wlth thls approach, lt L5 argued, 

is not that redistrlbutlon lS an unlmportant soclal goal but rdth~r that 

singularlty ot purpose i5 best and that unemployment ln&Urance L5 slmply 

a very poor instrument for achleving such a goal. A& the MacDonald 

COIDlUisslon (Canada, 1985) stated' "t.o change the UI sybtem along thebc 

lines would be bound ta lnterfere significantly wlth the soclal Inburance 

objectl.ve whleh should be the primary focus of unemployment lnsurance" (p. 

602) . 
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The Comuusslon of Inquiry on Unell'plùyment Insurance (Canada, 1986) states 

furthermore, that unemployment insurance should not serve as a source of 

lncome support because the history of the pr'igramme suggests otherwise, 

that its hlstory suggests that reglonal extended benefits should not be 

a part of the present leglslatlon. We do not wish to discuss whether the 

programme should or should not be an incame support scheme, that lS best 

left ta an l.ndlVidual' s own views on the issue. However, we would ll.ke 

ta comment on whether, hlstorlcally, reglonal extended benefits should be 

a part of the present structure of the programme. Contrary to the 

CommlSslon' s statements, historlcally, extended beneflts should lndeed be 

a part of the present programme. Vlewed a.3 a reglonal programme, extended 

benefits were part of a contlnulng regionalizatlon process which spanned 

almost 30 years and were almed at deallng with the concerns of seasonal 

workers as they became unemployed. Extended benefits are a simple 

extenslon of thlS process. To say that extended bene[lts should not be 

part of the present programme lS to say that the Unemployment Insurance 

Progral1lJDe should not deal with seasonal unemployment. Moreover, it has 

become somewhat lmposslble to maintaln the strlct lnsurance nature of the 

scheme whlle at the same tlme dlsplaying slgns of reglonallzation. 

Those who oppose the use of unemployment lnsurance for either income 

maintenance or redlstributlon have presented numerous proposals for 

reforms. Some analysts have argued in favour for "experience ratlng", 

that lS, the gearlng of unemployment Insurance premiums to the llkellhood 

or risk of layoffs. 20 Indeed, the Macdonald Commlsslon (Canada, 1985) 

asserts that lt "vlews experlence rating as a most lmportant change that 

should be made to Canada's eXlstlng UI system" (p. 611) Courchene (1987) 

suggests that it lS possible to introduce experience rating while at the 

same time, malnt81ning the blas ln the present system toward rewardlng 

short-term employment. He suggests, perhaps, the requirement of three 

weeks of employment for each week of benefits. 

The data presented throughout thlS the sis would suggest two things. 

First, a regionalized unemployment lnsurance programme serves as income 

maintenance and redistrlbutlon amongst Canadian provin('es. Second, these 

same regional incentives ~n the programme do influence the pattern of 

10 See, for example, Kesselman (1983), Carmichael (1984) and Cousineau 
(985) . 
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benef~ts as weIl as interprovinc~al differences in unemployment rates. 

The degree with which they affect the unemployment rates, however, remains 

obscure. 

There is no doubt that unemployment lnsurance plays a key role ln the 

economic life of many of the poorer pravinr.es, such as Newfaundlllnd. 

Because of this, policy makers have ta be very careful when maklng 

recommendatior.s for refarm. In 

uppermost. F~rst, as stated above, 

part icular, J\ few concerns appea r 

the prublem should not be v lewed as 

reflectlng ~n any way on the character or behavlour of the clalmants. 

C1aimants respond rational1y and legitimately ta the incentiveb embodied 

~n the present programme. Second, any changes should be Introduced 

gradually due ta the soc~al and political sensltlvlty of the issue. We 

are certain that the regional prov~sion~ of the programme could certainly 

be achieved through more effective means. however, the main problem wlth 

reform Will always be the public's perception that the Unemployment 

Insurance Programme has become a sacred Canadian instl tutlon. I t woul d 

seem that social and political interJ:erences has once agaln d~storted 

economic logie and rationallty. 

It would he interesting to see how further changes and amendments Will 

affect the programme and whether the regional eomponents Will he 

preserved. The present amendments brought forward by the Mulroney 

government is indeed fae~ng diff~cultles from the Oppos~tlon partIes as 

well as the Canadian Senate, proof that reform is provlng difflcult. 
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