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A BSTRACT 

The present thesis examines the nature of government payments to 

the unempfoY~d. ,Two al ternati ve frameworks are assessed: an insurance 

lDodel ~ "and a publ ie income Van~fer model. The former is considered not to 

be an accuràte coneeptualization of government payments to the unemployed 

beea'use of the restrieti ve assumptions i t makes wit!t regard to the nature 

of unemployment. Thé "latter reeognizes that unemployment is not an 

insurable T1Sk and is, therefQre, deemed more appropriate as a framework, 
, 

for poliey discussions. The evolution of the Canadian pro gram 18' sketcJ;led 

€rom the perspecti ve of the transfer model. When it is recognize? thQat 

government payments to the unemployed are transfèr payments in eaeh of a , 

succession of time periods not only can the dynamics of insti tutional . '" 

change be understood but new avenues for empirical research àre also 

opened. 
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'·La p,résente thèse examl ne 
l, 

le charactère des ver$ements 
1 <J •• i\ 

qouvernemen taux paye~ux personnes qUi, sont e_~, chomage. 

Elle évalue deux modèles alternallfs': un modèle d'ilssur-

ance, et un modèle qUi tr..ansfèl-e le revenu publlC. On ne 

COnSl dère pas que 
" , 1 i#O • 

le modele d·' cl3surance reflete precl se-. 
ment les versement!! gouvernementaux <'lUX 

- ,.. , .. 
C:1omeurs a 

cause des SUppos1tlons restf1ctlves qU'lI Lnt quant au 

... " caractere du chomage. Par contre, 
/)" 

le 
... , 

mode le base s'ur un 
A , 

trans fer du revenu publl c reconnal t gue le chomagc n' <"st 
~ 

pas un rlsque assurable qUl peut, S· assur-~r et on le Juge 

... / ' 
donc un mode le plus approprl e comme base d~ dl SCUSSl ons 

\ 
de po Li tiques. " La these trace 

, 
l'evolutlon u programme 

, ... 
Canad~en en utlilsant le modele qUl transfer_ le revÈ\[1ue.,' 

A 
Lorsg 'on reconnalt que les versements gOLlver âUX 

chSmeurs sont des verseme.nts t ransfé"re~ dans chacunp d'une 

., ---serle d~ perlods de temps, non seulement peut -on comprendre 

"', 
la dynamlque d~s changements lnstltutlondUX mus aUSSl 

" . peut-on decouvrlr de nouvelles avenues pour d ~s r,echerches 

emplrlgue's. 
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Chapter 1 
THE ECONOMIC EVALUATION OF GOVERNMENT 

PAYMENTS TO !['HE UNEMPLOYED, 

. /' 
Government, payments 'to the unemployed, eotn"!only referred to as 

un,~plOYl1lent insurance. have become the subjeet of an en tire stream of 

economic: res'earch. The Canadian program has been no exception to this 

1 
rule. - Much of the economic debate, has been concerned with the effects of 

. -
sueh progra,rns upon the unemployment rate. Such research equates!. eithér 

ex-phCltly Qr lmpltcitly. the possible work disincentive effects of these 

programs .. 1 th the problem of moral hazard experienced by pri vate insurance 

schemes. Just as the purchase_of insu rance may render an i,ndividual less 

cautlOUs in prevehting the contlngency insured against. so with the provi,-

sion of ttunemployment insuranee" and the occurrence and duration of a spell 

of unemployment. 

Yet. ,little attention nas been given ta the appropriateness of the 

insurance model as an overall framework for rese?rch. Some analysts 

~xplicit1y sugge~.t tout it lS valid.(l) Others note that,the program is' 

somet~ing .other than insurance. and thay th.~i ~ arralysis of i ~s dlsincenti ve 

effècts is not intended as ut! overall evaluation.(2) Some'researchers have 

g~ne 50 far as to suggest that the program has deviated from insurance 

,printiples, but that the 'Ïnsurance model should be clung to ln poliey 
, 

as it provides a means of s~lling the pro gram politlcally.(3) 

three Qf these teridencies are unsatisfact;ory. The lack of a 

developed onceptua-lization of the pro'gr:am' 5 nature lends a bias ta bath 
, ' 

resear~h nci to policy debates. For example. most of the research on the 

Canadian' progrêllll has been concerned with ils pO,ssible disineentive 
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1 

efi:ects.(4) Little attention is paid to 'the program benefits. The reason 

for this m~y in part be due to the fac t that the insurance model suggests 

that the benefits are to be considered as the 'i11crease in indiVldual util-

ity that arises from the opportunity to avert risk. These benefits are 

~nherently lnquan~ifiable and as such cannot be compared wi th estlmates of 

program costs. 

Furthermore, exclusive oncern with the possible disincentive 

effects cannot provide an indic tion of the program' s impact on the unem­

ployment ràte. The program "NO Id have to, ,be 'modelled in ,a macroeconomic 

,context and' its consequences f
j
6r aggregate demand assessed. (5) An insur­

~nc~ c~n~ePtualiz~tlOn,- ~f 'thj! pro gram 's. nature do~s n~t foster "sueti a 

. , ' "" 
p~rspecti ve. ." 

The absence of an o~e;all framewor~ also J.nfluences the direction 

of poncy. The >mpUcit us~ of an' in"uranee mo<lel foc~s,es th~ p~lkY" 
makers'attentlOn on the tra~e-off~ between, miüntaini~g the incqmes of the· 

unemp!oyed and increasing, the unemployment rate. Consequently ,less att,en­

t~on 18 .dir-ecte~ towards a p~ogram d~S'ign 'that ~ay n~t imply a trade-Qff; 

\ For example, benefits to the unemployed could be increased. without concomi~ 
, \ ' 

1· 

\ ' . 
\tant 'l.ncreases in the yment rate if ,program fina~cing was structured ' 

~o -enhance its ,macroeconomic stimulative, effects. /1 There :exists. -th"ref i ~e ~ ;', need-_ ,to ~xamine, the ~~ture of progr,ams 

, mmonly referted to as Huneniployment insurance'''. Indeed, the neutral' ' 

hjrase, "Governm.ent Payments to' the Unemployed" 'is ,used in the, title of this 
l ' ! ' 

9rk becau'se !~e ~ature of these payments i8 open to dispute. , .Can such 

program~ b~ !ccur;ite1y described as' insurance progra~s? This the sis , 

rànswers the question' in the negative. The insu~ance mode! is deve1o{>ed and 
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its assumptions are made expl~cit.· It is shown that unempLoyment is not an 

insurable risJ<. Government paymep.ts to the unemployed are n,ot concerned 
.. 

witil the inter temporal ,allocation of income as an ins1,1rance program is. \ 

They are transfer p'ayments wi thin each' of a succession of time periods. 

This is illustrated in theory. and by appealing to the actual operation of, 

the Canadian program. An al ternati ve model that considers such p·rograms as 

public programs of income transfer is a more accu1"ate conceptualj.zation and 

a more fruit fuI f~amework for research and policy. 

Chapter 2 provid~s a discussion of government payments to the 
,~" 

u.nemployed at the theoretC~iù level. lrisurance principles and their sig-

riificance for the economic evaluation of such programs are outlined and a 

model ,?f government payments ta the unemployed as insurance is presented • 

Part~cular attention is paid ta the model' s assumptions. Their relevance 

1s brought into question by an assessment of the extent to which unemploy­

ment may be considered .an ins~rable risk. An alternative model that more 

realis~ically incorporates the nature of unemployment is then outlinerl. 

This incomé transfer model foc,uses 'the analyst' s attention upon the redis-.. 
tributional nature of unemployment payments. 

The development of the Can'ad~an 'scheme ls sketched in this light, ~n 

Chapters 3 and 4. The former deals with the period up to the late 1960'9. 

and the ·latter. with the post 1970 e'ra. Several. related 1 toemes are devel-

oped. These ë!'tapters' outlinè the tensions betwe,en the ,original insurance-
") 

type program structure of 1940 and the objectivé of maintaifling the incornes 

of the un'employed. Issues concerning program coverage, bene fit structure, 

and financial, aspects are focused upon. The graduaI abandonment of insur-

ance-type features lends support to the view that unemplbyment payments' are 
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adaressing a collective problem of income distribution. The pro~ram cannot 

be consjdered as an ~j~n~Stll~lrUallOC&de~p~ruo~g~rua~m~. __ ~ ________ ~~ __ ~ __________ ~ ____ __ 

An atte~pt is also made to chart the dynamics of institutiohal 

change. I~ the program's ~tructure has not been determined by insurance 

principles, what are the' factors that do de termine it? The insur~ce model 

has in fact influenced program structure, ~ This is not because i t accu-

rately 'Cpnceptualizes the program's nature but because it represents a /"~, 

rationale"for a particul'f'distribution ,of program cosb. Oth,er fo~ces" (.~) 
influenc~ng program structure are also outlined. . These can be categorized 

;into two broad groups: the nature of social values. and the pre,vailing ___ 

economic conditions. The government's 'understanding of the program!s 

nature and its interpretation of unemployment are a reflec:t:i.on of the 

former, while the governmenF budget constraint provides an ind,ication of 

the latter. It is diffie»lt to disentangle the impact of these influencés 

upon the structure of the Canadian program. Nonetheless, the legislative 

evolution of the program ruakes clear that in particular periods one or the 
. , 

o't~er of the factors was crucial in determining program structure. ' The 

division of the historical rev,iew between Chapters 3 and 4 is intended to 

fac~litate the analysis of the se forces. 

The final chapter provides a svrnmary. It suggests possible avenues. 
" 

for further research that follow from the alternative conceptualization of 

the progt-am's nature. 1. 
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, . Cha.»ter' 2 . ' 
, THÊ NATURE OF OOVERNMENT PA nmtrts 

ID THE, UNEMPlPYÈD: A THEORFI'I,CNL"PRlMER 

" ~ ... 

~ 2.)0: INTRODUctION . ,- ,-. 
" ~ 

~ .. , 

" 1~~ign ~and, eva+uàtJ~1). 9f\.~ovetnlBent: p~Yment~· to t::hé ooemployed., ~ndeeè:l, " 
~. ~ ~ ." ..... , .. 

thèX -:ey;-e centra.! to ...... the d~,~~lQP~~~.t; ~f the ~Ca~~ian .pro,grE]ID dur,ing."t1!"è7 ' , 
.,,' ... ~".. ....... .""-

. ·'1.?3,O.s: and 1940s. Many aspects of -E.~ram ~~u~tù:re, were Èles:ï:gned in" ~èrms 
!;)t .... 1. 4t ..., ~... ~ 

l ' " of' them'., , For exa~pî~, spëakin,g o~" the ~xtenr ~f ~rog'ram' êOif~a~~- , ,,'. ~ .', : 

1 
. " , , -. '. . ''1''-'1 '.' 

II" .. ,J" - ~ - ~ _ ~.. - ~ - ~. ",.~ 

A;'Jr. Watson:. ,chief 'actuary ef the .. Department of, Insurance, stated··tha.t: " 
... J" ,,'" ..... .... -.... \. .. ~\ 'l<.o" .. ... 

! :/ ' [t]l1:e .inclusîofl. of 'n6Jl-i~dustria-l.-èm~loJment~ withih' 'a. schème ~ 
~' , "": 'l~ ... - .'qL .unemployment tflsuranêe" on. the grounds. that ,the _risk,s'.~;;uld .. ~ 
t . . " 'fi'e reduced and the-fund st-réngthened .• , i8 not a v,âlid' &p':' ~ ~ , 
i': ~ " ,~. ,:' ' .' ~: - pfoaêh ••.. To require a contribution fr9m peiSQns SQ ,employe~ ~ ••. " 
t .. C' ~ .,:, .. ' , .- ",'" J''Would come to be reg~rde,d Ç!S (tax" rather than an .msttoranéè , . 

~~·î -':, < .~'-' ",'-' contribution! .?-,~is woùld-seem tô imporf, .the ,ides qf, taxation .... ~:. """ 
t into'a 'scheme, thàt 'ought ~o be OJlé of' insurancEl, -·and would be . 

- o! " , ' , ; "." 'Hable to'-end 'l.ti:.changing-;-thé~sdiémè to 's"'social servfç'e:. ,"XI)".< -;.,~:: 'f ,," '", -.' , " " " , , -; .-' , , ". ':,' " '. ',',." " , , .'" ", '.' " , "~ 
l' ,:The concern of'the presept dlapter:" ts the th~re.tical anatysis of govern-, 0 ' • 

~ •• 1 - " J, .... '" - "~ ~ ...,.- ~.' 11! •• ~ ~\, " ~ 

~, i· ~. . ; m~n:t: p~y,~è~t~ ; t.~ dlf~ 'unemployed; HG~ have: ~n~f~< ~~~~~s' ,col)'c.èi~.e.d the -- ." .. ~' ' 

1 "': ,- -~~~tui-e. ~f Jh~_ -progra~. "a~d-'"-wha; '~re t~iI' .~pil.cat:1ons fO,( 'P'r'o~r~' ~truc-
• ,~ • .... ~~ ..- .. ~ ~ _.... # ~ .. ...~:- ... » ~ .. 

, . 

; 

" 

: ': 't.urèi. ' . ",:- - . 
• ' ~~; .. f .... ~~ • .,~ -<~. . ..... ~'.:~, .... _ ... ""':i~~ .. s ... ;- ~ • ':-t .... , ..... " ..... ~ .'l l'........ -. ~. . .. 

v'. • ", Two alter:native frameworks,-are ~Jtamined. ~ The'~Ur'st:ari!!;és< frQIIt:the-
.. 7.' ~... '" : ~ . , .... _ .,. -{... ... ' ~.. . ~ ... .... ... ~ '"-. ~ ~---~'....:" ' ...... ~ _ . 4_" ~ 

.. -:' .. " .. ':~_~f:i~~ut:ançe literature, o8nd i"nte~prets·:-government ~eaybtêiit~s ~to ..... th~'-\mtmplqjèd r ~-"-

., :;.,;" ::a"s 'inde~ities. Thé ~I1aPt~;' f:i~-st.~Re~~h~~ ·1:~.:ba~i~" e,l~m~nts: ~f i~s:r~èe·' : 
~ 1 ~ t ,. 1 ~ ri;? ~ ~ '" - :.. .. .. - .. -. :' - ." : ~ • 

, . . 
" :'; ; and then presents a model.of govët:nmerrt" payment'fL to tl}e ~eiDpr9yed, as -- : ' 
~.. 't # : - .. ' ~ • - - 1 ~ "-: ~'~ r <. ._ ..... , ~ - ~ .. _ ~.... •• - ....... :.,...I)~',' ... _ -..... ,' .. ~ 

\ . -' 'insurance. Thé assumptions of~ t;hiS.:apPl'Q8ch 'are '-detiiled~- aad their .Te).e- :.. - ,--\'" , .. ..'... .. ... ' ," ' 

-"1 '~ , ,. :' ~'và~è: i.~ .questi6ned. ,., 'It;,'~~,' ~r~g~~d: t~~t"ùnemp,~oYJII~':lt-"ca~<?t,' ~~ '}onsijter~d_;::"~ "; 
, • _ w • "~" .. ~. l'{..,. JI' ,," ..: •• ~ "'... .. 'l'::.. .', -., .. : 

, Il 

" ~ 

" . , 

an. ~nsu,rable<.r-i~k, and, th~t~.an 'alte~U~e- int.érpr-et{lt~àn. 'of 'th~ ,naturE!' of ': _. - :: 
- .... .;... ... -~ .......... , ... -_..... ' •• ,- "'~ .. ".-..... ,.: .... , .... - ... ~.-,...<" 

v ". .. .. • ~ ,,..... '" ! 1 ", ".," ..... • '.., ~. -#- ... "" .." , 

:: 

. '-
• 1_--'" 

... ...,.. ,~ .. ~ 

. , . 
-

" ~ , 
, . 

" . 

~' , 

.... <.' 
" 

\., 'r 
{ ,- _ 1,. .. 'C .. :. ' 

... .. ~ .. 
...... ,,, . • :.J', 

• ~ ' ... ". • ...... V' ..... - ' ~ ... 

..... ~ .... - ,.. _ .. .J' ~ 
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'$overnm~nt;" p~~ent-s :to the' une~p~oyed ma:y be' ~p-pr~pTiat~. ,'J,model of the 

" 
, 'pI-ogram ')8' a pu~1ic p~~gr~ ~f income transfer is' ,th~n ·pr~sented. l" 

The pol,icy i~piicatioD:s of, bath, m~dels !ire 'exa.mined ~n the' fin~l ' 
" . 

... - 1 • .. 

section of, the chapter. The insurance 'lBodèl has important l-mpHcations, for 
1 ~ ~'. _ _' , .' '., ~ , • 

~~' ~xterrt ,of pr'ogram coverage,: t~e 'benefit stru~tùre, and ,the :financ~al 
• '.. - 1 ~ '. ~ .. 

structure. The po-li.cY '~p1icà'tions of the public transfer model 'differ ni 
~ , 

, ' 

, ;œny'respecta from, ~h0f!>e. of thè ~~s':lrançe model., 'A sket~h of a hypothet-

.ie~l 'progràllf ba~ed upon, each of these model's ia, provided i~ order to' 
, 

" ïllustrate these', diffeI"énces. 
" 

. .'\ 

". 

" 2.2 GOvÉ~ PAYMENTS TO. TaE UNEMPLOYED 'IN TImoRY 
• 0 

, " 

2.l.1 'The Insuranèe Model .. '"'' . . 
" . 

The e~position of idesl Îlisurance ia usuan~ given within the 

framework of th~ VonNeu~nn-Morgenstern cardinal utility co~st~uct. ~ A ri~k , '. , 
averse in~ivid~81 is assumed. Th,e ~nd:tv1d~al a~temp,t~ ta' maxim~ze the, . 

> , 

'., expected 'v~lue of a utility fu.nction chàracterized by diminishing niargina1' 
, l ". 

, utility. Such 'an indi vidual prefers t.he certain~y of a part:i,cular level of 
, ij , 

inèome ta a, prqbability distribution t.ha~ has' 'an equivalent in~ome leve1 as 
~ . ' \ 

a mean. (2) The individual ,\iould b~ willing ta 'paya fixed amount that can, ' . , ' 

, " 
be budgeted for ta alleviate the: arixtety of faeing' the tisk of a possibly 

,. 
l~rge 10ss' in' thè' future.. ' 

.' lt i8 risk th'8t makes insurance desirable and possible. Risk is 
" 

uncertaintY concerning 10ss:, it is the standard deviatio~ about a given 

relati~~ "frequency, the ehance of 10ss. Insur~nce 'is a means of reduc;irig 
, 1 

~ ... , , , 
tiSk; It opérates by p091ing a large number' of homogene~us individual~ and .. 

1 

,,' 

, , , 

in sa d~i~g ~es th~i~dividual lasses c?1lectively, predi~table. This,is 

, " 

. ; 
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: ' 
a re.suit of the lav of 'large' numbers:' ,The '~redj;c'tablé ,loss can 'be -shated -

. . , 

proport1onatèly by .~r·m.embers of the group. 
. " .r '7 

UR~er insurance, ~isk is 
fi l f ' .... ~ 

reduced an4 l~s~s are ,shared: It·allovs the'individuel to substitute B 
" , ? k 

smali definite eost_ the insurance premi~. for an uncertBin bu~ possibly 

laT'ge lossA' Tbose members of the group ~ho 'by chance escape the, lo~s 
,.. 0 , ~ • •• 

maintai'1 the: ~e~, w~o experie,née .i.t." 

Thé p~~mium ,the ~rldiv~dual pays is equ~val~nt to th~ expected !oss. 

Actuarial ,soundnes$ reférs to the' equality' between ·the r:atio of 'e"pected " . , . ,'. "~ .,... 
b~nefi~s ,ta ,premiums"and the'pr~bB~ility of loss. it implie~ that there 

is 0'0 ~ ~ redi$tr'i~ution., Furth~r" oirer 'many tiQIe ~edods' there need 

bé no !!' post redistrï~ution as thè indi viduBl'S aIl, ~aé.e the Same proba-
, ' 

,b:Ü~ty of loss. , Given t:h~ ass~~Ption~ of ':risk aversion" the indiVidual 's 
l , "', , - - ~ , 

'utility is increased as a result of. the availability'of insurance. 
, , ' 

> • , 
{ 

In theory, indi viduals wiH ~ullr 1n~ûre themsel ves against a 108s; '-

'in ~ractice there are ~ numb~r.of re~son~'why' premium~ may'not be'a~tuer- ~ 

iàl1j faiJ'. They a11 imply that the beraefit p~e~iuur ratto -"'ill be less 

than the B:c't~arial1y' f;:1i r ,ratio.' The mo,,':;t C!bv,ious reaSol1s fçr this, are 

a'dmtnistrative CoQsts and an',allowance 'for 'profits. Anot~er,concerns the 

façt that the law of 'large numbe~s lèa~s t~.a pêrfectly predictable result 

wb~'n the num~er of in,di ~iduals' groupeà' ai?proach~s, infi~ity.· In actual fact 

the, 'pooling o,f ri'sk never goes ta' infinity. "Nat'withstanding these facts - ' .. -
, , 

the iridi vidual will corit'inue to· hayè à 'preference for an actuarially unf~ir' 

policy "that i8 ~ot ~oo un~air. "(3) , 

,'In ~n article ,entitled "Unemp~oYlJle~t Insurance as lnsurance for ..... , 

Workers".' Màrtin ~eil, }3àily dev~lops a model that int~rp,ret~ 

. P8yni;ntEl ~o' the' un~~Pl~ye:d as' a'" p~~gram' of' i:sur~nc~~ (4) >~e 
" 

, .. '!:. '. 
" 

government 

states that: 

" ' ----'---=--'--
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[t]he most obviou's benefit of UI is 'surely its insurance J 

feature. Most people are, after'all. willlng 'ta purchase 
insurance against' t~e probability 9f a.loss of income or 
wealth •..• The 1055 of income from a spell of unemployment may 
be quite substantial and we would therefote expect workers . 
subjeçt to unemployment to experience a gairy in welfare from 

'the provision of incorne insurance.(S) ~, "j 
. 

Baily's policy concern is the appropriate benefit level. He âevelops,~ two 

period model in which workèrs are employed in the first period and facé a~' 

'exogenously given probability of being laid off in t~e second. "'''[C]onsump­

tion is taken as thè only argument of a worker's.strictly concave thFee-

Urnes differentiable utility function."(6) The worker in question i~ 

'defined as a "single representati.ve worker ... so that differences among 

work~rs are ignered. "(7) Firms are not considered in the mode!. The on1y' 

'other. actor is a government that plays the passive admi'nistrati ve role of 

setting benefit and tax rates 50 as to balance the ur account. 

Following ~aily 1 s notation. a. i5 the pr?babih, ty of being retai!l,~d 

in the secon~ period while ~l-a.) is the probability of being laid off. As 

stated a. is given and considered fixed throughout the analysls. For a 

worker who is laid off (l-a ) represents the fraction of the second p~riod 

spent unemployed wh'ile 'a is the fractlOn employed at a new Job. BaHy, 
~ 

defines y as the wage incorne from the original ernployrnent of period one 
1 

andy as the incorn~ from the new job if the worker is laid off and the~ re-' 
n 

employed'. "The wage incorne Yn that the worker i5 willing to accept is then 

a decision variable with an impact on the duration of unernployment. "( 8) It 

i5, in other words, the açceptance wage of search theory. F~,nally, he 

, -, 

. , -

lets e represent the intensity, of search and claims th~t it rneasures the cost of 

search when expressed, in incorne units.tfow this is done is le ft unclear. 
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In tenas of thil!! notation'Baily assumes equa'tion (1): .. ~ ~ " 

1 -

The ,fraction of time spent re-employed after a lay off ,in the second period 

'is some PO,Sit~ive function of thè intensity of job search and sorne negative; 
"-

funetion of the acceptance wage. Both of these variables are determined by 
" -" , 

the discretion of ,the worker. It fol1ows that the length of an unernploy- " 

ment spell 'is a cho~ce variable negatively related ta the search 1ntens1ty 
, , 

an4 p6sitively related ta the acceptance wage. A job is always ~vajlable 
> 

-
to the worker if he ,or she looks ha rd enough and a?ks a low enough wage. 

Theie is no Ul fund in the model. Baily emp~oys a tex upon workers 

to generate .the rev,enue necessary ta pay U1 benefi ts. However, the opera-

t~on of,the tax makes lt equivalent ta a fund. The govcrnment budget must 

be balanced: :there ).5 ~o scope for the accumulation of deficits or sur­

pluses. Firms and governments do'not make any éontributions to U1 reve-

nues. 

The model proceeds as follows. If.t i s the rate of U1 lax on wage 

income tJ:len the total ~ax raised per worker t5 (y-t +,ay-t + (l-cdSYn.t)., 
. 

tha-t is.. the amount ralsed from first penod .j.ncome. plus that j n the 

second period gi ven absen'ce of lay bff and gi ver lay off followed by re­
.; 

e~~loyrnent in a new Job. 'The lev~l of expected ur benefit pay~ents per 

peri9~ is b 50 that the average rate of beneÎ'its 15 - (l-a) (1~1!) b: the 
~ 

product of thé probabil1ty of lay off. the fractlon of lhe second period 

~ unemploye~ and the per period benefît level. Glven that beneflFs pa1d must 
';i 

e<t~ill tax revenues the U1 bù.dge~ constraint is given. by:, 

IJ~' '+ ayt + (l-a}BY~.t ,- (l-aHf-B)b. ( 2 ) 

- Il 

'. 

, 
l 
j, 

1 

1 
l' 

l 
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The ratio of benefits to the tax rate, the'crucial variable of the 

insurance literature lS: 

b 
~ = '1 = 

-
[(l+a >y + (l-~)ay J 

n 
(l-a)(l-e> 

( 3 ) 

This equation implies that· the bpneflt - tax ratio depends upon the 

decisions of workers. In the author's own words: 

[t]he most obvious and 'substantial cost of UI derives from the 
tax that is levied ,ta pay for the pr,ogram. Workers cause an 
increas~ in the tax needed to finance a given UI benefit level 
by Pfolonging the duration of' their unemployment; thus the 
inc~ntive effect of worker's search is important.(9) 

10 

The analyst is thus directed to the study of the extent of thé disincentive 

effects of the program . 

The author expresses a two period expected utility function. ·Its 

arguments lnc1ude the utility deIived from first period employment income 

less UI taxes and savings, the net income of second pe'riod employment plus 

saVlngs given a lay off'or not. The social optimum is claimed to be found 

by maxlmizing this utllity function with respect ta se arch intensity, 

saving, employment incarne from new Jobs after 1ay off, the average rate of 

benefits and the tax rate. 

Giyen this framework the actuai workings of the modei are described 

as follows. The workers deterrnine their search intensity and ac~eptançe 

'wàge by taking the prevailing UI benefit and tax rates as set: in other 

words, with the stated utility function 6 (saving). c. ,y ,are chosen 
n 

~nd t and b are taken as given. Tbe program of benefits effects behaviour • 
• 

Taking t and b as predetermined implies that search intensity is lowered 

and the acc~Ptance wage is lncreased beyond their levels in the absence,of 

a ur progra1. Since t reduces ~mployment incorne and b reduces the costs of 

! , , 
! 

,l 

" 
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unemployment the dUTation of unemployment ts iotteased, The' policy make~ 

sets band :t. ~?,ogenously Asubje~t ta' (!quation (2)." 'the UI budget constt\Hllt, 

and the behaVlour of workers. 

Baily' s polic~ concern is the setting of the a,p'propriate benefi,t 

leve] under l:l.Tcumstarice~ In"which the ~ndividual has sorne cOl1trol over t,he 

dura.tion of a spell. of unemploy!l)ent~ that' is, wHh' the optün~r benef-it 
\ ' . \ 

level in the context of moral hazard.' Baüy c.lead y in tends, the model ta 

be a guid(" ,for palIer. He goes through the exèrcise 'of èstablisinng" valueE; 
" l , • ' • 

, ' 

~or the crucial parameters by reliance on ad ~oc assumptIons for changes in 
, • ---"'I-~ ., • 

, - , , 

consumption, the degree of relative risk aversion, and upon a 'consensus of 

publ ished stlldie$ for the elasticity of un,employment duration with respect 

ta benefi ts. " 

Tl)e novelty of his !!).Odel i.s that I\e has plàced' th~ concérn over 

possible disincentive'effects that has characterlzed much of the literature 

inta an overall framework that claims ta jnçorporate~ts of in sur-

ance. ' In doj~g s6, hp has suggested that unemployment m~y be validly 

interpreted as an insurable ris1<.' If the insurallce model is to be an 

appropr:iat~, framework ~Qr' the analysis of behavlour under less than perfect 

information certain assumptions,regardlng the nature of the individuals 

.in.volved and the nâtur,e of the prùbabilHy of 10ss must be made. In the 

most strict of cases four 'assumptions must be confronted. It is no~ self~, 
. ' 

evident that the nature of unemployment conforms to' these assumption?. 

Unernployment, in other wards. may not, be !'ln insurable ri~k. This implie~' 

that an ~nsur.ance madel'of government payments 15 not arr,ap'propriate fr~mè~ 

.wor1<. 

: 
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The four assumptions that underlie a model of fnsurance, are: 
o • 

'(1) the probability and magnitude of 'loss' ar~ independent of aqy acÙo~s 

taken by the,individuals insured: (2) the ~robability of loss faced by each .. , 
. ~ of the' insured indi viquals fs the :same; (3) the, probabïl i ty of .1:os~ i5 not 

correlated between indi~iduals; (4) the probabÜity of' l~ss can be accu-, ' 

ratel y ealculated ex ant~. Some ot' the problems that may arise should 

, " 

these assumptions not be ,valid can ~e Aealt with ,in practice ,by, the ~evel-
, ' ,-' ,.... '" .. 

, opment of, partiçular structures in the actual insurance program. In other . ,~ ~ , . 

cases, ho~ev~r, t~e,~ppl~cability of t~e ~nsurance fram~work i5 brought 

into sedol:ls' doubt. u'se of tlie insurallce 'model foeuses the analyst' s 
- \ l ' .. "" , , , 

atten'tion u~on"problems that' can be de~lt within lt. but it also caUses the 
, , 

analyst to 'ab~tract en'tirely from' those that it' ca~not addr~ss~ 

'The prohlem' of m,à~al haz'ar'd' ls an eXrmple of the' for~ë.r. Hore 

often than ri'ot, Ù 1s. invalid' tq assume th~t' th~' probabil Hy and m~gnitude 

of ,loss are out, of the cort'rol of those insur~d. This fact ] eada to the " 

, ' 
weI;!. known probl.em of moral' hazard" actions that. would have been taken ta 

prevent 'the loss from otcu~ring, or to limit its extent may, aft~r the 
, 

.~ndividual is insured; ~ot be taken. The calculations of the 'expected los~ 

, , 

maèle by th~ insurer are, as a result, invalidated .. , ' 

1 Insurance against unemployment, in parti<:ular. may o';lll.th.e indi­

vidual'I s incentive to prevent its occurrence. The possib±lity that an 

individual may be voluntati1y unemployed always èxists.' Eéonomists and 

. prdgram designers have been greatly concerned 'wi t,h 'this issue. Moral . , 

hazard was at the center of the Unemploymen't Insuranc'e 'ComInission' s view ot 
\ • 0 , 

the Cana~ian program during its formulative years. 

, . ' 
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Insùrance ought to provide against the unforeseen. against the 
abnormal, not what 18 normally to be ~xpected .••• It is 
important that any plan of insurance should be-so constructed 
that the insured person may have sorne definite interest in 
avoiding claims, if he has control over the events 'lnsured ! 

against. Otherwise the moral hazards will be high. ' And S9 
under unemployment i~surance. the exclusion from benefit of 
sorne short period on e~ch separate clalrn tends in the right 
direction and is a sound insurance device.(lO) 

Deductibles that Shlft part of the cost of,unernployment upon the indi-
, -

13 

vidual, such as the waitlng period before benef~ts begln, were and remain 

prevalent aspects of the progiarn. This same notIon of m?ral haz~rd pro~ 

vides ~n underplnning ,of many, empirlcal and theoretical analyses conducted 

,by ecohomLsts.(ll) BaHy's, cancern-. fot' ex,amp,le. 15 exclusiv.ely with- the 
). 

optimal co-insurance rate. 

Bally, however. does not address -the appropriateness of tne ~ssump-
, , 

tions requireçl t'o inf::erpret unemployment as an insurable risk. In actuai 

fact the possi b,ility' of unemplo~flIent:' ,is_ no_t'a r'isk' that is spread homoge"':o 

, _ l 
neously across the population. - A mo~el of ideal insùrance assumes thàt a ,,:. , . ~ 

.large number of tdeilÙcal indi viduals are pooled. The lndi viduals are 

identical 'in that they aIl face the same probability distribution. The 

pooling of une'qual ri sks w1l1 impl.y a transfer from the relatHely low risk 
, -

'indlviduals to those in the high ri~k category if ~he sa me premium 15 

éharged to -aIl. ,The low risk indi viduals would be paring actuariall y 

unfair premiu!ll~' These indi,,:id,uals'would ef~her withdraw f.rom the market, 

or theïr odemand- for ir1~urance W'ould be met at, actuarially -faiT' premiums by 

a cpmpeting insur~ant'~ -firm. ln the -former case only lügh' risk individuals 

would remain in ~ne ~rket and the provision of insurance would require 
- , 

-increased premiù'ms. If othis group 1.S- a' Iow-'inc'ome, group the required 

.1 
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premiums maY,not prove to'be economically feasib1e.' This mar, a1so be the 
, . 

result 1n the latter case. Private organizations may not be ablé tb pro-

vide ~nsurance to aIl groups. 

,If individuals can be di~~ingtiished by their susceptibi1ity to 

unemployment, and if those facing a high likelihpo~ of experiencing a spel1 

'of unemp.loyment have.,low incomes. then 'the design of a program o,f payments 

to the unemployed'must address issue~ of inço~e,d~stribution,. S~rvcturing 

suçh a program under 1n.,surance prlllci pIes, mu~t Jmply eith'er the ,exclusion 

Qf broad categories of indiv1duals and regionst or ,a' di'fferentiation of 
, , 

premium rates a~cording to the,variôus pro babil i ties 'Of- b'ei~g urremploy-ed. ' . , ., ' 

,If an insurartce-typ~,progràm e~compassed'only the low' ~iSK grôup, -; large 
) , " 'l), ' 

, 
secto~ of the population would"be left w~thout incorne proteçtiqn; if 

premiums were differentiated according to individùal risk they may prove to 
, , ' 

be t.oo great relfltiye to the .income of' sorne and mak~ 'cove.rag~ ecorlOmically 
, ' ' 

, ' , 

upfeasible. A pi'Uar of, Ba~ly,'s analysis i5 the ~0i:i6n of a ~epresentative. 

worker.' How this' entj to/ 18 t'o be ,constr-ucted is not gn issue 'tnpt ls 

~ddressed. It'j~ a'~6nstruct ihat al~ows thè author t~ consider ~11 indi­

viduals as iden~ical'~ (12) Issues OI, redistribution èan~~t enter the roodel. 

The theory of iQ,surane,e al$o ,assumes t~at it lS unlfkeÎ'y that a 

10s~ ~ill'af(ect a great m~ny individuals at the sarne time~ Th+s impiles, 
, , 

'"\ thilt no~ onl}' a're the lasses spread 'evenly across th~ group, but a1so t~at 

the probabîlity ,of 1095 is independ~nt be~~e~n .indivi~uals. An insurer i5 
, , 

, -
not able to 'însure a type of ioss' li,kel'y, to occur at; the same t~me' ,t~ a 

la~ge perc~ritage of tho§e exp'Osed, t.o' it. The prerniums, requir,ed by actu­

arial ~oundn~ss may be'uneconomical. 

. , 

l , 
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In particular, probabiliti~~ of unemployment are correlated • 

• Cycli~al downturns aff~ct m~ny different groups Slmultaneously' and, withQu~ 

discrimination. Two aut'hori,ties ln the insuran,'Ce f~eld have remarked that: 

[i]ndividuals w~th secure jobs would be poor prospects for . 
unempl(;>yment insurance. Prospective customers woul'd be only 
those feeling insecure in their employment. During a business 
recession many of them would lose tneir Jobs at the sarne tlme. 
Through insdrance the unfortunate few who la se are indemnified, 
by the fortunate many w~o escape 10ss. If the, many suffer the 
10ss, the fev would prove Inadequate ta indemnify them 
pr~perly, except-at an uneconomi~ pr~mium.(13) 

Baily"s i nterpretation of the probabi li ty of unemployment does oot recog-

ni~e'this possibility. H~ speaks of an exo8enous~y glven probability that 

is fac~d by ~ll wOrkers. AlthougW layoffs are supposedly involuntary the 

~model Invokés a,search theoretic framework: a Job always exists in sorne 

< , 

loc~~ion at s~me wage'rate. The problems of involuntary and interdependent, 

transit.ion probabilities .t~at cha~Be with the tyclical state of ,the economy 

do not occur. . , 

It-should be npted that the problems of ~eter.og~neous and'interde-' 
. , 

p~ndent probabilities do not neèessarii y 1nvalidate the appropriateness.of 

the irisurance,model. Institutional ~truc~u~s such as'community'rating are 

a respons~ ·to the difficult'ies they may pose .. Community r.ating .involves 

\ 

l , , 1""-

the pooling of heterogeneous grou~s, ~nd the charging of.a ~jngl~'premiurn, 
, , , 

rate. It b~comes appa,rent. how.ever. that' the -need for mecnanismé of thïs 

sort ~ecessitate~,a pol~cy toward~ issues ~f income distributi~n, and 

- brings into question ~he uniyersal validity of açt4arial soundness as ~ ~ 

c~iterion'for the eval~~tion of program structures. 
- , , . 

The use ,of an insurance model ta conceptua1.ize· goverl)ment p~Ylnent's .' : 

to the unemployed is open to more severe crtticism when these two . , . 

\' 

i. 
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diffi,cu~ties are exa~ned. in conjunction with the fact that 'ecoDomic ,c' 

activity takes place within the èont,ext of' 'uncettainty. 
, . 

model requires that a d:r'sti~tqon be made bétween risk and uncertaintr, or 

in the words of sorne. sta tlC ns'ks and dynamic risks. (14) The modEil of . , 

insuranc~ assumes that the probability bf 10ss can be calculated. Such, 

calculat'ions may be based eitheT upon '~ogic. or de'termined empuically by .' 
the use of a projection ~f pa~t experi~?Ce. In practice the opportunity 

for logically based calc~lations 18 rare. 
.Q 

Insurance 'is more often ba~ed 

upon an empiric.al c'alculation bf prohàbilities ~ There 'are; however ~ Many . 
, ' , 

èircums~ar'lc~~ tha~ dan'n~t" be handled', in 's~cli a '~~n~er 'either becaus~ ~f' the' 

paucity o.f ac.cumulaJ:ëd data. 'or bec'ausç past: experienc~ cannot pr'ovide. ~ 

guide for the future.' Th~ térm ft;'i5k~ i5 ~ften,.restricted to Circums~aIl(:es 
• \ ',.z' • ,.... , 

in which f~tuie pr'obabilitie's -can "be ,çalcula~e<t, whil.e" uncet'tai~ty t reférs, 
, - .. l ' ., \ 

" 

,to tn~s:è for wh:1ch there is no :basis to ma.ke such a ca.lc,!Jlâtion.' R1-~k, is , ' 
. 

" 
. insut;able;' unce,rtainty'is,no,t.. 

, 
.. The likelthood of 'uneriiployment i5,an ûncertinnty ana is 'related ta 

, , , 

the dYr:m~ics of .the i~v~stme~t' proC7es's and .go~er~ment polic'y," both of which 

are not 'predictable. Th~ .cuI1nint ,vogue ·'ln econ,omie research ct unemploy-
, " ~ \ 

ment entails the' ealclllatîon 'of probabi'lÜie;" ~f an l.n-dlV~dual bei\g in and . 
\ 

'"moving 'b.etween· various lab,Our market states.. Thèse' calç~lations 'cannot 

" 

" . 

1 ~ • ~ 

.' 

( -'-

, -. , ' 

',. 

l' 

provide ,the bpsi~ .for probabilities in tbe ~nsuY:ahle sensé. " They. ar'~ ex , ' 

" . ~àst probabilities, that can~ot serve 'as a" guide to the futur:e 6ec;ause oi ' 
- " -" 

. their r~~laÜ ve instabilï~y'. The. risk of unemploymefl.t i5 adynamie risk 
" , 

, 
that 

~ 

~apnot _ be incor3orated into an i,~,surance pt;'~~~am., 

Baily dQe~ not addre~s the problems,of calculatin~,the probability' 
, , 

" 'of .1ay-~off. 'This pro~ability is eX9geI19usl" giveh ahd assulIled ta. be, khown " ' 

, ' 

.... ' \ ~ 

, . 
" 

, . , 
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.by 'aIl 'actors in the modél .• ln reality if: i9 an unknowable and as 9uch 

invalidates th~ insurance framework. ,In cases where the party responsible 

'for' the occurrence of the contingency is ident;ifiable the app.ropriate 

prtnciple is not insurance, but cqmpensation.(lS) , 

, Finally, Ù should be 'noted tha~ a",perfectly 'pred~~table event, one 
" ' 

eritailing no d.sk, has no, pla,ce in an· in'surance scheme. ' Th:l.s implies that 

the-re can be no justification .for ,the" coverage of tqe sea'sonally unemployed, 
, . , 

in. a pr~gram oper~ted under i~s~rance ,princip~~~~ Ihsurance is of valu~ in 

~'the'context' of desision mpki~g,under unc~rtainty'. 'A ~or~er i~,a seasonal 
.. '.. • .. .. ~ T ~ • 

industry that knows that unemploym~nt.~iLl oecur, at s~m~ 'point in the' 
• 4,. , • 

. . 
, future fac~s no an'xiE:ty of risk'. 'Baily" in fact, notes that I)is model is 

aimed primarj,ly at, workers in industries where downturn's occur 
unexpeètedly,"-and result' in. layoffs after which workers search 
for n'ew jobs .... Firms, vith fre'quent ,and predictable fluctu­
atio~s in demand, perhaps seasonal, ~re ,in a somewhat differ­
ent sH;I,mtion,' ,and the da$e fQr insurance, in such firms is 
rather w~ak. (1~) ',' ,1 r 

I~su;anée is ortly' app'Hcable ln the context 'of'''static' risks. J,Jncertainty 

aad cert'a,inty have no place in àn ,insurante scheme. ',The seasonally unern'7 
, , 

plàye~ are not a category tnat shpuld'be' coveted as they a~e able tQ , 

.predic,t wlth ,cei-ta~~ty' that they will' be' Unemployed. Baily is -suggesting, 
... ." r 

that th~y therefor'e can provide' for consumption during unemployment by' 
l, , • 1 • • 

" 

saving part of their,curr~t pèriod income. This 'ignores the possibiljt~ 
" , 

,that ,employment incorné 'may not be:gr.~at, eno gh to'a~low for any s~bstantial 
• • 1 1.. • • -.. • 

'aui~u~,t ?f,'saving. ,~ur'th~rmo~'e, ;:Î.t is.nores ttie fact that the future value, 
, 

inflation. ,. 
I;Jail y " in ,cqnclusièm, deve1opS' an insurance conceptualization of 

J . -

government payment~ to the unemployed 
, " 

absttàcting'frorn i~po~tant aspects 

" 

-, ~ . ( ,~ 

, . , 
" " 

<, 
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of t:eality. Prime among _~ese a~peèts~, 8+e,' ,the i~s4es .of heterogeneous 
- .' 

workers, interdependencè· and uncertainty '~f' .employment "probàbilities, an~( 

the logic of màintaining' ,the incomes of the seasonally unèmployed .. ~ 
" 

The construct that in part per~its this abstraction 1s ,the n~tion-
e • , . 

of a representative worker. Further impliéations of thi; notion dè~i~ 
, ' 

from the utility fuItç.tion. that is incorporated ~ith it. Whàt is labellèd" 
- . . 

as an indiyid~l'utility function a1so c:onie:s :to play th.e ~bie' ·of .a. socié!l: 
. ' 

~elfare function. 
\' .-

The latter is simply th~ individual function ,writ large. 

Al~~oùghi~e ~halysi~_rleals with social optimal{ty, social relations are 

~ _, __ a.bstra'~:t,~~' from by the us~ of ~ repr~~~Iitative wot:~e.r .. ~his-leaves t~~ 

" -", 10gic: of: th~ government and its information set in an' awkward sit~uàt:j.oQ.. 
~ '- ~ ~'. 

. , , 
. ..... , 

. ~ - . 
~In fact, since there is no reason to suppose tha~ gov~r~ent has the 

requ{site infoqnation~ Baily' s mode~ ci;lnnot provide =a ~r:at'ionale.- for, the 

gover~ent -operat;:ion of unemploymen i.' in~Pt'àrtc~ progranrs., ~ Thé' pri vate'· 
~, ~ 1-

seetor eould operate-the progîam on the same terms.(t7) 

Th'e challenge posed to those' who would -eonstrue t ~ .theoretiea::J.. 

.. ' 

. " 

model. oF gbvernm~nt p~yments to'the unémployed' i~ to.ineorporate the actual' 
• --, v',", ~ - '" - ,." . 

, " 

nature ,of.unempl?y.ment, i~cludihg the is~u~of a.social welfare function - , , , 

~ntq the analysis. 
, , 

, ' 

. , 

l • 

. -/ ... 

_ _ 1 ~ • l 

Writl.ng ip. r:e.ga~d: 1:0, ?ùb~ic p~ns:i;o~ "plans, Asimakopulo's has, stated' 

'that '" ... .' , ; 

[~]()~sideratiQns o'~: equity and" économie condit:idhS:: at.e both 
:Lnvol ved in the -formulation of' the provisions of -~nblic: ' 
pen'sion plans., ·It is the dissatisfaetlon with the eeonomie 
pos~tion 'of One group, which iS,n9 longer a 'PI;iJ::ticl . .pant in,' 

,econo.mic ac~i-vity 1 relative to that of anothé'r .group whose " ' 
:' .. /:... '! :. ~ '. '. , .. ' . . , ' ,,', 

:;. [<. " ,':- - ' 
. -

~ c 
, > • . , ", 

" ,1 

l' 

" 

, 
'r ~ _.. • 

, ,,1 .' 
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," 
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. _ ... ~ '. .... . .. .. "\ .. ~.... - ~, , .' ,.., " .. 

. sh~re' in c'U~rep.t' 'i'~cc;~~: 1s'-prà~~~~~~.' by' ~t~: ,pàr'titipati~IÏ 'in' ': 
. ' ééonQm::tc' 'a~ti vi t y, tha 1: ,'pi.q'Vides '-'tf)ë' : mot;i ve-'force. f qr. 'sucti '" 
, pltll~S.' A pe~àio'll .. ~aw' taxes tbè la,t:t~r-,~r(),l.1J> ·tô .'p'rQ.vj.d~: inè~me 

,- ' for,' t.h~' former: The rat~ of ot,aXes, ·l'eVled' and the 'Si~e 0(', 
-, 'tr8il~fer:s j>a::i,q' depend, ~ upon tb~, va,l~~~'judge,ments ,ùléfde ;about the' :':' » 
'" .. relat.±ve cons~pt:.ion. o~ these two' :gr.oups ~nd -uPQn' the-'nét, 

, . ' effecis . of âl térnati ve rates' -oi taXa'tiOlï and trarisfer's un 
the~e··grbups.(18) . "'" ,,;', :: ... : ,.' . . . .' :"" 

.... ~ ~ ._~ 

1t is the ar'gument,.of ,the .present, &,eèi:;i.on that it is reasonable to cas~' - ." '. _. ,-

• • ~ ~ f 

government paym~nts:"to - tlÎe uqemployed in. s).1t;n. terms. Payments to _ the 
.. ""... ~ ~ .... ..'. ,_ ~..... ~ • ~I! .. ' 1 : _ ~ 

unem'P~,or.::d' 'are tratisfe~s fr~m income e~rned-:'in) t~e preva±.lin8 time p~riod 

_ to' 'tbo~e .';"~th6~t . employm!'!nt. They 'are not a. fo~m of 's~vings, nor are ,thèy 

an in~emni~y d~aWI! 'rrom .an fnsurance Î~.md: The basi~ for tllese payments 18 . . , 

. '. -
a sei. of'va~ue judg~mEmts that'concer~ the relative earnings 'Of thoae -,' ,'_ .. ,. 

~ ... '" .. .. " .. ,; , ~ ... 
- .. ] ... 

" 

, , .'. , .... -.. ~ 
.,--

, ' 
-,,%4 ... 

", .I~ this~ model ~orkers, firstly. 'are '(lefin~,d accoFding, ~o_ ~h~.i~' . 
" . ! 

. s1,1scepp.b;ility' 'to ~rrelDf'loyoiènt .. (19.>. In' the' simplest of G?se~ iwo, .. ~ss,~s':- , -:,-": ,," 
~__.. ~ ~ .. ',~... r' l .. " ~ • ," 1... Q' _ ... ' -:. :.' .... ... '~ ~. .. ~ 

of jnd~V'id~als may bé' defirled:,' tlio.se' wh() 'are i.mémploYtl1ent"~~one:' '~rid 'th()~: .':' 
~ _ - ", j ~ ().\' ~ ... _ : \* .. ~ ":: .... ~ .: ~;;; _ 4. _ 

who may never expèrience a. sp~ll Q.f un~~proYJ11ent Q~.tt:i!lg tltè'ir w~Î'king, "_ '< • 

.. 1.." ..., .... l ~'.. ~.. .. ...... .. - ... '.. .. t" .. ~ .... ......... 'f. .. 
(- .... ,; , 

.- ~, : ,lives., The moqel, â-ei ,~~Ch;'-:re!:!ts UPQri,~ conception of the laJiàür 
--~ _ l J '" : ... _ - ... ..' .. • ~ ...... f 

mârket _a"S' • , .' • 
.. .. : '" :' 1',.;'" -~ 

segmen'l;ed.(20) The cJimens10ns:of this se8mè~tati<;)fi'may ,b~ many: 
, - .. -.. . 

, '" 
àge, .se~, ::," 

". .. , 
. t 

~ ~ -. ." .. ~ . .. ~ 

qccupstdon; and regïon 1 aU suggest thems~l~e&: rn, .. re~lity, unemployÎnent 1:8 " 
• ~ ... .... \ 1 J ' .. ~ - ... .'.. 1-" • .. ... .. .." .. ~ ... ' ~." • -

co.~~entr~~ed a~~~g pa;~icul~r~. gtoups •. :· If" ~he 'modei i~"to-', è~Ptu'i,e' ti1i~ '~~~,: .. ~;<.{:;':.:' 
fact a. representati ye worker shoul.d ~()'t i ,inc;leed. èaJ}I1ot; 'be ;on'l;ltrUc~~d":' ::~ .. :~ ',. .. :. .," 

• J.. ..- • _ .. -' '\ .. _ - .. .. ~ 

",- " The nature oJ ,the pr~ba~ilit;:y 'of' uri~~~loy~~ë'~~' ~ust àlsQ be cOn~ '.,' " , 
..' .. ."., ... - - .. 

\' , 

s:idered. ,'Unemployment, .in reality~ 1~ a,:dyh8lniC Fisk •. In~rodu~iI)..~ .~ncer. ... : 
" 1_. .. JI • .. • _ , _ .. _. 'p t .. ," .... :,: ~_. _ ',." .." • ~ .. 

lt~inty ,lnta' the analysis precludes 'the- possibility of calctil~ting an ex 
.-fi' • .....,...- • 

. ante probab±lity for insuràné.~ .purposes.'(21) ,Une~pl~y~eIl:t;:. str.i~~~ ,~me' 
~ \. .-

.'. 

, ' -more than others. . Those suscepd hIe tb i t. have· no way" of ,pr,èdicting i ts 

, . 
" . , '. 

·1 ........ 

-- . " : ... - .. - ., 
• l," 

: '1 " 
.. - '. ~ 

• 1 ... 

..... _~ ______ ...;......:-:......._L-_,~, ____ , 
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_' .. t 

) . 

• 1 

. . 
: ," tj.m1rig -or seve~ity. ' This 'impÙes tliat' indfVidu8.l ~s~ving' is an' ineff:M;ient 

.. -, • .. ~ ~ _. .1 ... 1 ~ .... ~_ - • 

" , 

.. ': 'lJ!ethod of ~~stàining a -futùre $pell. ~f. ,ùnemploYJIÏeRt. :i~deed,. the . .indivi':" ' 
", , .... 1 ',,' .. • ". - ., .' ~ 1 1 '.... .. ~ 

" ',' " :-d~i d~es .riot ,posses~ . inf~~~tion reg~rdin~ the ~ount of saving~ rëAui~ed:' , 
..,. • ,-, .... ~ ~ _ ~ • ~ • " ...., .. _" 1 • 'l 

Fù~thér~o.re, 'unant1e'ipatêd i~fl'ilti~n rend~rs its f~tui-e .val~~ une-ei-tài~. ' 

'-

~ 

Fl.na'lly', éinployment Inco'mEt. may not eyen 'be great én9ugh to a~low f~r anl 
.. J .... • • ... 1 .. ' 1 ~ 1 • ; 1 .. 

s~h.~ta!1ti~l:amo~t of, sa~ing. if 'those pr?'~~ to unemployinent are '16w inëome", " 
" 

! . 
" 

l, .' 

J 

.earpers. ,0- ~ 1 1 

, , l~ :d<!iti~nt~ not i.~iRg ~red~\~.1i1e U~';'Pl~yme~t' P;~~~bhiÙ~S~,~. ~ 
,~ntei:dé~ende~t., I~ .cptiju~et::;ion With 'th~e re~sonin~, this f'aet }lould 

"i J" 

, i 

.. :. , 
! ~ 1 • 

r~n4~r pr,~vat~ or group. insurance plans inefff;!ctive ~n maintàlnfng the 
~ • : li... ,,' 'C' " .. 

. -inaomes' of: the unemployed ~ . TIre 's ilDU 1 tari~ous demands ~of ~ man y upon t~ , 
.. '~I 1 1 ~ • • r ~ ... , 1 

, , 

" , 

l, , . 
accumûlated f~nds of the :i.nsurance s~hemEl would th~eàten -its solNençy. "The ' , . 

'" '.{ 

~"'. ~ ~ .. 
l 

"'::; ..... -

, l 
! _ i 

, ! 
. t 
-t 

! : 

" 

• 1} . 

. , .... 

l~'" . c) ." 
., . 

., , . 

U' l'·,'-:- .. -
.r, , 

. . " - , , 
, .. , .. ~ .. :~ ....' . 

g~:vernm~l!t: is the Qnl:y organizat~on eapabl;e' of,.operating a pr9g:r;:~m of 
, • ~l • _.1 ~ \ . ' ~ 1 .. ... .. 

~. ·t.ricoine JD8±htè~arice, fQr the. unèmploye<i". ~verIunent autbority renders the 
," j ~~: 1 (l • _ .. -, : ..... - '. ~ ~.. ' t '~ _ \ '1 ,'" ' , " - ~ .. '... 

, program compulsory and aildws, thére'l?Y, the, p~oling of, heterogene'Ou!,! indi~ , 
... • • \ _ - ~ 1'" 4 , '., " 1 1 ~ _ ~ ~ 

, .. V.;i.duà~~.' 'The goveilJ,lllent' ~ abi'~i~Y. 'ta t~x,; ~~low~ t~an,sf~rs t,? be effect~d, ' ~" ' 

~tween' ipdivïduals' in 'order:' '~à maintain the incames,'of Jhose suffering a' 
, " ..' '" ',.' ) 

" " : ':;lp~l1: of unemployment'" It is Rot the 'existence" of 'a"fund' that renders' 
.." 1 ~ .' '. . '" " 

. ~ov~r~ent ,programs sol vent. The state' s guarante~d' existence3 and its 
. ' 
abHity' to 'ensure compliance make it the onJvr organization 'capable of 

, "'. 1 ... 

, .' 
. maintaining the incomes of the ùnemploy~d. Government payment's to the 

, , . 
, , • 1 l 

: un~mpl~yeèJ.'at~ ~ransfer payments id eaçn of a successio~ of time perio4's. 

" . It .may perhaps be instructive to compare -this view Qf goverrunent 
" 

JO " .. ,-" , 

" - p;ayll.\ents, to th~ unemployed lfi th the' model of public pension' plans developed 

, , . 
) 1 (~ 

1 -' .. 

. ' 

" .' 

" 
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,~by Asimakopulos and Wel-don .,(22): The simi.i~riÜes Det'w~n, the two programs . ' , 

.. ,'underscolies the more fu~d~ent.~l d~stinFtion b-èing made ',between insurance 

" sch~més and ~ublic progr,~S:'Of ~i~c0lI!e tr~fisf~r: 
v ' _ - • 1 

\ .., • )' .. - " b " • t 1 

> , 
\ . ,'A,S.itnak?pulo~ and Weldon dr'av,8 di'stinction' betw'een publi~ ,and 

f 
1 
j-l, 
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.,'-,:' ~ pli vaté ,p~ns?-~n ~l~.ns. " " , 
.. " 1 

" ' 

, , ' 

, , 

. " J .. ... 1.... ' ~ . ~ .. 
" . .. By a ~'~ûre ~overnment" pensi~n plan we -mèan a scheine.. whereby , 

, '. government exercises its command' ovet goods' to provide' inc.ome 
, for pÈmsioners and instruc,ts succeSsor governmentl? on, the' ., ~' .. 

.. " 

.' roléS, to tJ:e used 'in determining future 'pen&iOlls. By' a '~'pur'e 
" .,' 'pr'ivate11 pension plan we, m~an a' scheme in which -payment~ coRÎ'e 

. ,,'on,ly from éapital 'tha~ has been specifically &ccumnlàted, ·in 
- , one' form or' another, by or on behçüf of an ind{ vidual: Th'e' 
, defin,itions are based upon differences between soéial and 

irtdividual methods' of providl.ng pénsion·s. Gove'rnment has' the 
," power to' tà.x and U-se ,the revenue' for pensions, while' an , 
ind:ivi~ual 'can, on hls o.wn. provi'de for hif? retirement only 
,tnrough sâvings buiÙ up d'uring' his working life. (23) , 

'l' • .' . -

'A.pure' ,publ:i,~ p.e~si~n_ plan- i~ "the 'resuit"'of -th~ .ap-p1i~atio~- olf ,a socia'l' 
! ' .. ~./ ~ '" '1 ' ~ 1.. 

. " : ' 

, l' . ,')te,ifa,re', fùnétion to the prevailin'g eco.rlomic circumstanc'es. Transfers are 
~ .. • f ~ • 1 _ ... • ' • 

~., .. ; 1 

: 

'. 

• "./' '. 1 

- used t'o prod\1ce a distribution of incorne between different 'social 'gro~ps, 
, , ' 

~ ~ ., 
those einployed and. those\retirèd J that i5 con'sidered more appropriate - t,han 

\' l ' • 

the fri:tu'ation that would p-r~vaiî in th~ plants 'absence. Il[T]he basi,c 
, -.' 

p~incipie of the ',pur~ [p~'blic] plan fs that payments are tran~fer.s. "(24} 
, " 

Public' pension ,plans are a !:,?oclal r~sponse to t,he inade.quacy of 

private ~rrangement,s in mai~taining 'the living standards of the aged. _ 

Private mechanisms proved ,inadequate for a number of reasons. ' The,incornes 

of the aged during their years in the labour force may not have been surf-

cient to provide for an appropria te level of savings. This problem is 

compounded by the spread of industrialization and the consequent deteriora-

tion of the extended famUy that originally provided the basis for inter-

generational transfers. Even if savings cO,uld be accumulated their future 

-' , 
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' v~l~e is an uncertainty. An individqal is not capable·of ac~u~ately pre~ 

fcti~g 'the l,e~th {lf retir~~ent so tbat·. inc~me' requirem'e;nts are not' knoWlÏ 

during tne years' of ~abour force, participation. Unantici pB;ted inflatio~ t 

furthermore, may threaten the value of savings in future periods. , . - Finally, 
, , 

private arrangements cannot' ~ec.essarily accommodate ,the desire of' the . 
.. - _ ... 

retired for a particula,r relative standing in the income hierarchy'! If 

, " 

, population.and productivity are increasing an inliividua,1' s reliance upon 
, , 

savings" in retirement may, depending upon the interest rate, imply a fall 
? -

\ 

in income yi~ a. \ris th~ working population. 

The m9gel of a pure public plan recognizes the heterogeneity of the' 

actors invQlved. Individuals are, in the very least" categorized by age, -. 
~ 

Furthermore, it is recogn:j,zed that knowledge of the future is limited. The-
, " 

, ' .-
model operate~ within the context of an uncertain future: 

~ 

static risks and 

:.-~ .. ':'{" . " .... ,,Stàtionary 'states are not iniplied. Pensions, âs a" result. have· nothing. 
'Ill: \ 

" 

\' 

much to do with the future and should be examined in shor~7run' ter~s.(25) 

" 
Workers are aware of prevailîng consump'tio.n possibilities but not those Qf 

, 
the future period when they will retire. In the case of pure-public' . ' , ' ~ 

," 

, . 
p~n~ions, ~here it is assumed that the consumption goods are non-storable 

so' as to abstract from savings entirely, pensions can only come fro~ 
~ , 

gove~nm~nt., The authors say in a footnote that they 

see' "government" and "social weI,fare function" in much the 
, same way., "Government" is the agency that acts i,n a' 
,collective way in a given period in terms of ~ par.ticular 
social welfare function. In the next period ~here is a 
successor government that acts for ~he new distribution of 
persons in terms of a new sociàl welfare function. No .doubt 
there is great continui ty in these things from one period to 
the next. <?6) 

" , . ~. ,., , 

" '- r. 
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, 
. " " 

Withi~ the context of uncertainty it ~~s ,out o~ the' realm of" the j>,revailing 
" 

g~verrun;nti~ po~er and infor~tion, to,guarantee a particular level of' 

retirement income ,to its workers. AlI that the government ca~ po is redis­

.t.ribute -cur"rent 'iricome to those pr,esently ret:tred and make the condit;ional 

proJUise to its workers that they will be t'reated accordingly. Tt can 

attempt to inIluence the decisions of its successor by honouring the 

promises madé by its predecessor·. It nas no guarantee, however, that its 
" -

, promises will be honoured in turn as changlng demographics, values, and , , 

; economic conditions will influence its suceessors ability to Bet. 

Public plans are a means of effecting intergenerational trans­
fers in' each of a sequence of time periods .... The continuance 
of these plans depends on the ability and,willingness'of the 
governments in each of these time periods to raise the taxes 
to finance these transfers. The integrity of public pension 
plans thus does not de pend in any way on'the build-up or the 
~xistence'of a fund o~t of which pension benefits are to be 
paid. This is a fundamental differencé between these ,plans 
and private (nonfamily) arrangements for retirement income, 
which depend for their success on the build-up of 'a fund for. 
the provision of income to the agea.(21) 

By incorporating heterogeneous act~rs ~n the context of uncerta~nty 

this model resembles the formulation Rresented~of government payments to 

the unemp~oyed. Furthermore, i t suggest,s that collective values and pre­

vailing economic condi tions may be im.portant -determinants of program stiuè-' 

1 

: 1 
·î 4 

, ! 
1 
i 

ture. Retirement is an eventuàlity for aIl actors, in the model., The ,tact' " 
1 

that generations overlap entails' an economic logie of the'behaviour of , , 

, . 
successive governments. The cu,rrently empl?yed sup'~ort.a public pension, , 

program because they expect to receive similar benefits in the,future. 

Initially one i5 tempted to adopt a similar reasoning in developing , ' 

~'model of government payments to the unemployed. A two period framework , 

could be u,?ed to cast the pro gram ,in the Mme mold as ,pubÏic pensio~ plans. 
" ' 

\ ' , -

\ 
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Those employed during the first period would concede ta the taxation of 
o 

the1r incorne ta support the unernp16yed because out of self-~nt'erest they " 

would desire to obtain the same treatrnent in the second period should they 

-
be unemplqyed. However, while -old age is an eventuality for aIl actors, 

unemployment need not be. A large ,percentage of the labour force may never 
• ~ 1 • 

, , 

experience a ,spell -of unemploy~ent. The basis in self-inter est for a 

program of government paym~nts to the unemployed is weak wit,h the result 

tJ:1a~ suppot:t' for such 'p'ayments is at bes~ ambi val,ent. " 

qn'~ llIay argue that every .:indi vidùa~ faces the ri~k of unenlployment 

, 'to' some- ~~tent. (2&) fJeterogenei,t y i8 a matter- of degree. \ The risk may hé ' 
, , 

very sm~l~ 'for sorne gr.oups ,but i t is still present and provides. therefore, 

a justification'of the program out of s~lf-interest. Even though 'it i8 
, ' 

c?,rI.:éct to, suggest that unemployrnent is ·an e,:,er prevalent risk that a11 

. ~~i:o'r~ face, diÙe~e~èes :i,n degree may lead to, quàli~ati:ve differ~nces in . 
, - , \' 

behaviour. Behavïour towards very small risks may be disting~il?h~d fr6m' 
, , 

, behavi~ur - to large risks. Risks bélow B""·partit.ular' thre,shoÙI may' be 
. , ~ .. 

ignored by the individual. 'Only once, the thr~sholi i5 passed do in'clivi-

duals rec.ognize ~nd act ,upon the, risk t s existence., The, support for: a 

, program .of ' g~vernment, payments tD the unemployed w~l1, be ambi vplent .' It', 

may, in f~ct, ,vary with the, bu!:;iness cycle depending upon hbW change's :i'n 
, , 

uQemployment influence' expettat{ons of' -the future. If the unemployinent 
, , , 

, \ \' , " . 
caùsed. '~y a ,recess~on is great' eno~gh to, ,affect al1 groups i~ society the 

, 
lQw 'ri,sk 'groupfl may reas~ess their exp_ecta-tion of eX{Jeriencin~ fufure 

\ . l ' 

,unemp1oyment. Support. for the pr'ogram mey, as a resul!: increase duiîllg the 
" ~ . ~ ~ 

~ 
rec~ssion. Cutbacks may De preve'nted or the program could actually be 

ex,panded e~~n though the governnient ',s, ~udgeta'r! situation has deterïorated; 

, ...... 
, ' 
~ 

: 
l , 

,--'--~----~~--..... ~------------~--------~-------------
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If such a reassessment does not OCClU program support may wither even 

though high risk groups require, Hs benefi!;s t9 a greater degree. Cyclical 

'booms may ~ in -a similar fashion, prompt decreases or increases in program 

sùpport·(~9) _ .. 
A further argument in support of the hypot,hesis that there is a\ 

justificarion out of self~i~t'ei~est for g.overn~ent payments tO the unem-\ 

ployed cpuld be made. ' The un~t of the anslysis should 'be the family, nbt 
f ~ 

the indlVidual, ,Ji thin the f'amily theré are low and high risk individu ls. 
, , 

The' low risk individuals may ag'ree to the taxation of their incornes 
, \ # • 

they know that the program -of governrnent payrnents to the unemployed wil 
1 

, benefit;; 'to sorne 'degree, other, members of the famUy. Even if this view is 

valid the support garnereq for a program of governrnent payments to _the 

unemp~oyed would not be as great as, that for public pension 4programs. (30) 

The absence ,of a clear basis in self-interest for the support of 

government programs to the unemployed ÎlI,tplies that it is 'important to view 

~~e social 'welfare function as embadying the preferences of the most polit-( 

ically power fuI of the two soc:ï,al groups: the employed or the unemploye~. (J 

The nature and extent of government intervention is influenced by the 

dominant value system of the time. Poli tical institutions may influence 

the manner and extent to which these values are' reflected in legislation. 

Bath factors will influence the system ,of payments to the unemployed. (~l) 

Ta the extent that unemployment is recognized as involuntary there will be 

a c;:ontinuàl basis for the maintenanc~ of the relative standing of the 

unemployed. (32) In this way a clear rationale is evident for inter alia 

the coverage of the seasonally unemployed. While such a system of in corne 
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securi ty may differ in sorne respects frorn a prograrn of public pensions it' 

does share the characteristic that pre~ailing economic conditions will 
, 

influence progratn generosi ty. 

2.2.3 Summary 

This section presents two alternative models of government payments 

to the unemployed. It suggests that the assumptions required to invoke the 

insurance model do not accurately reflect the nature of unemployment. A 

~ . 
model of government payments to the unemployed aS a publl.c program of 

income transfer mey be a more appropriate representation of reality. 

2.3 GOVERNMENT PJ\YMENTS TO THE UNEMPLOYED IN PRACTICE-
, , 

Each of the above models 'of government payments to the unemployed 

have implications for a11 major aspeq:s of program design. These inc1ude 

the extent of coverage 1 the benefit structure (benefit eligibili ty, d~i~-

tion, and rates), the contributio,n rates, and the status of the ~und. 

Viewing a prpgram of government payments ta the unemploye.d as 
.. ' 

insurance implies that its structure can be determined ,'by 'the' dic'tàtes of 

actuarial soundness. The fact that unemployment is not an insurable rïsk, 
~ " , . 

however, implies that insurance prinéipl~s . provide an ,itlc:omplete guide' for, 

program design. Even when they are 'fuUy acce~ted t,here remafns a great 

deal of discretiort in the determin~tion o~ the a~~UéÙ levels 6f .th~ pr~~ 
gram's parameters. An interpretation of.go,vernment payrnents "to the unern­

ployed as a public program -of incorne 'tia~sf-er recognizes that the prpgram' s . ,. , 

structure is design~d in a fàs~i,09 ,congrue,nt with the 'social pUJ;"pose of 

- ~ , -, 

-' 

" 

. ' 

- " 1 

J 
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• 1 

maintain~ng' the incomés of the un'e~Plo~ed in accqrdanc~ 'wlth the desb':e and 

, ability of soc.iety to meet the costs. fhe political process remains an 

im/portant dèterminant of program struct~re. 

The following section sketches two hypothetical program structures. 

A narrow and \~ightlY structu';ed ~nempl.oyment insurance program is con­

trasted wl.th ~ potent~al{y broader program of inc~me ~ransfer payments to 

the' unemployed\. These ideal ty'pes .. are described in arder ta provide a 

backdrop for interpret.ing the ~atlJre 'of the ,Canadian program and assessing 

the manner in- which it hat -dist;iouted 'the 'costs df \1nenip1oy.ment.~' t~e, ,._ ~_~ , 

topies of Chapter 3 and 4. 

Insurance notions have implications for al.1 major aspects' of a 

program of governmeo t paymen ts ,~o the unemployed. ,The Unemploymet:t t. Insur-' 
\ . 

ance Commission. for example" 'stated the p~i~ciple's of insùrançe appro-. 

priate f?f progr~m de$i~n as fo~lows: 

.. , . 

A Plan of insurance ~ust.have an actuarial basis. T~ere 
,must be a definition of the risk insured against a,nd. the' 
conditions under whicn indemnity wil~ be paid; the area of 
insurance must be limited tà contingencies., net' situations 
that are certain to occur; there .must be'some possibility ~f 

- estimating t.he rate of occurrence of the contingency'i ·the' . 
amount of the-indeqmity (under uneml:>loyment insurance, the 
rate and duration of paymfmt) must be determined; and th€' 
premium or c-ontribution must be calc\llated which i5 needed to 
pr~vide a fund sufficient ,t<? meet aIl probable' c1ilims. 

For an unemployment i~sutanèe. plan to be genuine insurance, 
it fo11ows that (1) t'he insured person, to have an insurable 
interest. must be subjett ~o losing something of real value; 
(2) the actual occurrence of this cont~ngençy ,must be easy of' 

" verification and· of proof that it falls within the scope of 
the insu'rance contr.act. ' '" . '. . 

Under unemployment insurance. as regards (11, the cohtin­
gency i8 10S8 of employment and the earnings thereftom. A 
person who is not normally in insurable employment to a sub­
stàotial extent and within a ~ecent period of time has·nothing 
of substantiaL value to lose and camiot have an insurable 

\ 
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interest. As regards (2),- there must be a, ready mean5- of - '< 

determining when an insured person i5 unémplayed and whether 
he meets the minimum 'conditions for the receipt of 'benefiL . 

The above ls a brief statemènt of what is meant by "insur­
ance principles" as that expression is used in connection with, 
unem'ployment insurancé. A scheme of cash relief for the 
unemployed which does not'j adhere ta these printiples is not 
insurance. (33) . 
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- - Insurance i5 indemnity for loss, and unemployment insurance, in particular,-, 

, 'is indemnity for 1055 of wages resul ting from ,unemployment. "Where the~e 

is- no insurab1e l.nterest, tj1ere can be nothing at rls~, no event' whieh can 

cause a 10ss, and no basis for indèmnity or for à
T

lawful-contract of 

, ,fiidemnity.ff(34) 

'The issue of coverage i5 basic to program'design. Th~ fund~mental, 
,-' . . . 

. ' 

.' 

, insûranc'e notion of indemnity of 1055 has direct implications fol' the 

'extent of program coverag~., In thïs ,regard, it has beèI,l sta'ted ,that, 

a' màn cannot be said to lose wha't "he never ha'd. .It could not 
be held that if a p!an normal1y works, from Monday to Friday he 
has suffered a 10ss of wages because he is not working, (i. e. ' 
j,s ~'unemployed), on Saturday and Sunday. Simi:lù1y if he .­
normally ,woFks from April l, to Decembet;' 1 and is normaUy 'idle 
the rest -ef the year., ne' çannot, be· sa:t,d, to 'have ':lost" any 
,wage~ fr~m D~cemb~'r 1 ~o April 1., It is true tha~ ,he mày peed 
sorne out,side assistance to enable him to tide 'over the' ïdle 
peTiod but -th,is i8 fiot the copcern of insurance and it w-Ould. 
b~ a disto,:-tion of an insurance plan to provide sudi é).ssis­
tance under the guise of 'insurance.(35) 

" , 

, -
" 

A~,unemproym~nt i,nsurance progt~m'should be concernéd, therefore, with on11 
, ' 

,thc:y: 'par_t of unèmploymen~, that is, a contingency. Indein~ity for loss~ 
, , 

, 'implies that coverage- should not encompass the seasonall:y ùn~lÙployed. ' 

LiJœwise ,it implie~ that those not s'ubject to unempldyme,nt be exc1uded ,from ' 

cov~rage. Furthermore, t,he model of insurance -suggests that those covered 

" a11 face identical 'probabilities of unemployment. Should these pfobabil-
. -

it~es di t,fer, actuarial considerat~ons require that contribut.ion rates 

, \ 

, , 

, , 
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,sMuid be' set' ac~ordingly , Contributions 'must be set according to' expécted 

benefits: they must' be, to, boriow 'an oh ,used phr~se. "experience rat~d",' 

In any case, cer taintïes have no pl~ce, in an in::;urance sch~me, Those 

group~ who regula:lx. .,~xpenence a predÙté!ble sp:ll 'Qf, 'u,!emploY,ment: as wel,l 
. . 

c,s, those who never experienee a spell woùld be' excluded frqm a progràm'?f , 

unemployment insurance. 

.A publiC: pro gram of incarne maintenance, on the qthe'r hand,' could bè 
, , 

much broader in s«;:ope, ,In thè liml t i t çould be' uni versaI. Governmental. 

authority that renders the sC~t:;me oompulsory a,110\ol8 di(5parate risks t0 be: 
,t, , 

pooled, , The govt;rrimental rn6n'opoly eliminates any eompetÜi v~ pressu~es 
" -

leading to the dis'crïmin~tïon of rïsks and permi:ts the m,aking of transfers 
. 

between them. The precise',extent of coverage· would not be a teehnical 

problem to be sol ved on the ba'Sis' of actuarial critéria" but an aspect of 

'social polie y 'to be add~esséd in' terms of the comm~ni ty: s 'Values and .the 

ec~>n,ômy' s performane,e, ~s such, the sea50nally un~mployed and those' not 

exposed -to' the th,eat of unemploymeni"coul~, conC"eivab~y be inc1u4ed in such' 

a progrJUD ~ 

Ci'ven the appropriate scope fbr th~ p~C;gram, insurance principles 

sugges~ t,hat'indempity s~ould be pai~ 'only undér particular conditions. 'In 

the c;:lse of unempl.-qyment insurance the individual' must invoiun,tarily lose, 

the wages der'ived from employment,' the insur~Dle J;"tsk. ,'The individual 'must 
, , ~,' . , , ' 

al'so have made çontribqtions to the fund at a 'rate and dûrati'on eqû~l, to, 

expected benefits. The 'basiC' criterra for' ~l~gibi1ity are, dèfined in terms " 
, 

of ~~employment as an ~nsuraDle risk. These have been stated as: (1) the 

individual $hould oe unemployed; (2) the individuai shoul.d be capable of . 

and availélb1e for work; (3) the ,indivïdual shoùld be unable to find suitable 

: l, 
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'. . 
employmeÎtt.J3~) ,The$e, ~r,:ù:eria'; however, 'leave, ',ma.ny pra~Ùé8~. i,ssues~ _ 

unresol'ved. Oô.. what basis, çan i~voluntary unemployment'. which ·.the'p~og~am . 
~ • ~ - ' ~ " - " ~!: 

" ' 

desires to insure. he distinguished from voluntary" uRemployment? 'How, ate 

ca.pability and availahilit;y for ,:"ork to' be defined? What is to be c-onsid-' 
" 

ered as 'suitable' emploYlJle~t? ,'Addid~:>na1- cnteria :based on administr,ative 
, . 

convenience and f~irness mu.st 'entèr if a w,rkable guide ,is to be devel'oped •. 
, . , , 

'As â result the appropriate eligib:i,lity I;'equir:ements are open ,to 
... , . . 

'dÛfè~ent' iI'lt~rpr~tations: A pùbli~ p~()gram pf incarne ~i~tenanCé woùld'. 
~ '" • 1 _ .. \ • 

,not, seek ta justi~y such criteria ln term~ of 1ns,urable' interest, , but· , , 
< - ~ .. \ ". 

're~ogniz~ them in terms or' its, 'social ·purp~se. ÉligibÙ;ity,criteri~.'s~~ve, 
.. ',,, -' _ ,.. .. - "Y'''' • • • 

- , " .~ ~-"':;ll 

as a lDeans of aHocating costs and as a way of identHying th6:Sè deemed by , 
.. r , ~. ." 

" , 

society to J'lave· tlle right to ,governmental' 'assistance. In this rt?spéct one . ~ ... ' , 

ànalyst 'has stated that 

, . 
;, 

the conc~Pt of insurabl'e' ,intérest, if it can 'bé 'sa.id to exist 
" ~ v'" 

at aIl,. in social insurance, i8 ve.ry' different ',from 'that, which 
underliès ,private ins~rance. In the latter, tt is an , 
indi,vidual concept: the rules' arè devised to· eliminate those 
indi vÜfuals who cannot be held to have an insurable interest ' 

, 'in the risks insùred against. ' In soc:i,al ins~ranGe, as. indeèd 
the name of the i~stit~Ùot;l S?uggests, the .concèpt is social:' 

'the purp9se of eligibility provisions is ta hmi 12 payment to " 
those whose néeds create a sociql interest.' This intereSt ts 
twofôld:' ,ta gi ve some or a11 of t'he people a guara'nt~e -of 
~ncome. in a' form that meets prevail,ing views' of "'hat is . 
acceptable, and to do it in ways that Jllinimize the adverse 
effects on the economy as a whole. (37) . 

9t8!tgès in eligibility cr'iteria do not 'necessarily reHect changes in' 

. , ." ~ 
'unemployment as an ipsurable -r\!?k.-, They are, rather, 'a,'meas'ure of how:thè,' 

• " • , ', ~' '(.0 0, 

costs of' unemployment are being distributed. 
, ' , 

" 

, 1. , , 
, As concerns the relationship between bènefit rates and, duration, 

and c~ntribution rates. the insu~a'nce ,model' sugg~sts the use Of the 'prin-

ci.pIe of. individt1a~' equi~y: 
. . 

the individual 's expécted benefits m,ust ~q~~ " 

" 

il 
J, 

, , 
· 
. , 
· ' 

, · . 

'r 

" , 

,i' 

1 , 
1. 

j, 

. , ' .. '. 
" 

1· ... ,.~ ; 

" ,l' 

, ' 
• 4e~ 4 j ~ &Â ; 't " 

-,d .' . 



, 

, 
j 

1 
l, 

,( 

, , 
" '. 

... ,,-

. 
1 

\ " 

4 ' 

il 

·f 
l, 

".' 

,,' 

C
' f ... ~~ 

1. 

, • 1 

" 

l " 

~ 
. 

1 

", 

l, , 

, , -\ 

" 
t ~, ' . ' 

, 

" 

~ . .( .. 

1 

" 

• 'l'' , , 

; '>.. 

, , , 
... , • '. 1 :t-

, . ' 
~1 

, ," 

l ' 

.... ' '" ,.. .. w 

_ .......... ..-_~~~.....,."' ....... ""'-'PJ:/'", 'ic ...... ~_ ............... ~.....,,_lo:If".,.~~,....,....;-~ .... "'_ "'.~ 
\ ... . ~ 

'. 
" . 

" 

. " 

" -,(' 

,,' . ' 
" 

, , 
, " 

.- rn 

\ J. • .. \ ~.. ,.,_'. 

, "'the i.:mividual 'sicontX:ibut'10nso ",As li. résuIt.-benefits and contributions 
, • ,,~ ... \.. ,.. , ~. .... 1 ~ " ~.... ...... , 

'. , '~~{ ~e. c1~sfi?~~ ded at the in~ivi.d\l~l 'leveI' and canno~ ,be a~tered indep-~~-", 0 

" , 

, " ',denti.y. 
.' 1 ' • ~ ....., ..... r -:: _ ' 

The beriefit i~ r~ceived as a IIlat!-er of right because of the. ", 

. ~yment- of c'ont:r:-~~utidns. <mIy the in9ivi.d~a1s insured would"be required 
.... -:.. ~ , , ' 

',~' ~o' ~ke. contri bution~ •. ' ~urther: 'i~demnl~y, m,ll~t ~ - tied to· the extent of ,. 
1. , ~ ,- • .... \ 1 1 . , 

,lOBS. A fûnd of, süfficie'nt, 's'ize must ai~o ~e d~veloped to ensure the 
"1 ". f . , ' '''. \ 

~biVty' of, the, ,insux:er ta t:ulf,i~l its 'ob1igati~~ ,to the insured. This 

, re~u~res' a 'pr'ed:'i~fto:"n' ~.f' fut!1r~ ,unemplaym~~t aÏul tl;le setting of benefit .and 
.. , -. .. ," "" 
". - ~'-

cbntr:i,.Qutiori~ rates ,50. ai::!, tO, auiintain_ t:he '~fund at àn appropriate surplus • 
, • , ·ô, , \ 

, . 
In ~ public sc.hellle' the objective ot income proteat:ion requirE~s a 

, , . '" -

'coneern fo~ ~he' èc~rro~c we'il 'being of' tijose' '~ov'ered '~y thé,. progr~ and a' 
.... \" ' -'...' ~ • <J 

.'co~ceFn,fo~ the' b~nefits ànd 'costs te 'the ~ommunity. Benefit rates and 
, • 0 " 

duration would be determined', by the so~ia1- dè's~re to maintain ,the rtùatiye 
... . /":"' .... 

l, 

1 

.. t .JoI':w. .... 

~conomiè" 'position of th~ unempIoyed, 'and by :the economy.'s perfor:mance. 
-, '. .' , .. " . .. ~ 

Precise, bene,fi t durations and rates çannqt bé' determ:i,ned by a ,ratio rule: . 
\ ~ • \. • '," '. • ,..1 ' 

" - a rule" rel~ting 4\1ra,tiQn ta n~mber b,f contr~but~otls ~ade .. -' F~~.th~!:,more, .. , , 
, , 

. g1ven, the 'compul'sory natur~ "Of. t~e piogram', s~urçes 'ôf'fiilancing mey 
" " 

.' 

' .. inc,lude ~ot only the p6t,e_nt~ai !?enef~ciar'iés, but (,\l~o employers and ge~éral . 
.... .. • t. " ~,~ ~ • ~ • ,~, • ~ 

.:, governm~ntal' r'~venues"l. . Dèpen~ling ujJOn the 'ifl~erpret:aÙ~n ~iveri to thè 

'. ' 
nat'ur~ of ~n~mp.1o-yment,- and prevai'Ling 'ecb,nomic c~rid:tdons., b~n~fits·,maY· hë 

only,loosely tied t~ indi vidu~l. con't~i b~tîo·ns., 
\ ~ .. , . 

Actuarial, sou~dness" cornes td mean', no'~ that; ,èX:pecte-d bel'l:efits pt 
- , .' '" ". r '" ' 1". '.. ~ " -

'each ,i'ndivid~al :eq~al that ~~rticular "indi vl.dual 's c~t:ttTibuti'ons, but, that' 

in' a bro~d ·sen'se PFogram incorne mus,t equal: . ove; SO[Jle p~riod' Qf t*re. 

prosram ,expenditure," Given the compuls,ory nature of the program there is 

, 
" -~ , 

no need, for a" .fund. ' The pr'~gr'a.m''s 'i~teBrit;< i9 h~g,ed upon 'the: government 'g .., 
, '" ~ . . . 
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sa~J.ng. -,' Tlie -preci~e, pené,fit 'le~èl.and :'~l't'e: 1,11;tQcat..ion :of ,cos~~ '-,a~'e\ a~pects:' 

of'soci~l 'pàliç)t~p~I} .t~-'PQ-lf~:iC~~~·ihfiu~~~~~_' r ,,' , •• '" " " • , .:, 

.. , ;'.. l ' .. • '. "': ... :". 1 .. ",' ,,' • ..'Jo _. ~. .' .. 0 '" -.. '. ~ , .. 1 , 

, . : ,là ~er,l.1Is"àf 'coyeràge,: èliiù:iüit.y ;':tie~efi:t 9tr1:lctur~t,; c'ontri,f)utiàn 
if ~ ~ • .. r·........ . _, 

,', 'rates, and th~ need fot a!1d' $t-&ttt~ Of;,'a:f1!,nd-~"a"p:r:Ô8ràm'ba~,ed ~'po~'insp:r~' 
. apce princ;ip~es ~lf~~r~ "~~rkab~y, :f'~Ùin bn'e ,~'~sed, ~~o~ 'p~bli~ ~rihCi-p,les. 

~, • , ... l. ... ..' f .. 

(1 t ~ ~, • ... ~ ..... ':. - t ~ • ~ • ). '.. \0 • '.. • 4 

Thil! par,a'meter-s',ot' 'the."inèurance'pr'o'gr,am ha~è theoappear:an.ce of being tech':', 

, . ,. 

, \ 

( .'- ,,', " t -'" ' ":' '~,', ,,' - " ,',',' ,. 

, ',' ',' .. ',~riH:ally, 'deo~erminei. ',Thé:critério,n'~~f ,àÙ;~~d.ai ,s~undnèss~,offer~. p~eci~e . 

. ' ~les to be:fC?116~~d:'-:' ','it' i~' a'.rl~~;·o~'.p'r~'gr~~ 'in~l~<JiI\g 'ooly ,.tho~è groups 

,who, fa~.e ~~ predit-t~~l~. ;i~k' 'of.'~~e~~lOY~~~t'.' . Expecte~. b~Îl~~~t:~- 'tlre' closely 

.. ~ -

.1 -. _ • '. _.. - - • - # ' .. ..... ". -. .. ~ .. • ...... q, ., .. 

',t:i:et t:à~.prenû~~~ ~an-d :benefits' 'àÏ'~:'p'~id< 'trom' ~: fund,.' , ,rhe :CQgt~ o.f 'ùneD1p~ay:... 
, , ,:, " .,~', ' :. . --: ,': .; '. . .' "" ~ ",' " -. ' " , , " .;" ',' ',:," 

ment, ar,e, bore by t]lose 'subjec,t to ~'t;."', A,',p4-blic'pro'gram pt incorné maint'en.., 
," ..... .. - t ; .. ~ " 

, .- ~.ncé: '9fi t~e' ot~~r: --han~~: '~èéd '~~~ '~~, sd '~i,8~~iy·: d~s~gned .. '" ,~~.irag:;f ;~Tigi~ , 
,.. .0.... ' : _.. .... ~.- "'.\ ..... :" • ..:~" ... _._._ '., : ,: .. ::..... ........ .. _ ... '... ". .. ,.. :: ",-

,,':pÙhy, ~ben~fits ~~. ~Qnt'r~}}?tiQP'~~'Èil'f~\l ,q'p.~n 'tb\d~!~e:rë~~""assesSiIié,nts. , • 
, ~' " ..... "". ~ .. ~ • • i .. ~ 4 tI ~ ... -'.. .. , • ~ 01 ~ .. .. ': , ~. • • • , • " 

'The prt;>gram,' s' structurè . Wili; v'ary ,~i th changes in' such".as'~e~smen t.~ 'a~d' , , .... ' 
t,. • ..... l, R. ~ ~ ,) .-~ ... .,' ... ~~~ , ~ ,,~'.- • ",. :' -. ~ .. '6' .. • • ~, • ~ , , .#' _. 

,chang~s,; i'n ,th~· abiùtY , br ~he' ec~"o.mY: :td)jeà( t'ije ~osts ~l U1iemploy~etÏt·.-
• .... ••• • ... ,' ,. '!,. - • ...,)!::.... .. ,........'.... .. • " 

, . 
. ~ - ' . 
. : . .x:',. , 

1 l" : ~. .. 

'" ... - , . , 

" . , 

-' Th~, fa'c.t 'that ù~~~plOyin~ht .:tg.' n.~t ':-~n \ns~~~b~ë i'fitete~t' imp'li~s ,-
.' .. -- .. - '" .. fA • () ...}. :, ~~. • .. ;-, ~ '- "' .. - .. t .. • .:. ....... r· •• .. ," • 

_ '" • .! "" " , thai: ~nsurànt~.· p,~illc'ip;t.~~~cai-lUot ~s~~vë~~s 'a.~o!UP-i~te 'guide for program "1':\ 
',' 

.. t ,,~ •• :~.. " ." ~ '.' ...~. : ....... ..- il· .. - , . - ,,~ \,. . ... , , . ".. ,...l" • ".. .. • ~. .. " 

", ',,' -:": "',: f- >:.' '. 4èS,ig~' ev~n ~heh :,tq~y',~e' èXR~i'<~i~~y~ :~QciP~~d. ' 'l'~ 'p.ro~~bi~itY. .:ôf: ~~em,pfuY- ':'" 
_~ .'_'.-~r.:'.',_. _-_~~ .. ,~ c .. ' .......... _ .. ,." ',_., .. , ....... ~ . ,,; .. _I .. ~ 

" ::: . ::~' ~','".: ,'.~~:~e!1~,,~~ _~b~ '~~~~,~:f~.t~è.~.~~q~~i,d~a~~'s" è~f~?:\",,~t .. '~.s.,:~~~ ~s~~~~~: ~:m~'g~n~~u,~~~ ,~"'~" 
~- -- ," " .:and, i!ldependeÎlt:1y ,.sCrass' thé pop,ulation; :and, .it, ~~ ,.ft.ot 'p.rè.d.iét~bl,e'. ,As a 

',' , '.' -, ,: :' 1'-'" -':, \: . .' ", ' " ,', .- .' '. ,:' < .~- -, ~, . ," ~. -:, ';.' . ,.' " :"" : { , ~ , '-::', ; , , , .. ', 
.\ ,,~.,,' ',,~, resul:t- ,concerns,' such" ~s fliirIiess" ad~quac.y _ of . support ,. as ',weIl: as .. Âssues,' ", " " r' -- .".:,' ',-~' ''-:'f, ~~~i~,~~r'at~ ve' n~c~~~iby~: :'~~s~ 'e~t~~ 'dlS~~S~;~~~ ':~~' ~~~.~~~~ ,~,~fÜg~ ~f.r~~" , :: ' , 
~ • J"' , .' • • • J v! l , ' ':' ''':~::. -, : :' :. 1 ~ • ' ~ \ • ~ ;-. ~ : " .. ~ ~ , ..... '.. ,~. -: -. '" ~ ..... ~ • • ~.......'. '. "r ...... 

i '" "",.-. ~ ';'" ~hè very s~arti: \ r.h~, fgl'ltiwilJ.g :diap:ter, ,il.l~stx:a1;es ·'th~t :with 'respe,c~ : il? ::~h~' , ;., .-

i ' ,',~:' : -',': ,::':.- ':, ;~n~i~~' ~r~g·~'~~.',~~~~~'ànce ~O~iÔ~S( ~~p~és~~t: ~ 1l~i:.~ic~i~r ;st~nç.e ,-~p~~, ~~~ .. :" " . .-': 
f .- (:~., .;" .... ,:,':' è~es~' ~~'~~~~': ~~~:, t'QJ ~e . Ù~~rpr~,t~d ~", - ," >:_ " . : <' , ::' :;: ,':,--, : .'-':, ,,' ,:., 
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Chapter 3- . 0 • ': 

PUBLIC ASPECTS OF GOVERNMENT PAYMENTS T6 THE 
UNEMPLOYED IN CANADA,; THE PRE 1971 PROGRAM 

, , 

3;!:INTRoDUÇrION 

... . 

'. 

; 

'l " ,,~,~ 
Th~ 'p~evfous chapter illustrates the fact that un~mp~,ymè~t is'~Qt 
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an insurable risl<... Governme,nt payments to t~e' unéniployed do not repres~rÏt 
- ~ - , 

i,ndemnities that. must he struçtured in actuarial t~~ms. 'TheY' ,'are, tr.an~f~r 

paynjents be,tw~en groups in the prevailing period of time. It is the gov­

:~rnme.nt"s ~bi1ity t:o tax ànd transfe~ ·incorne between heterog~neous.gr.oups 

that '~os.û~~s the progrll,ll1' ~ e,ffJ..c~c y. ' __ ' " '" , 

, , " ' .. .', T~e tw.o fol'l~Wi~g' chaI>ter~ subs't~ntia~~" this po:t~t ',by rev.ie~ing t~~J_ .. 
• , • _, • 'Q ".' '. v ~' 0 0 .' 

. s.t~u~~ure imd' o~J;"al;'l,~ '~f , the .. Canadian program.: . ~~e f940 legislatibri ~nd' 

~ i~s, developrnent thr~gh the 1955 Act to the late 1960s' is contrasted with " 

·tlle, Î-9=7J Ac.t: and i1:s ôperation irito ·the· ,l,9BOs: -,N~ither scheme' operated a'S 
; •• , • ~ - 'Il ~ • _ 1 .~':.' ~ 

• j • ~ ~ 

. '\' an :(nsu,ranc'e ·pr.bgram. They" are, nonethélessf di~Ï::inguished by the degree 
• «; ~. ... l' • ~ ., ~ " 

. :~to ·~h-i~h.,oin~uni~ce not,ibns havé inf'rue~ced 'their ,~t~uct-dre. This fact 
\ .' •••• ' 'i' __ 

, \" . , . , 
~èâàs ,tô' the second major th~me of the' cha'ptelis: . the insurance model has ' 

• \ JI. -... 

',bféJj .a~d r~i:ll~ ,àn ~po'itant, inIltie~èe' upon, progr~ des-ign not becàuse '~t: , 
, .' 

. ;Pr:oviê:l~s';i~, ~ccura-te ~o~ceptQalizatiori of its nature arid operation, "but, 
• .' • l " ..... , .. 

" be~aùse it ·reprès~ht.s '8, ràtionalè, 'for ~ pardcular dis.tribùtion 'of t~ cost . ~ 
4 ~ ~' , • • • ' ... ~." ... ~, .-... ", • --. • ' • 1 r 

" of unemployme'nt: -olt' focuses àttention upon 'issues of prograni abuse., prob .... 
.. , I~ .. .. .' ~' , ~ • '. ~. 

lel,ll~ o:f° ~~ial. qazard, and the rèquirem~n:ts .. o,.f. a fund. .The lesult'i:ng strùc­

'ture'· pl~ce~ tIie burcJen' 0," un~mployment ùpo~ .the. ùn~mplby.ed as. 6pPofl~d' to J 

. , . ... " . .. . ~ ~. .. ... .. 
soc:i~ti i;,n· ~e~éral. ,'., , .' ,,', 

'~ . .. .. r....~ ~ 7~ t1''' ~ ~ •• ," h ,'O ".. ~ • • ... , 

'. ,"'" Thé. ~t;r~~ture .of,.t~~ ,p~ogram.· anfi' c:h~nge:s' in Ü aref. -in fact~ a ~ 

", 

." , ' • , • ' • 0 "~ , 

.. " ;." '~~àe,c:tion ·6.f' _~é~~r~l' {ac~~fS' ~ : Th~se' 'in~i\lde th~'o go'v~+~~n~ i s understa~din8", . 
, • • • , ... " ~. '_ . ~ , • , '. p,,' • l , 

.' . . . . / 
'1 '. 

" .,, ..... . . .. ... . '. ~ , .. 
.... .. ' J t!" .. " . ". ,," . ~ .. 

• ". ~ 1 .. _':5' •• .' .~ \ 
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"l cif' t,J{e Pt~g~à~ ,:a na'tu,r-e ~ its: i'~te~pretàt,ion of .. un~mploy~ent; 'the prevaiÜng 
\ - ~ ~..,. j' ... ~ \' .. '. ~.." ~ 

, , ,r, 

, ' 

-', ",."" '~cono~ic ~ondition~1 "and, deri.vat±v~Iy l ,thè, gov.ernment, budget constraint. 
1. .. ", .' ,\... ' , ~ l ' ~ • \ 

;'J ';:', -, ,..-... :~~ ,; , "~, ~t,_\s" dii~i'c~,~t,:~~ :~~s;it,~\g~~ _.~~,e' 'im~~~~: ~f ,thes~ influençes upon the 

'f " -', '. ' ;, ': struc~ùr~', of' ,t.he, Caqadî'an 'program~ .Nonetheless 'the legislative evolution of 
... '" .. • .... ' 7 t ,', 1 ..' 1 " .. " - "." '.., ~ .. • 

",: 
_ ' h'the' progr-am m~kés c1ear 'th~t. in' 'parti'cular P~l'iod~. a"rie .'or the other of, the 

, .... • ~ \ .. ~ ~ ~ .. l' ,/ , ... 1 .. ," .. (' , .. .. .. .. .. • ....:::::.:.:-

, , ", ... fact'ors WÇlS crucial ,il1' -influenéing p'~ogr~m de~ign'. 
... ~ - ',;, . " , 

" , 

:." 1 1 .. " 1 

: " ,For -exalÎJpl~, ,th{ expansion' !?f the, C)rig~~al: legislatio~ from. its ' 

.. - .~, ~ ~ r- ~ 1 ~,' 1 1 • l' .. ./ .. • "." .. 

nanow, structure' ,in J94D"oèc!,1rre'd .during' a ,peri'od-'in which, the government 
1 ,.. • , 

" 

'\ ' , " 

" . 
, , 

0' " :h~ld: s~e~dfaS~,l;' o~~, ~n :in,st,1_~~n~e' ~o'n,~,~~tu~~i~a~~on of' thè, scheme. However, 

·th~;'·:recO&.~i t.i~n pf, ùnelP-ploymén,t' f.)s: an ~nvql t.m_ta,r~ phenomenon '; the rela- ' 
\,. " 

tively' b'uoy,ant ~tonomy, l'lod 'th~ need ta, ful:fill' the socia( pur pose of' . -
~ ~'. ~ , l ' J - '... ... ~ 

. ~ " , 

'. rnaintain~nB ~heo r~l~ii ve.'~'conC)mii: p,os-;itioo'.o:f 'the ~~emplo:yed ,~ll lèd' to 
.. - , . ..« . ' 

'J. '1 
, , 

r , ' • • ., • : '. 1 ~. .., ~ 

piècem~a.l,expans,ion: The recession' of the late lQ50s·and early 19608 
" , (- ' , . . 

, . 
~. . ... 

. " .. ... - ~ ..' .... • ' • r' " ~ 1 • - , • 
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• • • , .. 1.... .. ' 
,r ,>uI;td'.ërsçore4 'the"i~volun1;arY .n~i:ure- o~~tinemp}:oyment., ,It', was, how~'verl' only' 

.. \', .. ' "....... .,' ',, \" " l' .. " • 1" ' .. • ' t 

o wi'th th~, su'bmis~ion 'of ,the Gi'11 :Committee ~èPOTt ot 1962 that an official' 
..-' • 1 1 .-

, , re~ssés~nieht, ,d,f , ttié 'prog~~~' s 'nature ~as-: begdn .... ' The ,: r'~por't', tl1o~gh' ~clec- '., 
',r. , r -' _. • • . ' ~ <' \ '.' ~ .. "'" ' ~ "'. ~. 

tic 1 'was the<,fir.st oÎf'icià1. conceptualization of. the program 'J.n terms other 
,~ .' ~ . ... ~ ,- .' , " \ ,- ". ... . 

:: ' th~n th~t ,pf 'in~u,rànce pri~ei'pl:es~ t, 

,',0 ", /. " I~'-t~~"~'~teit' t?f \h~, ,hi~h 'g;~~th~.~~~ ~f t'he 'l9qOs -Ït led to a,'" 

, 1 

, '. 1 \ ..... ,,1 • ... '. \. l ' __ " • 1 \ • J .. ',, , .' 1 .. '" 1 ' , ..... .. '.. 1 ~ ~ ---.'" r' 

philosophicsl ,r.e-ori,ehtat·ion and, a:reassessment of how, the'.co~ts of un~m~-
, • • l ,~ 

, p'loyme.nt ·,~tioul'd be' dist'ri~u~ed. A' ~jor' bra~e' u,?on' p~ograuî exp~nsion w8;S, 
, - . \~ .... \ '\ , - ~ . 

thùs ~énfOVèd:' 'Thè 197~ White 'P~per 'd~v~lopêd' 'th~ 'i~(erPtet~Uo~" of' the ~ .- ." , , , 
~ .. .. .. , , • J" 1 • 1 • .. .. • '" ' \ ~ "(", 

~che~è- as '8' tr~~s'fer, program and' ,pr,opo~ed.a st~ucti.tre th~t" snifted some, of " 
•• , r • " '.l'" .' " , ... '," • \ • • "" 

the CO,Bts of u~n~~ployment from the 'indiyid~al to' ~ociety Hi genetal. 0 Thus; . 
.' . '-' ... 

';l~,f~ur:,f~~tor~ 'pl~~ed, st, di,fferent t'i,me~ a'n~ to.'v~J:yi~g d~~re,es",-a role,' 
".... 1 t 

';in program 'e~pansiori. 
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348 . - Table 3-1 

LEGISLATIVE EVOLUTION OF GOV~'RNHENT PAYMEm:,S TO mE UNEMPt.OYED IN CANADA 

Year 

·1940 

1955 

1962 

1.975 

1981 

Configuration of,Causal Forces 

$:5---$-== t=m = = . ==n 

insur~ncê conceptualization 
unemployment as involuntary 
ecoqomic prosperity 

questloning of insurance 
coneeptual1zation 
unemploym~nt as involuntary 
economic recesslon 

questloning of insurance 
concept,ualization -
unemployment as involuntary 
economic prosperity 

alternative conceptualizetion 
of program 

unemployment as voluntary 
economtc recession 

" 

' .. 

, 
,-/.:: .... 

Hajol: Legislative Deve~opment8 

5 ! ~ l _. S'a = - - r: Sr: r si- t= a ~- -

UI Act receives Royal Assent 
'pieeemeal expansion of coverage 
some coverage of seasonal i~dustries 

New ur Act receives Royal Assent 
incorporation of seasonal benefits 
benefit expansion inpependent of 
contribution increases 
Deterioration of Fund, 
Premium ~ncrea~e8 

,Gill COll1D}ittee Report Submi tted 

, 
\ . ' , 

Wh,ite Paper on ut submitteid 
New ur Act receives Royal ~ssent 

program cutbacks <. 

eligibl1ity, coverage, ben~fit rates 

Report of' the ta8~' Fb~ce on UnemplQ~~t. 
In~urance 'submitted 

, .,.~ 
/l'~~ -,' 

() 

() 
" 

o 

fi _

~~ __ ~~~ ____________ ~~. ~~~~ ____ ~ ________ ~ ______ ~_,~_J 
; ; ; ;;74!.;Q/VI6"'1~Wih!!CP,4 dp. fi 
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" 

ln a similar fashion these factors aIl influènced program cuthacks. 

Restrictions in the program's provisions may be the result of tre feeling, 

that its structure nàs deviated too far from its insurance princip~es: 

adherence to these principles becomes an objective in its own right. They 

may also be caused by a view of unémployment as a voluntary phenomenon, or 
/" 

if involuntary as a phenome~on that ~oes not necessarily impose hardship 

because, for example, of the existence of multi-ea~ner families. A deteri-

oration of the economy that worsens the government's budgetary'position may 

al~o prompt program cutbacks. In fact aIl of these factors, in some com- . 
''l'' \ 

bination, influenced the cuttingVback of the 1971. program that began in 
"\ 
\ 
\ 

1975. Table 3-1 depicts, in summary form, the major aspects of the pro-

/gram' s evolution. - f' 

--- The present chapteraurve~s the program's structure during the 

period the Government viewed it as an insurance program: the period up ta 

and in part including the 1960s. During this era the program did not 

operate as an insurance scheme. Economic growth and the need to maintain 

the relative incomes of the unemployed led to piecemea~ expansion. The 

interpretation of the program as inaurance influenced its original struc-
, . 

ture and prevented broad reform. 

An overview of the program·s devflopment is provided for the 

reader'a convenience. The focus ia then on the 1940 and 1955 Acts and· the 

amendments to them. Particular attention i~o the fact that the 

progr,am, even from its origins, was not an insurance program. It was an 

1ncome transfer scheme that pla~ed the costs of unemployment upon the 

, 'f 

, 1 
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unemployed. The nature of the amendments to the. original Act, how they 

redistributed the se costs, and how they had little basis in insurance 

principles is then reviewed. 

Chapter 4 is concerned with tHe changes in the Government's under-

sta~ding of the program and its influence on program structure. During a . 
per~od of economic growth this change led to broad reformj in the context 

of economic decay and increasing government deficits it led to cutbacks in 

the program's provisions. 

The views of the Committe~ o~ Inquiry into the Unemployment Insur­

ance Act are discussecl. The Committee's report marks the beginning of an 

alternative interpretation of'the program's nature. The phl10sophy of the 

1970 White Paper and its reflection in the 1971 legislation is reviewed. 

The nature and ~evelopment of this legislation contrasts with that of the~ 

1940 legislation. The costs of unemployment were placed not on the indivi-

dûal, but on society in general. e The deteriorating economlC climate of the 
\ 

1970s, however, ushered in a peribd of revisionism. Cutbacks in the pro-

gram's scope in the 1970s are not a reflection of the government's attempt 

to institute an insurance program; they illustrate, rather, its attempt to 

redistribute the costs ,of unemploymenV' 

3.2 THE LEGISLATIVE EVOLUTION OF GOVERNMENT PAYMENTS TO, THE UNEMPLOYED , , 

3.2.1 Overview 

When the Unemployment Insurance Act was given Royal Assent 

A\18ust 1940 Canada became the last major industrialized country, to 

adopted such legislation. A progiam of payments to the unemployed 

ract been the subject of public discussion as early as 1919.(1) The long 

1: W ,tb4 
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delay in the development and passing of the legislation was to a large 

extent due to the lack of political will of successive governments of bath 

the federal Liberal and Conservative Parties. 

Unemployment, even duripg periods as severe as the Great Depres­

sion, was interpreted by many politicians and participants in public debate 
,j 

as a voluntary phenomenon. Instituting a system of payments to the unem-

ployed confli~~ed with the dominant values of the time.(2) Constitutional 

difficulties were not, as is commonly stated, the fundàmental cause of 

delayed federai action.(3) 

When a program of governmental payments to the unemployed finally 

did reach the top of the political agenda it was conceived of as an 

'insurance' program. This notion was in congruence with the prevailing 

value system and as such was an important element in selling the program 

pôlitically. Such a conceptualization of the.program, hawever, restricted 

its relevance ta the unemployed of the period, and further delayed its 

enactment. 

An insurance'-type pragram cannat, at the time of i ts enactment, 

serve the needs of those unemployed. It requires that thase covered first 

make sufficient contributions ta the fund. Further, coverage is restricted 

ta 'gaad' risks and as such daes not necessarlly include those most vulner-

able ta unemployment. The basic need for a fund in an insurance pragram 

implies that instituting such a program when it is needed Most, during 

periods of high unemployment, is not possible. One major reason for the 

timing of the 1940 legislation was the fact that it was bel{eved that the 

relat~vely buoyant economy of the war years would allow the building up of 

a la'rge enough surplus in the fund. The f~ct that this was not"a, possibility 

;;4 E4 ; ••• ,." , ,4 
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. during the 1930s prevented the development of such a program when it was' 

needed most.(4) Another reason for the timing of the legislation concerns 
'\ 

the change in prevailing values caused by the war. 

Politlcians came to feel that the state would have to accept an 

obligation for the economic security of those who contributed to the war 

effort. The commonly held fear of a post war depression suggested to the 

minds of many that the return of the country's armed forces would hail a 

period'of elevated unemployment. The state could not expect those who had 

sacrificed so mu ch for the community to be left withqut economic 

security. This view was spurred on by the fear of the conse-

quences of a high unemployment rate among such groups. Canadian 

scheme of "Unemployment~ Insurance" came into being in 1940, and began 

actual operation a year later even though the need for a pro gram of income 
, 

suppor.t had been recognized by some during the 1920s. 

The original AEt was based as closely·as was practically possible 

upon ipsurance principles. Even with the original legislation, however, 
\ 

there were ~epartures from these principles. Important features of program 

design were influenced by the social pur pose of maintaining the relative 

economic position of the unemployed. 

This pur pose came to influence the program to a greater extent once 

it began operation. A series of amendments t9 the Act that have been 

described by sorne as ad hoc because of their departure from insurance 

principles were made throughout the 19405 and 1950s. They led to a new Act 

" 

in 1955. Coverage was expanded during the 1940s. These expansions con- • 1 

tinued in the 1950s along with expansions in 'the benefit structure. , 
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Unemployment Insurance became, during the 1950s; one of the Government's 

major responses to the recurring problem of unemployment.(5) 
\' 0 , 

'The ability of the program to respond ~o the recession of the late 

1950s and early 1960s was a function of the continued hold of insurance 

notions upon its structures. The fund, for example, was considered an 

integral element of the program: its deterioration was a signal of 

failure. Concerns over the program's operation led to the appointment of a 

Committee of Inquiry in July 1961. The Committee submitted its report in 

November of the followlng year and in it provided the framework for inter-

preting the program in terms other than that of insurance. 

3.2.2 Insurance Principles and the Pre-1971 Prpgram 

The present section provides a detailed illustra'tion of an observa-

tion made by, among others, the Committee of Inquiry in 1962: 

The present unemplovment in'surance plan. although sat isfactory 
enough in its basic structure, has by reason of amendments 
over the years departed unduly from insurance principles 
appropriate to such a plan. Undoubtedly such amendments 
appeared justifiable at the time in terms of the social 
problem that the amendment was designed to meet, but as su ch 
amendments have accumulated, the insurance concept has been 
pushe~ more and more into the background.(6) 

The ~riginal design of the Canadian program was in fact greatly influenced 

by insurance principles, but contrary to the Committee's view, they need 

not be considered appropriate if the program's objective is to maintain the 

relative incomes of the unemployed. Indeed, ~nce in operation the program 

was strained by the incompatibilities between its des1gn and its purpose. 

This was reflected by the series of amendments that appeared àd hoc from 

the insurance perspective. These developments are illustrated by.a foc us 
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upon the relationship between the expansion of coverage and benefits, the 

~djustment of contribution rates, and the status of the insurance fund. 

The program' s evolution up to t~ 1960s reveals a confli'ct between the goal" 

Qf incorne security for the unemployed and the originally proffered means of 

achieving it, insurance for the unemployed. The piecemeal expansion of tha 

program was prompted by economic pros~ and an interpretation of unem­

ployment as involuntary. 

3.2.3 Coverage 

Coverage refers to the ty.pes of employment the program,encompasseJ. 

The original Act of 1940 considered insura~le employment a~' em~oyment 
under a contract of service or apprenticeship in the industria1 and commer- ' 

ciar sectors only. Occupations outside of these sectors were exc1uded on 

the basis that 10ss of employment was high1y un1ikely, voluntary, or of a 

seasonal nature. It waR consjdered inapprapriate ta cover such occupations 

because the pooling oi such diverse risks wauld introduce an element of 

taxation and transfer into the program. 

Als5?-~among the excluded occupations were self-employed business 

proprietors a6a'those employed by their spouses. Other restrictions had 
.' "?'" " 

the effect of excluding part-time workers. Those employed less than four 

hours per day, those working for more than one employer, but less than four 

hours fbr G}ri'y,-.one of them, and those avail8'ble for work for no more than 

two days per wee~ were considered not to have an insurable interest and 

hence not coverable by an insurance progr~. 

/ 
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Seasohal emp10yment 
1 

l~sting less ~han 20 weeks was also considered 

not ta be an insuraple interest and exempted from coverage. The Unemp10y-

m~nt Insurance Commission stated that the 

insurance of persons who normally work in emp10yments that are 
wholly or highly seasonal, aQd who do not work in other , 
insurable employment, at least for a part of the off season, 
should he limited to the normal season. If such a person 
hecomes unemployed during the season he should be unahle ta 
get employment. th en his insurance shouId have effect within 
the season. Unemployment in thos~ circumstances would be 
something unforeseen and would be something more than'might bè 
considered to be provided for in the seasonal rates of pay.(7) 

Thus, the notion of insurable lnterest and the probability of 

.. 

unemployment'were the major criteria determining the inclusion or exclusion 
\ 

of particular occupations. Those facing a low probability of unemp10yment 

and those who faced the certainty of une~ployment were excluded from the 

progf~' The program's designers, nonetheless, were not under pressure ta 

in~te on1y homogeneous risk or to differentiate individual contributions ", accordingly as a private insurance scheme would be. lndeed, the.Unemploy~ 

ment Insurance Commissio~ explicitly recognized 'the need for the pooling of 

diverse and intetdependent risks. This pooling, however, did not ex tend 

beyond the manufacturing sector. "The grounds for exclusion of certain 

groups and classes of persans from insurànce should be the fact that they 

are employed out;ide of industry and, therefore, ,not subject to the expan­

sions and the contractions which charac}erize industrial activity."(8) The 

, program included on1y the industria1 sector because it was believed that 

on1y this element of the economy was subject to the threat of involuntary 

unemployment.(9) 

~----------------._-----------------, --, 
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Conditions wholIy outside a national economy May contribute 
enormously to industrial activity or contraction~ for which no 
employer or group of employers can have any responsibility or· 
can take effective action. For these reasons •.. it seems right 
to conclude that aIl industries should he brought wlthin one 
scheme of unemployment insurance without distinction as to 
rates of contribution or ~f benefits. This means that in the 
matter of maklng provisions through insurance agalnst 
unemployment, aIl industries are to stand together as a unit 
under one ~cheme. (10) -> 

42 

Thus the recognitlon of unemployment as an lnvoluntary phenom~non allowed 

the pooling of heterogeneous and interdependent risks. 
, , 

The further pooling of risks to the non-indus trial sectors was not 

justified because it was assumed that the probabillty of involuntary ~nem­

ployment approached zero in these occupatlons.(ll) It was recognized that 

the Rooling of div~r~e ri~ks in the industrial sector implied redistribu-

tion. This, once agaln, was justifiable because aIl groups were subject, 

in some substantial degree, ta w~at was viewed as involuntary unemploy- . 

ment.(12) The compulsory nature of the program rendered the discrimination 
, 

of risks unnecessary. Such discrimination occurred only in a very coarse 

sense, not as a result of co~petitive pressures that would prevail in the 

context of private lnsurance, but because of the lnterpretatlon af'unem-

ployment that was held by the gavernment. Canceivably, then, the extent of 

caverage was free to vary with changes in th~s perception. 

Table 3-2 lists the exclusions from the 1940 Act and provides an 

indication of the point in time that they were included ln the program. 

During the first decade amendments led ta an extension af coverage-tô -~ 

workers in transport (air and water), stevedoring, lumberlng and logging. 
'II 

professional nursing, public utilities, hospitals and charltable institu-

tions (on a voluntary basis). The l~ Act did not introduce any substantial 

\ 
\ 
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Table', 3- 2 

Expansions in program Coveraqe 194,0"'1970 

Orlglnal ExcluSl0ns 
-, 

1. Agrlculture 
2. Horlculture 
3. 
4. 
5. 

Forestry 
Flshlng 
Lumberlng and Logg1ng 

6. Huntlng and Trapplng 
7. Transportatlon by Water 
8. Transportation by Air 
9. StevedorJ.ng 

., 

10. Domestlc SerVlce ln a private hom~ 
Il. Employment ln a non-profit 

Hospital or Charitable Institution' 
12 .. Teachlng 
13. Armed Forces 
14. PubllC Police Force 
15. Federal Public Service 

.-16. Provinci~1 Public SerVlce 

Year---Included 

*1955 +1967 
1955 +1967 
1955 

1957 
*1945+1950 

1946 
19,45 

1948 

'1943(volunta'ry) 

*1945 

17. Munlc1pal PubllC SerVlce 1943(public utlilties) 
18 •. Employment pald by comm.,1ssion, Fees 

or Share of Proflt 
19. Employment at a rate exceedlng *1943($2400) 1948($3720) 

'f' ) 

$2,000 per year 1950($4800) 1959($5460) 1968($7800) 
20. Casudl Emplol'ment i) 
21. Employment where employer lS a spouse 
22. Subsldlary employment (not the maln 

means of livllhood) , 
23. 
24. 

Employment for playlng any g,ame 
Any Employment 
(a)that ordlnarlly lasts fQr 4 hrs/day 
(b)that lS ord1nar11y by more th an one 

employer but less th an 4 hrs/day for 
any one of them 

(c)where employee 1S only avallable for 
lnsured employment for not more than 
2 days/week 

J , 

L.. 

1* agrlculture with poultry, egg grading, and horses 
1+ aIl employees 
5* Br1tlsh Columbla only 

" 

5+ al;!. of Canada 14* Wl th prov1 nCla 1 or munlClpa 1 consent 
19*renumeration ln form of hourly, dp 11y, weekly or plece rates 

covered 'regardless of earn1ngs' 

Source: Commlttee of Inqulry lnto the Unemployment.'Insurance Act, 
Report, p.21; Unemployment Insurance Commlssl0n, Annual Report 
varlous lssues. 
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changes, but it did continue the piecemeal,expansion that had been occurring. 

The widening 'of the program's scope wa~ justified in part Dy the easing of 
1 

administrative difficulff~, but also by the recognition that the extent of 

coverage det~rmined to an important degree the adequacy of ~he program in 
/ 

meeting "the needs of the unemploye,d. (13) 

It should also be noted that an earnin$s ceiling' formed the basis 

-for l:he exèlusion of a .. large number of employees. The original Act stipu-

lated that annual earnings above $2,000 excluded an individual from cQver-

age. The justification for this was twofold. ' Olf,\t.he one hand it lay in 

the belief that for individuals with high incomes the risk of unemployment 

• was not great and hence the need for insurance did not exist. It was also 
" 

assumed that indivitlu~ls with high' incomes had control over their own 

emplo~ment and as such the probJem of moral hazard would be severe.(14) In 

1943 the ceiling oecame applicable only to those on a semi-monthly, or 

commission basis. Those paid on an hourly! daily, weekly or piece basis 

became covered regardless of earnings. This represented an attempt to 

render the ceiling applicable to managerial occupati~ns. The ceiling was 

raised intermittently throughout the first 30 years of the program in line 

with increases in average annual earnings •• 

The piecemeal expansion 9f pro gram coverage and th~ consequent 

po9ling Df heterogeneous risks that this implied eroded the insurance basis 
<t 

of the original legislation. Indeed, departures from insurance principles 
. 

~ere evident in the 1940 Act. The recognition~that ~terogeneous groups 

~ok part in an interdependent produc~ion 

involuntary unemployment provided alogie 

. 
process and were subject to 

. 1 

that originally justified pooling' 

of risks and hence income transfers within the industrial and commercial 

\ 
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~, 

This left an avenue open for further éxtensions or coverage in 
1 
1 

response to pressures from interest groups and changes in the interpreta-

tion of unemp!oyment as an involuntary phenomenon. 

The major break with insurance principles, however, was the inclu-, . 
sion of those subject to seasonal unemployment. This fact more than any 

.' ... 

other under the heading of coverage indicates that the program was adapting~ 
. 

/ to the needs of the un~mployed rather than following the dictates of in sur-

,,' ance principles. 
"" . , 

The 1940~Act empowered the Unemployment Insurance Commission wÙh 

the aJ,lthori ty to make special regulations" should "anomalies" arise froID the 
, " ,-

application of the Act to those normally emp~9Jed.for portions of the rear. 

This auth;rity, in fact, was applied only to seasonal work~rs. lts use by, 
, ~ 

the Commission reflects the tension between the social pressure for p~ogram 

expansion'and the àttempt to main tain the insurance basis of ~he program by 

the'bureaucracy. As legislative amendments were enacted by parliament to 
'" ~ ,~ 

.expand coverage to seasona~ industries, the Commission establ~s~ed condi-
. '" . .. .,-

tions tha: restricted_~ff season benefit payments to the unemployed'of .. 
these industries.(15) This tension between the social objective of main-

l 
taining the incomes of the unemployed, and the insurance~cooceptualizatipn 

t 

. 
• ~ '1,J 

of the program was clearly evident during the first fifteen years of its 

operation. 

On October 1, 1946, the Act was amended and amongst the changes 

introduced was the,extension of covètage to employment in transportation b~ 

water~ 
\( , . 

The Unemploymént Insurance Commission, however, introduced a s~~-
l, 

• te 

sonal regulation to restrict benefit payments to these emp~oyees. The 

Commission held the ,view that sessons! workers had no insurable inter est in 
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the off season and feU that the rights of other insured workers would be 

compromised if benefits were payable during such,periods of 'the year.(16) 

As such it attempted to impose additional conditions upon the payment of 

benefits to covered seasonal work~rs. Claimants were considered as sea-'- , " 
sonal workers if they were employed in the period before theif claim in a 

seasonal industry for sorne specified period of time< Any unemployment that 

occurred in the on season was covered, while any that occurred in the off 

season was not. 

A seasonal industry was one in which employment in the off season 

over a period of sorne years declined each year to less than 50% of the peak 

and stayed below that levei for at least twenty weeks. The off season was 

defined as the average period the industry reduced its dactivity to below 

50%. These rules were arbitrary. 
)\ 

EmpIoyeeà could be exempted from seasonsl status if they could 

prove that they had: (1) _at least tW~Yle days of empl()yment in the 48 day 

f .r 

.. period befr. the benefit began; or had- (-2) sufficient yearly attachment t(),-
( 1 

insurabie employment. defined as 420 days of empIoy~ent over the two 'year 
, 

period bt:fore the ctaim; or had (3) at least 40 days of insurable employ~;~ 

ment in each o~ the two previous off seasons. 
_ tI. 

The first application of seasonai regulations was to inland trans-

,portation by water and invol ved an off season of January 1 to March 31. It 

implied that even though the se workers were newly covered unqer t~he Act: 

they were not entitled to benefits during the off season. A s~milar pat-

tern developed as, other seasonal industries were brought under the pro-

... 

gram' s coverage. Amendments to extend coverage to stevedoring. and lumbering 
L ." 

~ '"'+4'* 4+ 
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and logging wer~ introduced in -1948 and 1950 respecti vely . The Commission, 

~ in turn, expanded Us seasonal regulations to include these occupations. 

At the end of 1949 there was a sharp increase in the unemployment 

rate and early in 1950 the Act was amended. The most signif:f.cant change 

'\ was the creations of~ a new kind of benefit. These so called Supplemental 
• • 1 

Benefits were payable to p'eople unable to quaI if y for regular benefits. 

They vere paid a t approximately 80% of the 'regular ,enefit rate from 

January 1 to March 31, except in 19?0 when they covered the period March 1 . 
to April 15. The introduction of these benefits allowed many to circumvent 

the seasonal regulations s~t by the Commission. In addition to the season-

ally unemployed, Supplemental Benefits were also paid to those who had 

exhausted their benefits and to newly covered employees regardless of their, 

" contributions. In early 1955 the rate of Supplemental Benefits was 

increased to that of regular benefits and their period of applicability 

E.:xtended to April 15. 
1 

While the 1955 Act extende~ coverage to several occupations its 

lDajor change was theAncorporation of Supplemental Benefits into the pro-

gram as Seasonal Benefits. "Seasona1 Benefit is payable during the period 

January 1 to Apri~l 15 because i t i8 recpgnized that at this time of year 

unemployment is always greater and that persons whose ordinary benefit runs 

out in late fall or winter months find greater difficulty at that season in 

obtaining employment. "(17) 

At the same time, in an attempt to increase their efficacy, the 

Co~i~sion 
1 

be<f-ause of 

inl the new 

formulated new seasonal regulations. This proved difficult , , 

the entrenchment of Supple.mtal Benefits as Seasonal Benefits 

Act. The application of tbese regulations vas postponed for a 

. . 
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year and they were eventually revoked before coining into effect. This 

ended the period of benefit èurtailment for those workers in sessonal 
.' 

industrie a $at had come to be included in the Act. 

47 

Extension of cov~r:.age to such industries' continued after the 1955 

Act. In 1956 coverage was extende-fi to fishermen. The Commission recog-

nized that this was a major departure from insurance principles. It 

entailed treating consumers as the elDploy~rs of fisherÎDan.' "In extending 
, \ 

coverage to fisherman, it is necessary to propos~ some rules which seem to 

contravene the ordinary principles that govern un~mployment insurance. To 

insure aIl fishermen, irrespective of whether ther are vage earners. 

sharesmen, lone~orkers or self-employed, a uni ver~al basis of coverage was 
) 

considered necessst;'y. "(18) 

With the economic downturn of 1957 the ~ea~onal benefit period ,"S 

o extended to December 1 to Hay 15, from January 1 to April 15. It was felt 

tbat withOut such a Uberalization a large number of workers would be 
t • ' 

without assistance duri~g the winter. In Hay of 1958 th~ end of the 

seasonaI benefit period was extended to June 29 for that year only in 
,. 

response to the prolonged unemployment. ( 19) 
\ 

The expansion of coverage during the first two decades of the Act' s 

operation illustrates the degree to which the prevalence of unemployment 

,and the need to maint,ain the ~urity of those' susceptib~e to it has 

influenced l:.he Act' s structure. The "insurance 'mold in which the A~ was , 
ot'Îginally cast vas gradual1y broken through. Coverage was extended to 

groups previously assumed to he free from the threat of invo1untary unem­

ployment. As a result diverse risks vere pooled and an element of taxation 
1 

and transfer introduced to the progr88l. The IlOst significant departures 

;.:,.*4., nQQiJ, 
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from insurancé principles were the introduction' of 'Supplementa! Benefits 

and 'tht!ir entrenchment as Seasonal Benefits, as well as dIe coverage of 

self -employed fishermen. Such changes make c1ear~t -the legislation was 
. -------

,respood~Jlg to' the social need of maintaining the unemployed and not to 'the 
, 1 

dictates of iJ;lsurance principles. The imp1.ication of this, is that the 

costs of unemployment vere being shifted from the "indi vülual to society in 

general. 

3.2.4 Eligibility _ 

Eligibility requirements define the particular ,~onditions 'under 

which indemnity is paid. An individusl would be paid benefits under an 

insurance sc~ if the appropriate contributions 'have been made, and if 

the insurable '1oss has been suffered. As previously stated, the Unemploy­

lient Insurance ColllDission viewed indi viduals a~ having suffered the insur­

able loss if they vere unemployed. 2apable of and available for work, and 

unable to find suitable employment. (20) These criteria are of little 

practical guidance. ,In fact, the progrrua's ~t;>criteria have been 

. -------
, ------of an arbitrary n~ture and ~-vâi'ied over time lese because of changes in 

. --~ 
the nature of unemployment as an insurable interest, tban as a mesns of 

allocating the costs of uneDlployment and identifying th,ose haviog the' rigbt 

to benefits. Changes in eligibility requirements have had the effect of 

extending the progr8ll to individuals that have not made contributions that 

are equal to expected benefits; something an insurance program vould not be 

able to do. 

The length of attacbment to eaploym.ent has been the llajor criterion 

detenaining acce88 to benefit rights sinee the,original Act's for.ulation. 

, , 
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"The purpose of the pri.m8ry qualifying, conditions o~ght ta be''', ~he UneID­

ployment Insurance CommissiOn stated. "to test whether the' cla~mant has in 

fact such an attachment to insurable employment, and of such recency, that 

pri;ma facie, the establishment. of a benefit year in his càse 1s justif'i­

able,"(21) 'Justifiable' was usually interpreted in tents of an insurance 

model. It referred either to the existencebf an insurable interest, or to 

the payment of sufficient contributions. The specifie requirements, how-

ever, were set somewhat arbitrarily. For examp.le, one ~uthority stated 

simp~y that: 
1 

two years seems reasonable'as a practical period within which 
the employment record should be brought in~o account to estab­
lisb materiality of attachment, and 180 days of actual employ­
ment wi thin the two years seems to ~e about the minimum that . 
ought to be considered to be proof bi a mB;terial attachment.(22) 

A ne~ entrant must, therefore. have worked for st least 180 days before 

béing eligible for benefits. The entrant who is involuntarily unemployed 

before 180 days of employment i8 not deemed to have an insurable inter-
\ 

est,,(23) These requirements were framed. to some large degree. vith the 

issue of moral hazard in mind. It vas felt that the ISO day requirement 
, 

would not attract indi viduals into insurable employment solely to become -~ 

l , 
eligible for benefits. Even so, the actual requireaaents have a sense of 

,. 
ar~itrarines8 about them. - , 

A more explicit exaaple of this fact ts provided by the regulations .. 
. ,f-posed upon aaarried feule clalimants. In November 1950 the Coaaission 

introduc:ed a regulation that iaposed additionsl conditions upon this . 
, 

group's rights to benefits. In the ~ssion'9 view many new!y married 

woaen reported theII8elves a~ UDeilployed and established a claira vhen the,· - \' 

had in fact witbclrawn froa the labour force. The regùlation required vOMn 
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cl~iming b~nefits within two years after marriage to show by their record­

of employment, that they remained in the labour force in spite of marriage. 

Originally 15 and later 10 weeks of insurable employment Sl.Oce marriage, or 

after the first Job' separation after marnage, were required. There were 

certain exemptions to the regulation that were broadened ln 1952. These 

included widows or women who were the main source of famlly income due to 

separation. In its attempt to adqress problems of moral hazard the Commis­

sion was not able to deÎend itself against charges of dIscrimination made 

by women' s groups. The' regulations as a resul t were revoked in 1957. 
\ • ~ 1 

In August 1953 an amendment was introduced ·that violated the prin-

cip1e that the claimant should be available and capable of work during the 

benefit periode The amendment allowed benefits to he paid to clallnants 

becoming i11 after leaving a job. It was ]ustlfied by the conti nued n.eed 

for income securi~y by çach individuals. 

The 1955 Act introduced changes that loosened the tle between 

contributions made and benefit el igibili ty. \ The quall, fpng conditions were 
, 

stated in terms of weeks rather thsn days of contrIbutions. The lOdividual 

was required to have made cootn butIons i 0 each of 30 weeks dUr! ng the two 

year~ before the date of claim. At least €lght of t,he 30 weeks were 

required to be in the year Immedlately preceeding the cl31m. "v.'hlle it is 

necessary to have made contributions ln each of 30 weeks to qua 11 fy, i t is 

not necess~ry for a claimant to have becn employed for the whole, of each 

week. In this respect,. the quall.fying condltlons are eaSlcr than under the 

old Act. "(24) Even a single day of employment per week was vaUd for the 

fulfillment of the qualifying condl tIOns. The same apphed to the condi-, 

tions for requalification.(25) The new Act thus loosened the lInk between 

.. -- - - -------------------'---
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Table 3-) 
Financial Cpndltions of the 

Unemployment Insurance Fund, 1941-42 to 1970-71 

F~scal 

Year 
Surplus or Def~cit(-) Year End Raho of 

(ml1lions of $) Accumulated Accumulated 
Surplus Surplus to Bellefl ts 

Pald in Flscal Year 

1941 - 42 44.0 44.0 
42 43 70.0 114.0 159.2 
43 44 76.3 190.3 110.5 

/ 

44 - 45 . 77,.7 268.0 54.0 
45 46, 49.2 317.2 9.9 
46 47 55.6 372.8 8.6 
47 48 14.9 447. 7 12.8 
48 49 81.8 529.5 1{).6 
49 - 50 53.1 582.6 6.8 

1950 - 51 81.9 664.6 7.4 
51 - 52 113 .~ 778.2 8.6 

'52 53 73.4 851.6- 6.3 
53 54 29. 7" 881.3 4.7 
54 55 -40.6 8-40. 7 3.3 
55 - 56 13.5 854.2 4.0 
56 - 57 24.2 878.4 3.8 
57 - 58, -134.2 744.2 1.9 
58 - 59 -244.4 499.8 1.0 
59 - 60 -133.9 365.9 0.9 

1960 61 -181.2 184. 7 0.4 
61 - 62 "- -118.1 66.6 0.2 ' . 
62 63 -56.9 9.7 
63 - 64 -8.8 0.9 
64 65 39.6 40.5 0.1 
65 66 101.0 141.5 0.5 
66 - 67 116.7 25-8.2 0.8 
67 - 68, 44.4 302. 7 0.8 
68 69 ( 19.7 382.4 0.8 
69 70 \, 15.8 458.2 0.8 

1970 71 -134.5 323.6 0.4 

Source: Jonathan R. Kesse1man, Pl. nanclng Canadl an Unemp1o'yment 
Insurance (Toronto: Canadlan fax Founda t~ on f 1983), p. 44. 
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. 
contributions made and benefït rights, and made it easie. qualify a~ 
requalify for benefits. Wh-at 'seems "rea~onable" in terms of eligibility 

conditions varies across time. These conditions. because they regulate 

access to benefits, are an important indication of how the costs of unem-

ployment are.. distributed. The strict conditions of the 1940 Act were 

loosened as unemployment was recognized as involuntary. Social values, 

s,:,ch as sexual equali ty and need,' also played a role in determining eligi-

bility requirements. 

;}.2.5 Benefit Structure 'and Contribution Rates ... 

The relationship between the benefit structure and contribution 

rates is best introduced by focusing on the status of the funa. 1;able 3-3 

char~s the development of the fùnd balance from 1941 to 1971. A surpl us 

was re,allzed in each of the first thirteen years of the progr~m t s ,opera­

"tion. A deficlt was not recorded until 1955. The recess~on of the late 
1 

1950s and ear ly 1960s exhausted the fund' s surplus and forced the govern-

~e~t, at on'e point to make additional loans to the program. In spite of 

th~, origfnal Act 1 s intention the program was not able to operate as a fu11y 

funded scheme in, the manner of a pri va te insurance plan. The benefit 

structure was based and expanded upon prinéiples other than that of insur-

ance, Contributions were not necessarily expanded concom,itantly with bene-

fits. The inab.ility to predict unemployment and to set contribution rates 

according to antl.cipated costs, coupled with an increasingly liberal pro-

gram implied the deterioration of the fund: an element that is cons,idered 

essential to an insurance program. 

-----------_-.:.-_-~ --~-
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" The fund, inde ,d, was a central concept in the formula~ion of the 

origina~ct. It was felt that benefits and contributions must be struc­

tured in o~r ta provide a sufficiently large surplus. The Unemployment 

3nsurance Commission stated that: 

[w]henever there is a question of increasing the benefit rate 
under an unempl yment insurance plan, it should always be 
borne in mind that nothing can be paid out of an insurance 
fund in excess of ~'ihat is paid into it through contributions 
and interest e rnfhgs. In framing a social insurance scheme, 
the finanèial foul1dations should be planned in sllch a manner 
that -!iI:e ~ta c~ibutions from aIl sources together with 
the irt'fèfeS} arnings are suffident ta provide protection for 
insured pe(~o s over a cycle of good and bad years. It is 
sometimes pr posed that the additionai cast of increasing the 
benefit rate should be met by ~overnment only. 

In the Ion range interest of social lnsurance ln generai it 
should be p inted out that any increase in the benefit rate 
should only be made within the framework of the scheme, .... hen 
the contrib ting parties, which presumably include employers 
and employ es, increase their contributions .... So long as the 
public and administration clearly understand that there can be 
no increas in the benefit ra;te without a corresponding 
increase 'n contributions from employers and employees, then 
the schem will be protected against any unwarranted increase­
in benefi or against any use of the fund other than to 
provide he regular cash pay~ents to qualified bona fide 
claimant .(26) \ ._,.' > 

\ .. 
, 1-

The previous sect~t)~:'!J-lustrates that c~ideration<s other than insurance' 

principles led ta 'àry;- expansion of what are 'considered as "qu~lified bona 

fide claimants". 'l'he !present section shows that these princip1es, as 

outlined in the above passage, had 1ittle to do with the determination of 

benefits and contributions for such c1aimants. 
1 

Severa1 provisions go vern the structure of benefits. These include 

the length of the waiting period, the duration of benefit payments, and the 
\ 

rate of benefi ts. An aètuarially sound program requires that this struc­
,) 

ture be tied at the indi~idua1 leve1 to contribution rates. This was not 
. \ 

sa in the case of the 1940 Act, nor in the amendments that followed it. 

\ 
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The original Act established a waiting period of 9 days before. 

benefits were paid after the initiation of a c1aim. This waiting period" 

was Justified as a deductible feature that served ta reduce the moral 

hazard and shift part of the cost of unemployment upon 'the individual. (27) 

It was reduced ta 8 days in 1950, ta 5 days in 1952, and was left unaltered 

in the 1955 Act. The waiting period was, tiKs, eased during the period 

that the fund was accumulating reserves. It was not altered again unti~ 

the 1971 Act became effective. 

A' 'ratio rule' was used in the 1940 Act ta link benefit duration to 

individusl contributions. Benefit duration was eomputed as one day of 

benefit for each qve daily contribution~ in the previous five years, less 

one day of benefit for each three days of benefit received in the last 

three years. This particular procedure was not justified in terms of an 

actuarial calculation, but in terms of moral hazard, and fairness: 

a great deal of experimenting may be do ne with a view to 
setting upon a reasonable and satisfactory rule, having regard 
for aIl types and classes of insured persons in their ever 
shifting circumstances and environments •... [T]he following 
rule appears to answer weIl: one-fifth the number of da ys of 
benefit in the fi ve years preceding claim, less one-third the 
number of days of benefit in the three years preceding claim. 
Under this rule the graduation of the number of benefit days, 
relative to the basis for their determination, proceeds 
without any breaks: As between claimants, its practical 
fairness would probably be accepted without question, and this 
is an important consideration.(28) 

Under this rule the maximum benefit duration possible was'one year in the 

case of those individuals who had 5 years of continuous employment. The 

ru le was somewhat less liberal for workers who were emp~oyed for parts of 

the year, sucq as seasonal workers. The minimum benefit duration, which 

was determined by the ratio rule in conjunction with the eligibility 
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1 requir~ment of IBO contributions, was 6 weeks. The 1955 Act introduced a 

new benefit formula in order to increase the minimum duration. This was 

justified in terms of the needs of the unemployed, especially new entrants 
'- ' 

5uch as immigrants and the young. The new minimum was fixed at 15 weeks. 

Although the maximum benefit duration was reduced to 26 weeks, provisons 

continued to exist that all~wed the possibility of a 51 week durÇltion.(29) 

The Commission argued that t~e re'duction of the maximwn duration was justi'" 

fi~d since on1y a small pr~portion of elaimants used their full entitle­

ment. Nonetheless in 1959, with greater, demands being put on the program 

because of the economic do~nturn. the ,maximum benefit dura10n was extended 

to 56 weeks. 

In terms of the structure of benefit rates, the Canadian program 

rejec~)d the British precedent of establishing a flat rate of benefit. The 
1 

~ication for a progressive scheme of benefit rates r~cognized that 

there existed a relative as weIl as an absolute dimension ta depnva-

tion. (30) The setting of benefit rates invol ved the balancing of two 

p'rinciples. On the one hand the scheme sought to ensure that benefits' 

m~intained the living standards of the unemployèd; on the other it saught 
" 

to ~educe the possibility of work dISlflcenti ves. Which principle prevailE:(d 

was not a technieal matter. It was deemed necessary to set benefit levels 

below the rate of earnings. "The proper relat ion between rates of .earnings 

and rates of benefits is a matter of informed judgement, as is generally 

the case ...,here moral hazards are concerned."(31) Separate benefit rates 

were nonetheless devised for those with and those without dependents. 

Table 3-4 summàrlzes the origInal benefit and contribution struc-

ture at the .(}~tset of the 1940 Act. Employee benefits and contributions 
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Table )-4 
Benefit and Contr1bution Structure, 19.0 

'Weekly 
Ea-rninos 
Clas. 

($ ) 

less than '0.90 ' 
or under 16 yeara 

5.40 
1.50 -
9.60 

12~OO 
15.00 
20.00 
26.00,-,. 

~' 

7.49 . 
i.!$~ 

11.99 
14.99 
19'.99 
25.99 
3'8.{50, ... 

l' 

Weekly Contribution 

'Employer Employee 
( $ ) t'$ ) 

0'.18 
0.\2.1 
0.2~ 

..0" 2S 
0.2,5, 
0;27 
0.27 
0.27 

" 
0.09* 

'0:12 
0.15. . 

.0:18 
'0.21 
.0-,24 
0.30 
0.36 

Weekly 8enefits 

S1ngle Dependency 
($) ($) 

+ + 
4.08 4.80 
5.10 6.00 
6.1'2 7.20 
7.14 8.40 
8.16 9.60 

10.20 12.00 
12 •. 24 14.40 

Benerits as multiple 
of Employee Contr1bution 

Sin9le Dependency 

34 40 
34 40 
34 ' 40 
34 40 
34 40 
34 40 
34 ·40 

~~~--_ .. - - - -~- ----~ 

• patct b~ emp.loyer ' " 
+ benefits p.i~ ~nly if-more ~han half Of previoua contribut1ons were ft9m .'h1gher 

e.~ni~;a ,~1aaa,' and ba.ed on ',t~'e Jtüqner earnil)CJa cl.ss. . 
·Source: Adap'teà from j(es!le~man, p • .3 4. ' 
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both increase with t~ing,S, class. The benefit rate of single beneH-
, 1 

ciarie~ was structured to b~ 34 times the contribution'> rate". This .ratio 
1 • . , 

was 40 for those with dependents. Individual.expected benefits greatly 

l ' 
exceeded contributions because the costs of benefits were dividéd between 

- employees, employers and the federal government. 

The rates ""ere originally set such that aggregate employee and 

employe~ contrib~tionB would. given certain assumptions about the distribu­

tion of employees across t,he earnings classes, be equal. The government' s 

contribution was one-fifth the aggregate employer-employèe contribution. 

Thus, the original Act embodied very litt le of the insurance notion of. 

actuarial soundness. Not only did individual benefits greatly exceed 

indi vidual contributions, bpt social consideraÙons and elements of need 

entered inëO, the structure. J'he cost 'of unemployment, furthermore, was a 

, burden bo., by a11 the major actors involved: employees, employers, 

government, and the unemployed. The major res)11t of insurance notions was 

the Betting of benefit rates below the rate ai earnings. 

The benefit structure proved to be rather rigid because it was 

based upon fixed earnings classes., As earnings increased over time, bene-

fits graduallf fell out of line. A series of amendments were implemented t 
1 
1 

r:_ 

in arder ta maintain 'the relativities'. The first increase--in 'benefits 

occurred in October 1948. Contributio~~ were ,81so increased. Further 
, 

amendments increased benefits in 1950 and 1952. In the latter case, how-I 
, 1 

ever t the benefit increases were introduced without concomitant: contribu-: 

tion increases. The "'dting period. as already mentioned. lias al~: reduc~ 
, at this Ume. These changes vere made, ,the Commission stated, U[iln view 

of the sound condition of the Unemployment Insurance Fund. "(32) This 

( 
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Table 3·-5 
Benefit and Contr~bution Structure, 1955') -

Weekly ~ Ifeekly Weekly Btmef l ts Benefits as multiple 
Earnings Contr~bution Single Dependency o:f Employee 
Class ( EmploY~!"§rE~loyee)_ __ .. _ Contribut~on 

less than 9.00 0.08 * * 
(U ( î) 

9.00 14.99 0.16 6.00 8.06 37.5 50 
15.00 - 20.99 0.24 9.09 12.00 37.5 50 
21.00 26.99 0.30 11.00 15.00 36.7 50 ' . 

~' 

27.00 - 3,2.99. . ' 0.36 13.00 18.00 36.1 ' 50 
33.00 - 38.99 0.42 15.00 21.00 35.7 50 
39.00 ..: 44.99 0.48 17.00 4,4.00 35.4 50 
45.00"- 50.99 0.52 19.00 26.00 36.5 50 
5LOO - 56.99 0.56 21.00 28.00 ' . 37.5 50 
57.00 and over 0.60 23.00 3'0.00 38.3 ,50 

(T) Srngle F21 Dependency ~-- ; 
'* when weekI'y:-'earnings are less than $9.00 the contribution is count'ed 

as one-ha1f week for benefit purpases 

S~urce: Adapted fram Kesse1man, p.38. 
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contrasts with a previous stance taken by the Commission. In an earlier 

a'nnual report, the ~enth, it acknowledged that it had been under pressuré 
\ . 

to increase benefits without increasing contributions because of the size 

of the fund' s surplus. It steadfastly rejected this 10gic by an appeal to 

insurance principles: , . 
[i]t May seem to some that this fund is largef than necessary. 
Suggestions have been made by employees and unions thB't ben~­
fit rates be raised, the waiting period shortel\ed and the 
benefits unper the Act increased generally. From employers 
have come suggestions that contributions" should be lowered or 
perhaps dispensed with for a period. 

HoW'ever it must not be forgotten that unemployment' i,nsurance 
is a long range proposition. The Canadian stheme being on an 
actuarial basis, the fund must main tain adequate reserves to 
meet aIl its obligations. (33) 

o 

The 1955 Act cQntinuéd the tendency toward liberalization by making further 

adjus~ments in .:maximum weekly benefit rates ~ The structure was transformed 
. , 

to a W'eek1y basis which further eroded the tie between individual benefits 
1 ., 

and contributions. Contributions vere charged to weekly earnings regard-

less of the number of da ys W'orked. Table 3-5' summarizes the benefit and 

'. contribution structure at the outset of the 1955 Act. 

Despite the lïberaliz~tiOI! __ Of ~e pro gram during 

of ope-ration, the fund, as has been notf' remained in a 

its first 15 years 

surplus ~osition. 

Actuarial soundness meant not that individua! contributions equalled indi­

cvidual expected benefits, but rather that in the aggregate .there was suffi-

cient revenue to meet program costs. Once the authorities believed that 

there e:isted sufficient revenue to meeA the se costs the benefit structure 

was determined inde pendent of contribution rate!%,. 

These rates vere orig.inally established in conjunction with the 

benefi t struc-ture and' a prediction of future unemployment. The-·latter was 

• . , 

'---~-----
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necessary to determine ~, ante program costs. This prediction was ge!ler­

a11y based upon a moving average of past unemployment. For example, in 

setting rhe 1940 contribution rates an estimate .... as made of the funds that 

would have been neces~ry to cover costs during the period 1921-31, plus a 

margin of 30% had the pro gram been in operation during those years. (34) 

Predicting the unemp10yment rate on the basis of past unemployment 

rates proved adequate only as long as the procedure 1ed to overestimates. 

during the first fifteen years the fund accumulated surp~uses at an unex-

pected rate. Yet the Commission admitted that the program had not yet 

.experienced the test of a severe period of unemployment. There was, there-

fore, no reason to believe that the fund .... as too large. (35) 

In the fiscal year 1957-58 the fund experienced the first of seven 

consecutlive annual deficits that .... ou1d eventually erase the accumu1ated 
, 

surplus of $878~4 million. As a resu1t a 30% increase in contributions was 

ini tiated in 1959. (36) The government, ho .... ever, 'resisted the Unemp10yment , 

Insuranee Adviêory'Co~it~e's recommendation of cutbacks in benefit rights 

to fishermen and the seasonally unemp1oyed.(37} The Commission's predic-

tion of unemployment for the five years 1959-63, upon .... hich the ,1959 con-

tribution increase was based, was the average leve1 of .unemployment for the 

fi ve years ending March 31, 1958. (38) This, needless to say, proved inade­

quate and only underscored the point that ~ ~ pr<?gram costs could not 

be established with the required accuracy. 

Even though revenues rose after the 1959 increase in contributions, 

the fund balance continued to deter~orate because of the expanded pro gram 

structure and the elevated unemployment rates. An accumulated deficit .... as 

reached in April 1963. The fund recei ved temporary loans from the Minister 
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of Finance to allow the pro gram to continue operation. An accumulated 

deficit occurred for the last time in July 1964. Although the fund 

remained in a surplus position for the dur'tion of the 1955 Act its balance 

never greatly exceeded annual benefits.(39) The pro gram became, in spite 
-

of previous fund surpluses and in spite 'of its name, a "pay-as-you-go 

scheme." 

The operation of the program reveals that benefits were, in the 

light of social considerations, adjusted independently of contributions. 

The tie between benefits and contributions did not operate at the individ-

ual level. Indeed, even at the aggregate level it appears that prevailing 
, 

economic conditions, not insurance principlès, influence the setting of 

benefits and contributions. During buoyant economic periods there is a 

tendency to e,pand benefits. Contribution increases are irregular and are 
/i 

not ne~ess~rily associated with benefit increases. The program's solvency 

is not guaranteed by the -existence of a fund in large part because the 

probability of unemployment is unpredictable and affects many individuals 

simultaneously. It is the government's power to increase contribution 

(tax) rates when the revenues are needed that provides the basis for the 

guaranteed operation of the program. 

3.3 SUMMARY 

The insur-ance .odel does Dot offer an accurate conceptualization of 

the progr8lll's operation. lt represents, at best, a particular' stance on' 

the setting of progru par_ter a and the distribution of the costs of 

UDellplo,.ent. 'lbese costs, it suggests, should be placed upon tbose 

.. 
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. .,. 

experiencing unemployment. This, however, .is only one of many other pos-

sible tonfigurations. Viewing government p'ayme~ts to the unemployed as a 

public program of inéôme transfer provides a framework that incorporates 
1 

these possibilities. 

In terms of coverage, eligibility requirements, benefit structure, 

contribution rates, and the status of the fund there i8 little to suggest 

that the Canadian program functioned as an insurance scheme during its 

first 30 years of oper~tion. Coverage involved the pooling of different 

risks without associated differences in contribution rates. Program expan-

sion occurred throughout the period; the seasonally unemployed, those that 

cannot be viewed as having an insurable interest t a1.80 came under the 

program's scope. This latter development occurred in spi te of the adminis-

tration's disagreement. Eligibility requirements vere, in actuality, not 

set according to the criterion of an insurable interest. Recency of 

attachment to the labour force was grestly reduced, and the tie between 

contrïbutions made and expected benefi ts was loosened. Further, i t was 

established that even if il1 an individual.continued to have a right to 

benefits. Inca.e adequacy coapeted vith availability for work as the 

relevant criterion. The benefit and contribution structure were not 

designed in tenas of individuel equity. The Unit bètween an indi vidua1 's 

expected benefits" and contributions was, as mentioned. weak. Further, 

benefits and contributions vere at times altered independently. The status 

of the fund played a role in determining these changes. Though the fund 

existed in nue .!.!. ~ program costs could not be accurat~ly fonaulated., 

Program financing, after the late 19508, va~ conducted on a current. not a 
• 1 

cumulative, 'basis. The program operated in the context of an uncertain 
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futur~. The heterogeneity, and interdependence of uneœp10yment probabil-
o 

ities imp1ied that in such a context ,the goal of maintaining the incomes of 

the unemp10yed cou1d on1y be achieved by income transfer mechanisms. 

Ye~. throughout the period many co~tinued to fee! that the pro gram 

, should function as an insurance scheme. Deviations in the,program's opera-

tion from this interpretation of its n~ture could on1y be seen as ad ~. 

This contradiction bè~ween hoy the program actua11y functioned and h~ tt 
1 

,should function led to an official neassessment of its nature; a,topic 

discussed in the following chapter., 

-, 
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Chapter 4 
PUBLIer ASPECTS OF GOVERNMENT PAYMENTS 1'0 THE 
UNEMPLOYED IN CANADA: EXPANSION AND RETREAT 

\ 

4.1 INTRODUCTION 

The previous chapter develops two points with regard to the pre-

1971 program of government payments to the unemployed.. The Canadian pro-

gram cannot, firstly, be considered an insu rance program. The f~ct that 

unemployment ls not an insurable interest influenced the programts struc-

ture even when tnè insurance model was explicitly adopted by policy makers. 

The use of an insurance model, second!y, lmplies a program structure that 

places the burden of unemployment upon the unemployed. 
- . 

The present chapter focuses upon a version of this latter point. 

It illustrates the nature of and ressons for changes in prograa structure 

during the 191()g. An iJaportant determinant of pro gram structure ia the 
_ 0 

manner in which its nature ia conceptualiz~d. The Governaent's re-inter-
" 

pretation of the natur~ of the canadian scheme ~f pay.ents to the unea­

ployee! ia descr~bed. This philosophiesl re-orientation in th~ context of 8 . 

grOviD\eCOnotlY vas the I18jor factor leading to the progru's ollerhaul in 

'1971. lb. reyisioni .. that fo11owed vas·aIso influencod by the prevailins 

econœaic clillate. The 8CODOIIJ t 8 deterioration. along vi th 8 reassesa.ent 

of the costs of the 1911 legislation and a IIOre benevolent interpretat'lon 

of uneaploy.ent, led to a cutting back of the 1971 provisions in 8S early 

as 1975. This revisionisa. llediated br the pc;litical proces •• continued" 

throughout the decade. 

The' Goverllllent'. reasses_nt of the nature of the progr811 of 

. paJ8leDts to the UDeilployed began with the Report of the eo..it.tee of 
.r, .. 

,\ 
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lnquiry intI the Unemployment lnsurance Act in 1962.(1) The Committee's 

philosophy was ec~ectic. It saw a ro1e for both an insurance program and a 

we1fare program in ma~ntaining the incomes of the unemployed. lt a1so saw, 
, 

however, a role for a pro gram between these two extremes: a program of 

"extended benefits". The present section first reviews the Committee' s 

Report. An emphasis ia p1aced upon its philosophy and the actual degree to 

vhich its recommendations would have extended the program berond s narrov 

insl1ranc,e-type basis and ~edistribute~ the costs of unemploy)nent. The .. 
philosophy of the 1970 White Paper is a1so reviewed.(2) The White Paper 

vent beyond the Gill Committee's view in tvo respects. lt explicitly, 

recognized the transfer nature of gover~nt pay.ents ta the unemployed 
_ .. - ' 

vithout making any reference ta insurance. It also advocated a progrs. . ' .. 
structure ~hat would redistribute the costs of une.ployment from the une.­

ployed to society in general. The manner in which these recommendations 

were"eabodied in the 1971 legislation is then examine~. The formulation of 
~he features of the 1971 Act are in large part due to the phi1osophica1 re­

orientation of . the government. The buoyant economic conditions' of the . 
f<J 

19608 formed a necessary backdrop for these deve1opments. The ers of 

rev1sionism that fo110wed is the·subject of the final part of this chapter. 

Government budgetary considerations, in an era of economic stagnation, vere 

one of the major reasons for program cutbacks. 

4.2 EXPANSION 

4.2.1 The Views and ProposaIs of the Committee of Inquiry 

The recession of ti1e 1ate 1950s brought in.to question the efficac:y 

of the prevai1ing program of payments ta the unemployed.· The program's 

-------
1 



(: 

\1 

" , 
.1._ ... _.,~" ............... ___ .. "' ............ _ ................. , __ ,.. ..... <u .. ~"' .. ~ __ '>l'>,..,,~~~l .......... ~ ... _ ... _ ... ~ 

. , 

63 

failure had two consequences. It underscored, on the one hand, the ~ hoc 

nature of the changes made since the 1940 Act. On the othër hand, however, 

it was not the appropriateness of the amendments that was questioned, but 

. the validity of the assumption.s of the insurance model as a guide for a 

program that must serve the needs of the involuntarily unemployed. 80th of 

these concerns are found in the Report of the Committee of tnquiry. The 

Committeets analysis of the Unemployment Insurance Act i5 important for'two 

reasons. On the one hand it illustrates the degree to which the prevail-

ing program had deviated from an insurance scheme, and on the other hand it 

sakes explicit the public principles of income transfer and thus provides 

the basis for an alternative vision and structure of the program. 

The Report con tains 244 rec~ndations that touch virtually every 

aspect of program design. The philosophy underlying these recOIIIIendations' 

represents a transition from private principles of insurance tQ public 

principles of incomE transfer. The Committee's V1ew is eclectic. Its '. 

recommendations would,have created a program greatly influenced by the . 
insurance model, but it does nonetheless illustrate that program structure 

will vary according ta the v1sion held of its nature and the interpretation 

given to unemployment. It ls clear that the committee developed a frame-

vork other than the insurance mode! for conceptualizing the nature of 

government payments to the unemployed. For the first time in Canada there 

vas an official statement of the principles and structure of a public 

program of income support. 
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Overview 

The cycIical downtur of the Iate 1950s and early 1960s made clear 

that unemployment was an in phenomenon that affected many individ-

uals simultaneously. These fact,s did not escape the Committee of Inquiry. 

. Its report displays a hybrid vision that ~ttempted to define the appro­

priate reaims for private and public principles. The Committee stated: 
ù 

we are convinced that a soundly conceived insurance plan has a 
prominent place in a program of support for the une~ployedt ve 

\ 
are equaIIy convioced that an insurance plan cannat deal with 
the whole problem. Any attempt to make it do so forces such 
distortions that basic insurance princip1es cannot be main­
tained and the plan is pushed from amendment to amendment 
without any sound guiding principles on which decision C8~ be 
based. (3) 

The Committee recognized the existence of different kinds of unemployment. 

Frictional unemployment "can be best dea1t vith on an insurance basis";(4) 

una.ployment of a longer duration due to cyc1ical movements of the economy 

cannot. A program of income maintenance is the first step in meeting the 
"-

problem created by such unemployment.(5) 
, 

The Committee recommended a three part program, each part based on 

different principles and addressed to a different type ot unemployment. , 

~e first part would be an insurance program designed upon insurance prin­

cipres and addressed to frictional unemployment. This unemployment was 

arbitrarily defined as unemployment of short duration. The Committee's 

recommendations were geared towards moving at Ieast some part of the legis-

lat ion closer to an irisurance scheme. The second part, the program of 

"extended benefits", wouid apply to those experiencing longer spells of 

unemployment that were involuntary in nature and due to the cyclical move-

ments of the economy. It would apply to those individuals who exhausted 
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their. inaurance benefits and possibly to the seasonally unemployed. It 

embodied public principles of incoae transfer and was designed to shift the 
1 

borden of unemploymen~ from the individual to society in general. Finally, 

the third part would be a welfare program and would be addressed to any ~ 

reaidual u~employment. It wes based upon a needs test. Thus, the Commit-

·tee sought to parcel the program structure according to its intérpretation. 

of the nature of unemployment. 

The Insurance Pro gram and tbe Program of Extended Benefits' 

The manner in which the government's understanding of the program 

it ~erates, and the manner in which its interpretation of unemployment 

influence pro gram structure and the distribution of the costs of unemploy-

mept is illustrated by contrasting the insurance part and the extended 

benefits part of the Committee's proposed scheme. This contrast also 

illusttates the degree to which the then prevailing philosophy, had placed 8 

brake upon the expansion of the Canadian scheme. The 1955 Act and the 

amendments to it represented a program of government payments to the unem-

ployed that was broader than an>insurance inspired scheme would be. At the 

same time, hawever, it was not as broad, given the prevailing economic 

conditions, as-it would have been had public principles of income transfer 

be~n the government's basis for evaluating it. 

The insurance inspired-part of the Committee's proposaIs was much 

narrawer in structure than the prevailing program. Conceiving unemployment . 
as a frictional prablem reduces program scope and places the burden/of its 

costs upon the individuals experiencing it.(6) Yet, even under thiij insur-

ance pro gram • coverage was to be uni versaI., This was so in order "to 
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accomplish an appropriate absring of the los~es arising from unemploy­

ment. "(7) Th.s. trC~~diridual receives the benefits of sbift~ng tbe risk 

of unemployment ont6'~group. \ 

Universal coverage was, just ~s importantly, necessitated by the 

realit"tion that 8 narrow scope created too many inconsistencies. ,Groups 

that ,had previously been excluded on the basis of their low probability of 

unemployment were to be covered. These included government employees at 
f> 

the federal, provincial and municipal levels,'employees of hospitals and 

châtities, and teachers.(8) Furthermore, the earnings ceiling that 

restricted coverage would be removed and coverage extended to aIl employees 

regardless of income level.(9) 

[W]e do not accept [the Cômmittee stated] the criterion of 
probability of unemployment as a basis for inclusion in or 
exclusion from the scheme. We are aware of Many classes of 
employment where persons with virtually no risk of unemploy­
ment are compulsorily covered by the scheme, whereas those in' 
similar conditions and earning a litt le more are excepted. In 
our view, the philosophy of universal coverage requires cover­
age to be extended to aIl persons in an employee-employer 
relationship without restriction based upon earnings.(10~ 

In this respect the proposed insurance scheme was broader than the 

prevail~ng program. However, the Committee invoked the notion of ~nsurable 

interest to withdraw coverage from certain groups that were included in the 

prevailing program. It recommended that coverage be withdrawn from those 

below the age of 18 because they were unlikely to have an insurable inter­

est in their employment.(ll) More importantly the committee recommended' 

that coverage of self-employed fishermen,be witndrawn. In this case there 

was no evidence of'an employee-employer relationsbip. The income security 

problems of this group should not be handled by an unemployment insurance 

program. It recommended.that a separate pro gram be establ1shed and 
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administered under the 'Department of Fisheries. Seasonal unemployment 

J?!!:..!!:. vould a1so fie removed .. from the purviev of the insurance program. (12) 

The seasonally unemployed would be treated as aIl other unemployed and may, 
" 

if they qualify, receive assistance unde! ,the insurance and extended 

benefits plans. In aIl ,of these important respects, therefore, the actual 

was much br~ader than an insurance inspired program would be. 

ommittee's recommandations concerning eligibility upheld the 

then program's emphasis, at least in theory, on recency of attach-

ment ta the about'sector. The recommendations: h~, went further than 
l ' 

simply reas lerting.. the prevailing requirements,(l3) These vere seen as too .' , ' 

easy ta mee', The Committee suggested that the program 

'1955 'pr:cu~ ,)lf using the actual n",,!ber of days ."",10' 

eturn tô'the pre­

d in the c~cula-
1 

tion of the eligibility requirements. Weeks of employm regardless of 

! . 
the number of days worked per week was not seen as an approprlate measure 

\ 
of recency. The Committee suggested 30 full weeks of employment with at 

least 20 full veeks in the year preceâing the claim. The problem of moral 

hazard was the main justification for the proposaI. An insurance program 

must be designed in a fashion that does not attract the individual into 
, , 

insured employment solely for the pur pose of qualifying for benefits.(14) 

Jet, there ia nothing definitive about either set of qualification rules as 

neither the framers of the actuai pro gram nor those of the Committee's 

propos~d program, had direct estimates of the number of ajditional spells 

of unemployment cauaed by shorter qualification requirements. The explicit 

adoption of the insursnce model places greater emphasis upon the issue of 

vork disincentives and leads as a result,to a narrover structure • 

. ' . , .. .. ~ 
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As concerns the benefit structure, the Committee upheld the 

prevailing waiting period of one'week. It a1so uphe1d tpeflotion that 

benefit structure should be'tied to re~ency ~f employmént. This, ~it was 

argued, represents the application of the principles o! indemnity for 10ss, 

and of individual equity. lndeed, the Committee recommended that the 

benefit duration be tightened. One week of benefits should be paid for 

each two ~ weeks of contributions in the'52 weeks preceeding the c1aim. 

Unlike the prevailing scheme a partial week of work would not represent a 

full week of contributions. In conjunction with the entitlement recommen-

dations this implied a minimum, 10 weeks and a maximum of 26 weeks of 

benefits. "It appears to us," the Committee stated, "that this formula 
, 

represents a ressonable relationship between benefit and the interest the 

.$.... insured person has in insured ~ployment. "( 15) This reduction of' benefit , 
li '" duration wes justified by the argument that an insurance program can appro-

priat~ly deal only with unemployment.of shQ~t duration. As in the case of 

eligibility requirements, the explicit adoption of an.insurance framevgrk 

implies that tenns such as "a reasonable relationship" come to be inter-

preted.mofe severely. 

The prevailing method of establishing benefit rates was also up-

held. Benefit rates must be ~et belov actual earnings levels b~cause of 

the problem of moral hazard. The Committèe, however. fel~ that pfevailing 
~ 

rates were too lov. To_prevent claimants from fal1ing below a minimum 

standard of living the Committee recommended tbat the benefit rate'be 60% 

Qf eatnings for those with dependents, and 45% for .those without. These 
• 

rates, it was bèlieved. would not greatly alter incentives. 

." 
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Employees and employers ~oulâ be the sole contributors to the .. 
scheme. The two parties would share the costs equally. The government, as 

~ 
previously stated, contributed 20% of the prevailing program's revenues. 

1 

The Committee would-have the government addréss itse1f on1y to administra-

tive costs. 

The setting of contribution rates accord)ng to 

fund would also remain a part of the proposed p~gram. 
the dictates of a 

The determination of rates of contribution ..• must necessarily , 
await the determination of other features of the' plan. The ~ 
contribution rates must be such as to provide e~gh revenue . 
ta meet the benefit payments as these average out ove~ a ~ 
period of years. They must, therefore, be 'based not ofily on 
the terms of the plan but also on some assumptions concerning 
the economic climate within which the plan will likely have ~o 
oRtrate;(16) 

This, as the'previous chapter notes, is not actuarial soundness in the 

sense that each individual's expected benefits equal that individual's 

contributions. It is only a requiremerit tnat over some time period program 

costs equal p~ogram revenues. This, in fact, d~~ not req~ire a fund. The 

fund remained, nonetheless, an aspect of the proposaI. ,The Committeè was 

clearly aware of the difficul~ie~ inherent in predicting unemploym~nt. It 

recommended that prevailing contribution rates continue. They were seen as . 
sufficient to provide for the development of a fund. "Should the experi-

~ 

/ 

eqce in the. next few years prove to bé favourable, opportunity will he ' . 
, . 

afforded for the fund to accumula te some necessary reserves. When the , 

reserves have reached a reasonable level we believe that contribution rates 

should be adjusted ta prevent undue growth in the si~e of the re; 

serves. n(17) . The Committee did not offer, indeed was not ab1e to offer, 

any recommendations concerning what a 'reasQn~~le' level should be. 
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In its br,ôad contours the prevailing program of government payments 
fi 

to the unemployed resembled t_he proposed. insurance program outlined -by the 
, ' 1 

Com~ttee of Inquiry. In its actual structure, howêver, the prevailing 
•• 0 

program was . broader in scope. Al though ~he proposed program endorsed 

universal coverage it w~uld h~ve excluded several important groups ~r?m its 

purvie'W. Only in thé setting of ,benefit,.rates was tht. proposed prog.ram 

more liberal than the actual one. This, however. was countered by the , " 
" , ' 

stringent eligibility requirements and the shorter benefit duration that , 

were also proposed. ,Adoption of an insurance model in justifying a program 
o 

of government payments to the unemployed ,does not., indeed cannot, lead to 

~the design of an insurance structure i i t leads, rather, to a narrowly based 

transfer scheme \tha1r places the burden of unemployment' upon the inciividuals 
\ 

experiencing i.t. This is considered an appropriate structure, ,in part, 

because I,memploynient is viewed as a phenomenon of short duration due to 
1 

fricti
r

onà1 or vOlvntary reasons. 

The actual program was broader than the proposed insurance scheme 

because government was, as a result: of the prevalence of involuntary unem-
-0' 

pl'byment, requ~red to deal with issues of .income adequacy. Unemployment 
• Q' , .' if 

due to the downturns of the business cytle cannot be dealt with by an 

insu rance ty;pe structure. The Commit.tee's explicit recogrtition of involun-

târy unemplqyment leq it to propose an additional structure that was based 1 _ 

, 
upon public princip~es of incorne tra.nsfer. This progr8\ll of "extended 

benefi ts", 'Would "occ"upy a middle position between unernployment insurance 

and an as~istance plan. "(18) It 'Was dElsigned to shift the burden of unenr-
a 

ployment ·f~om the individual through government tO.,~he cOlJllllunity. The 

rationale for this program was stated as follows: "The payment of ben,fits 

--------------~~--------------.------~~---.~1-.~"4~,.~.S.., .. ~---~------~-
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. under the extended plan would fie based on the concept of presume.d need by 

persons who have been unemployed for sorne time or who regularly suffer 

seasonal unemployment. "(19) Thus,_ once unemployment is recognized as invol-

untary income adequacy becomes an important criterion for program design. 

The proposed pro gram , nonetheless, was restricted to those who had 

qualified for insurance benefits and had exhausted them. Coverage was, 

therefore, universal, but eligibility was determined by recency of attach-

ment to employment. The use of this latter criterion was justified, how-
1 

ever, not in terms of insurable interest, but as a practical matter: some 

set of clear rules were required to determine eligibility for tax supparted 

benefi ts. (20) 

Benefit duration under the extended program lilas also relatec! ta 
~ 

work record. The justification for the length of benefits ~as. once again, 

, not insurance based: the criteria of administrati v~ ,convenience and fair-
-' , 

ne SB were invoked by the Comm.ittee. A uniform perfod of benefit duratian 

for aIl· individuals was rejected in favour of a duration related ta length 

of emplayment because the latter achieved "some degree of equity amongst 
f 

'~arious classes bf employees and [directed] the ap~l,ication of moneys , - , 

expended in payment of extende~ benefits ta the classes of employees for 

'Whom such benefits are most justifiable ••.• "(21) The maximum duration 

suggested was one and. one half the duration of the insurance benefit that 

the individual had been entitled ta. This impl:i,ed a minimum durati~n of 15 
! 

/ 

weeks and a maximum of 39 weeks. One year 'Was ta be the max1:lnum duration 
'.1 

a~plicable to the entire program. 

,~ The extended benefits program would be financed entirely from thé 

, general -l"evenilês -of govez:nment. 

"', , ' 

~ 
This- is an explici t recognition that 
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unemployment i8 a phenomenon beyond the individus1' 8 control and a cost 

that should be absorbed b}i the community. (22) 

Although the actua1 program of the time was more libera1 than what 

the Committee viewed as an insurance program, it was not explicitly justi-

fied in terms other than insurance. Issues of income adequacy were consid-

ered implicitly in an ad hoc fashion. The statement of an alternative 

\ 
philosophy, even though i t was done in a' piecemeal manner, by the Committee 

of Inquiry was the first step in changing the Government' s understanding of 

the, program of payments to the unemployed. 

View~ng the program ès an insurance prbgram, or in the very least 
, , 

arguing that it should be an insurance program, was a major force in 

du1ling the trend lof liberalization that deve10ped irnmediate1y after the 
~ 

program's inception. The justification of coverage, eligibility, bene fit 

rates and durat~on in insurance terms left the program sensitive to ques- , 

tions of moral hazard to a greater degree, in a gi ven econornic clirnate. 

than if unemp10yment was explicitly recognized as involuntary. Further, 

program financing, by being structured un der the influence of insurance 
o , 

notions, restricted the degree to which the.costs of unempIQyment were 

shifted onto the community. 

,The Committee's report;tid not lead to significant legislative 

changes during the 19608; (23) However, in conjunc tion with the prosperity 

of the decade it provided the necessary impulse for a deeper reconsidera­
,~ ~ 

tion of the I;lrog'ram' s nature by the government. _Interpreting the program 

" 
in terms of public principles of incorne transfer would imply important 

" o.! .... 
changes in aIl aspects of its stru.cture. The White Paper on Unemployment 

Insurance reflects the final stages of the government' s re-interpretation 
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of the program. It extended the philosophy of the Committee of Inquiry and 

ushered in, as a result, a complete overhaul of the Canadian program: a 

topic ,that is discussed in the following section. 

4 • 2. 2 The 1970 White Pa per 

Although the Committee of Inquiry' s views and recommendations did 

not lead to immediate legis1ati ve changes the y were gi ven consideration by 

the government throughou t the 1960s. An interdepartmenta1 commit tee was, 

formed in 1963 to examine its report.(24) Tlie Report a1so' played a role in 

the work of a project team assembled by the Unemp10yment Insurance Cpmmis-

, 1 

sion wi th the goal of deve10ping an updated program design. (2?) The scheme 

that was proPQsed' was eventually tabled in the< House of commons by the 

Minister of Labour in the form of the 1970 White Paper on Unemp10yment 

Insurance. 

Two separate points concerning the White Paper merit attention. 

\ First, it developed and extended the philosophJ that was nascent in' the 

Gill Committee' s report. Government payments to the unemployed were con­

ceptualized and discusfied in' t~rms other than insurance. The program' s 

pur pose was not to provide insurance: it was to provide income to those 

suffering an interruption of employment. The scheme was justified as a 

public program of incorne transfer. Second, the White Paper rejected an 

insurance type structure as the me~ns to attain its goal. A structure was 

proposed that would shift the costs of un,È!mployment onto the commun'ity. 

Coverage, eligibility reAuirements, benefit structure and financing were 

( 
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aIl liberalized. Indeed the 1971 Act, which followed, with only minor 
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deviations, the White Paper's"proposals, represented an entirely new 5cheme 

of government payments to the unemployed in Canada. 

The philosophy expressed in t~e White ~aper goes beyond that of the 

Gill Committee's report. For example, the removal of administrative incon-

sistencies was one of tne justifications that the latter put forth in 
1 

favour of universal coverage. It also suggested that a greater pooling of 

risks wou Id result, but it omitted any mention that this would imply the 
~'I-

,~- pooling of heterogeneous risks ând hence incorne redistribution. The White 

Paper, on the other hand, justifies universal coverage in the following 

terms: 

Universality of coverage, which will add 1,160,000 members 
to the plan, in some respects calls upon the good wi1t and 
res,ponsibility of more fortunate, better placed Canadians 
toward those who through lack of education and opportunity are 
in less secure occupations.(26) 

A similar stance is taken with regard to other aspects of progTam struc-

ture. The transfer of income is expli~itly reco&nized as being at the core -of a scheme of government paym~nts to the unemployed. 
" , 

The White Paper'~ authors viewed the productiort process as a col-

lective endeavor 50 that heterogeneous groups each had a rig~t to share in 

its benefits. The provision of incorne security for those whose employment 

incorne is interrupted is a collective responsibility. liA nationwide eco-

nornie crisis [could] only be combatted by collective rneasures. "( 27) 
1 ~ 
Thus, 

the system of Canadian government payments ta the unemployed was inter­

preted as a collective response to a social probl~rn of incorne security. 

The notion of insurance had been clung to during the 1940s and 

1950s ev en though it could Dot rationalize the many changes that the program 
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, , ' 
l' tl.tructure had undergone. With the first steps toward, an alternative perspec-

"tive made by the Gill Committee the stage' was set for a deeper re-interpreta-

,tîon. . By 1970 the Government' s p~ilosophical re-orientation w~s complete, 

and ,with this ,change came importa~t alteratf.ons in program 'structure. 

Thus, an important factor determining the structure of the new Act 

was the Government's re-ihterpretation of the program's nature. It should 

, be. noted, however, that this philosophical change .... as conducted during the 
...... ...~..l 

J960s: an era of ~nprecedented growth. This growth gave rise to expecta-

tions of future growth\ add these é:icpectations through their influence upon 
t J 

the government' s estimates of its ability to pay program costs, also had an 

/influence upon the actual parameters of the 1971 Act. The opening para-

graph of the White Pape,r, for ex?mp~e, states: 

D, • As Canadians stand on the' threshold of the '70l:? they see on 
the horizon the outline of ,IDany brilliant changes and 
developments - developments which indicate we know how to 
exploit the breakthroughs in technology marking us as a c 

community capable of realizing the full promise of the post­
indu~trial era - developments which single us out as one of 
the world's most affluent peoples with a spiralling gross 
national product and a rising standard of living.(28) 

The government's new interpretation of the program's nature, and its expec-
1 

tation of the community' s ability to meet its costs are ~the major factors . 
, 1 

that determined the new Act's timing and structure • 

• 
4.2.3 The Provisions of the 1971 Act \ 

. Coverage under the 1971 Act was almost universal: it was extended 
4) 

to aIl people who worked in an employer-employee relationship. The major 

inclusions over the previous Act were civil servants,(29) teachers, 

employees of hospitals and charitable institutions, the armed forces, 

'. 
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nurses, police forces and professional athletes. It sho~ld be noted that 

the earnings ceiling was dropped entirely from the plan. A provision was 

added to insure '·the first $150 per week.(30) An exemption from coverage on 

the basis of weekly earnings was , nonetheless, stipulated. Those earning 

the lesser of (a) 1/5 the maximum insur8;ble earnings, or (b) 20 times the 

minimum hourI y wage for the province in which the person is employed, were 

exempted from coverage. The other major exclusions remaining were those 

individuals recei ving CPP or QPP 1 who were 70 years of age, or were self-

~mployed. The White Paper estimated the increase in the insured population 

. at 1, 160, 000 bringing total coverage to 6,500, 000 or 96.3% of the larur 

force in 1971. Previously 80% were covered by the program. (31) Ev~ 

though the self-employed were to be exc1uded a place remained in the pro-

gram for self-employed fishermen. Coverage was extended to them until an 

alternati ve program of income maintenance was devised. Coverage, in line 

with the program' s purpose, was as broad as i t was ever to be. Th,e program 

intended to provide for the interruption of earnings due to involun~ary 

unemployment whatever i ts cause 1 seasonal or otherwise. 

The eligibility requirements are also an important indication of 

the shift in philosophy. The three main conditions of the previous aet 

were retained: involuntary unemployment 1 capabili ty and availabi,lity-f~r 

work, and inability to find suitable work. The length of attachmknt to ----, 
covered employment necessary for eligibility was significantly reduced. 

The basic requirements were 8 or more insurable weeks in the qua,lifying 

period (the 52 weeks before the establishment o{-a claim or since the last 

benefit period ended, whichever was shorter). This reduetion frorn the 20 

week requirement was in response to the needs of new entrants 'and the 

" 
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rec~'gI\ition that involuntary unemployment implied ,;job scarcity. If jobs-

were scaree the use of lengthy eligibility requirements was antithetical to 

the program 1 s pur pose • A major break \Iii th insurance princi pIes was the 

inclusion of sickness, maternity, or retirement to the eligibility condi-

tians. (32) 

The benefit structure became more complex under the new Act. The 

major change!;! were increases in benefit rates and the tying of benefit 

duration to the unemployment rate. It sh~ld be noted, firstly, that the 

waiting period was increased from 1 to 2 weeks. The benefit rates -for 

those without dependents was increased to 66 2/3% of previous earnings from 

approximately 40%. For those wi th deperrdents :t t became 75% dudng the 

first two benefit phases. (33) 

The benefit duration was structured as a series of phases that 

individuals passed through according to various criteria. The initial 

phase was from 8 to 15 weeks long according to the individual' s work 

attachment. Those with 20 or more weeks of employment in the qualifying 

period, referred to as major attachment claimants, received the maximum 15 

weeks of bene~its.(34) It was on1y in this first of five popsible phases 

that sickness and maternity benefits were payable.(3S) It should also be\ 

noted that those who returned to work wi thin 5 weeks were gi ven a lump sum 

payment of an additional 3 weeks of benefits. 

phase" . 

'-"t 
\ 

The seco~d phase was referred to as a "re-established initial 

If claimants remained unemployed once phase' one benefits were 

exhausteq their benefits were automatically re-established for a further 10 ' 

weeks. 

\ na '4 .'~ 
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Phase three, the labour force extended benefit phase, was limited 

• 
to only those with 20 or more weeks of insura~!e employment. Thé extended 

phase ranged from 2 additiona! weeks of benefits for those with 20 weeks of 

employ~ent to 18 additiona! weeks for those with 51 or S2 weeks of employ­

ment. (36) The first three phases were based, as was the previous program's 

benefit structure, on recenc1 of attachment ta employment. 

The two remaining phases tied benefit dura tian ta the unemplQyment 

rate. As such the program recognized that individuals were constrained in 

their job search by the availabillty of\jobs. PhBfse four w~s referred ':9 
r, 

as the national extended benefit phase. "Four weeks of benefits were paid 

in a four week period if the national unemployment rate was over four per 

cent and up to five per cent. Eight weeks of benefits were paid in an 

eight week period if the national unemployment rate was over five per 

cent. "(37) The unemployment rate used was a three month moving average of 

national seasonally adjusted unemployment rates. 

The final phase of the benefit duration was the extended benefit 

phase that was tied to the regional unemployment rate. When the regional 

rate was greater than the national rate by one but less than two percentage 

points 6 additlonal weeks of benefits were pa1d. A further 6 weeks of 

benefits were paid if th~ regional rate was more than 2 but less than 3 
(:.) " 

points above the national rate. Finally, i'f the regional rate was more 

than 3 percentage points greater than the national 6 more weeks of benefits 

were paid. (38) 

Even though a maximum of 69 weeks was conceivable under the system 

a limit of 51 weeks was stipulated by the legislation. (39) The benefit 

strpcture, in summary, differed from the Gill Committee proposaIs in that 

) 
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the unemployment rate itself becarne the criterion determining duration. 

The first three phases, while they did dep~rd upon work attachment, were 

more li beral than the Gill Committee scheme: , Further, the two programs 

differed by the fact that the 1971 Act was broader in coverage and con-

tained much more liberal eligibility requirernents . 
.e 

A further differènce was the structure of financing. The 1971 Act 

formally altered the financial structure frorn a cumulative to a current 

basis. The U1 fund w~s replaced with a U1 account in t~e Government's' 

Consolidated Revenue Fund. If the arnaunt in the account was insufficient 

ta meet benefit and administration costs, the Min~ster of Finance was 

authorized to make advances of up ta a maX1mum of $800 million. (40) 

Employ,ers and ernployees financed regular benefits in the initial and re-

established phases attributable to a national unemployment rate of up ta 

4%, aIl sickness, maternity and retirement benefits, and the administration 
, 

of the Act. The government financed regular benefi ts in the initial and 

re-established phases attributable ,ta a national unemployment rate of over 

4%, aIl benefits under the labour force and regional extended phases, aIl 

regular benefits paid ta claimant/trainees granted extensions after train-

ing, and aIl benefits pa id ta selfemployed fishermen. Employer and em-
, 

ployee contribution rates were set annually. Any expected def/Cits or 

surpluses were to lead to'contribution rate changes needed ta iliminate 

them. The employer contribution rate would be 1.4 the employ~e rate. 

Employee contributions were set at $O.90/week for each $106 of insurable 

earnings. Earnings classes were thus elirninated. Authority was also 

granted to the Commission to estab11sh a system of experience rating.(41) 

1 
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1 
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! C> ~ Table 4-1 
t Actual and Expected Operation of the 1971 Unemp10yment Insurance Act: 
1 Il 1971 ..: 1975 i 

, = Yea~ Simu1ated Actua1* Expected costs+ Actual Costs+ Errpr! 
~.Unemployment Unemployment total gov't % gov't total gov't % gov't 

r rate (%) rate (%) costs costs of total costs costs of total l ''''''''''" (mill~ons -of dollars) (millions of dollars) (4)-(71 
! (1) (2) (3) (4) (5) (6) (7) -(8) (9) 

\_, 

o 

1972 5.3 6.3 948 229 24 1 990 n.a. -1 042 
1973 5.2 5.6 1 006 235 23 2 145 917 42 -1 139 
1974 5.1 5.4 l 069 238 21 ,2 278 875 38 -1 209 
1975 5.0 7.1 1 138 241 21 3 322 1 707 51 -2 184 

* Former Labour Force Survey . 
+ Expected Total Costs and Actual Total Costs lnclude beneflt ~ayments under aIl Phas1s, 

slckness, maternlty, and retirement benef1ts, and adm1n1strat1on costs. 
\ . 

Sources: Columns (2), C4), (5) from Canada, House of commons,- Standing Commlttee on 
Labour Manpower and Immlgratl0n, 28th Parl1ament, 2nd Sesslon, Appendix M, (September 
16, 1970), pp. 142 and 146; column (3) from Department of Finance, ~eo"oMic Review, . 
April, 1976; columns (7) and (8) from Unemployment Insurance Commission" Ann~al Rep~~t, 
1973 to 1~75. 
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The 1971' le&islation vas ll' reflect~on of the goverrunent' 5 under­

standing of the .program ~_an income transfer scheme. Less concern was 

expre.ssed over inSura(lce-t~pe issues. The problem o'! moral hazard was not 
A~ 

emphasized, 'and t,he fund was eliminated as an aspect of program structure. 

The perticular levels of the program's parameters were a reflection of the 

government's estimation of p~ogram costs, and its judsement of which groups 

should pay for them. The interpretation of unemployment as an involuntary 

phenomenon implied, to sorne des.ree, a social responsibility towards the 

meeting of its costs. Government thus assumed a, greater proportion of 

them. This estimation ,of how the costs~ shOulct-6~,shared was drast.ically 

altered il1 the years following the' Act '.g enactmen~.- It became a major 

factor precipitating the period of retreat from th~ legis1ation's prqv1-
\ 

sions; the subject of the following section. 

4.3' REVISIONISM 
/ 

'~ 
"-, 

The retreat from the'pr~visions of the 1971 legis1ation'began 
-~ 

almost immediately after i-ts passing. There were several factors that 

precipitated and shaped it. They include une~pected pragram costs, the 
. , 

increasing emphasis,gn governme~t restraint in an era of economic pecay, 

and the structure of the CanaMan pqlitica1 process. Table 4-1, for 
1 

e~mple, documents the extent ta which benefit payments under the 1971 

legislation were underestimated. It is this unexpected component o~ pro­

gra~ costs that was an important factor leading ta prpgram restraint. It 

became even more vital as governmental revenues deteriorated with the 

economy. Table 4-2 charts the movement of the Federal government's budget 
~ 

balance in actual and in cyclically adjusted terms. The budget deficit as 

'. 
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Table 4-2 
Actual and Cycl~ca11y Adjusted Federal Budget Balances 

1954 -1982 

Year Federal Government cycl~cally Adjusted Federal 
Def1c~t or Surplus Government Defici t or ..surplus 
tiillHohS % (nt~ Ilions 
dollars) GNP dollars) 

195"4 -46 0.2 40 
1955 202 0.7 ;: 36 
1956 598 1.9 102 
1957 250 0.8 54 
1958 -767 -2.2 -543 
1959 -339 -0.9 -114 

1960 -229 -0.6 218 
1961 =-,410 -1.0 240 
1962 :"'507 -1.2 -162 
1963 -286 -0.6 -27 
1964 345 0.7 348 
1965 544 1.0 368 
1966 231 0.4 -215 
1967 -84' -0.1 -253 
19'68 ' -11 0.0 -158 
1969 1 021 1.3 738 

1970 266 0.3 527 
1971 -145 -0.2 0 
1972 -566 '-0.5 -665 
1973 387 0.3 -590 
197'4 1·109 0.8 -455 
1975 -3 805 ·-2:3 -3 847 
1976 -3 391 -1.8 -4 060 
1977 -7 303 -3.5 -6 812 
1978 -10 6a5 -4.6 -9 867 
1979 -9 264 -3.5 -8 904 

0 

1980 ' -10 153 -3.5 -8 ·191 
1981. -7 979 -2.4 -6 191' 
1982 -27. '083 -6.0 . -11 705 

Source: Department'of Finance, ec.QnQm,[c. 

Î J\l ' 

1 • 

----------------~.-.-.~-------------

% 
GNP 

0.2 
0~1 
0.3 
{).2 

-1.6 
-0.3 

0.6 
0.6 

-0.4 
-0.1 

0.7 
0.7 

-0.4 
-0.4 
-0.2 

0.9 

0.6 
0 

' -1) .6 . 
-0.5 
-0.3 
-2.3 
-2.2 
-3.2 
-4.3 
-3.4 

-2.7 
':'1. B 
-3.1 
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a percent of GNP reached unprecedented proportions during the 1970s. Bath 

of these factofs signalled an era of restraint and as a resùlt reversed the 

liberalizing trend of legislatiye changes to the Canadian pro gram of gov­

ernment payments to the unemployed. 

, The actua1 form and timing of thi~ revisionist movement, however 1 

wes influenced by the nature of the Canadian political process. Canadîan 

public policy making can be described as "deducti ve": "policy preceeds 

frOID the top down. "( 42) Once a proposaI has been f~ulated by the ruling 

party public discussion is of litt1e influence in altering it. This struc-

ture a110wed the ruling party to pass legislation regarding the program of 

P?yments to the unemployed that was ~ncreasing1y contentious as the decade 

wore on\ The impor.ta?t exe~ption to this was the NDP' ~ ~ abi1:ity to prevent 

the passing of restrictive legislation during the minority ~overnment of 

1972-74. The fact that this was an exception, howev~r '. only· proves the 

general rule. 

There are two phases in the period of pr,ogram revisionism. The 

first, a period of mùted restraint, 1asted from the enactment of the 1971 . 
'" 

Act to l~te 1975. The'maj~r factor causing program cftbacks was its'unex­

pected cost. These touched a sensitivè cord amongst predominant social 
. 

values and edged public polie y toward restraint. Program abuse, in façt,' 

became an issue in the 1972 federal e1ection. The movement toward re: 

straint, however" was tempered-during this per~od by the minôrity Liberal 
~: . "" )':. 

Commitments to income adequacy 
, . , government 1 s 'dependenee upon NDP support-. 

\ 

and fairness in the, Act' s provisions remai~e~ evi'aent·. <4The goverIlJ!1ent: / 

atte~pted to address questions of inc?me adeqlaey in a manper that shifted. 

c~~ts ~o the private sector, not by cutbacks. 
, ' 
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, 
Overt cutbacks J". of the program f s provisio}ls characterized the second 

phase. Government budgetary considerations became the overriding criterien 

determ!ning program structure. The period of economic stagnation' and the 

vorsening of the government's budget prompted a shift in the form of taX8-

tion. A greater emphasis, vas _placed upon the payroll as opposed to the 

income taxe I~ also caused important cutbacks in program structure. 

The eç.onomic constraint vas not as severe in the formE:;r pha~e. 

Table 4-2 shows that governmeqt budget deficits, a1though vorsening in the 

early 1970s vere, at least up to 1974, within the.,'realm oi previous exper-

ience~. There, ver~ two major bills, introduced during this period of muted 

restraint. The first in 1973, Bill C-124, removed the ceiling of $800 mi 1-: , 
a 

l 

lion on advances fr~m the Corl~olidated Revenue Fund. P~ogram requirements 

had quickly beg~ to exceed t~e ceiling. The need for an amendmePt to 

remo,ve it so soon after the 1971 Act und,erscores, once again, the degree to 

which the new Act r s costs vere underestimated. - Government costs vere made 

dependent upon the unemployment rate by the nev benefit structure and as a 

resu1t becre difficu1t to predict. The Bill vas given quick passage in 

February 1973. A second Bill, also introduced in 1973, met exact1y the • 

opposite fate • 
~ 

Bill C-125 attempted to tighten the .Act 's administl"ation and red\lce 

. per~~ived abu~e..:. 1t Ip'cused on the disqualification conditions. Individ-
/ , 

uals' vo1untarily J..eavtg their employment without just caù,Se. losing it for 

rea~ons ~sconduct!, or f~iling to apply or accept suitable employment 

would be required to work an additiona1 eight weeks before being e1igib1e 

for benefits. Under: the 1971 Act this condition was 3 weeks. The Commis-
1 

sion vould a1so be given the authority to make regu1ations determining when 

1 

1 
1 
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individuals vere capable' and available for work, and wn$t suitably émployed 

vas eonsidered to be. The Bill,. however, met vi th opposi-tion in the House 
. 

of Commons and vas eventually withdravn because of the minorUy Govern-

ment '.s inability to gain NDP support. 

, This eonstrai.nt on governmettt behaviour vas removed with the 

Liberal ~jor;ity v1.cl~ry in the 1974 eleetion. The' trend towards greater 

restraint vas signaled in' the Unemplo~m~nt lnsuranee Commission'à annual 

r~port of thé following year. It provides ~he first restatement of the 

program'~ objectives sinee the passins of the 1971 legislation. 

The mandate of Canada's Unemployment Insurance Program i8 
tvofold; to offer temporary ineome support to unemployed 
workers while the y find new jobs and to assist the unemployed 
in becoming reabsorbed into the labor force as quiekly as 
possible. (43) 

Adm~nistration of the Act beeame tighter in 1975,(44) and tne first sub-

stantive amendments to it vere introdueed in a Bill that SWDDer. In intro-

duc~ng Bill C-69 to second reading in the House of Commons the Minister of 

Manpower and Immigration stated that it 

is intended to complement mea~ures outlined i, the Jun~ 23 
budget and is in accordance,with our efforts to provide a more 
rational allocation of government resourees .••• [The amend­
ments] will contribute substantially to the over-all effec­
tiveness of this pro gram by elimination of some rigidities, by 
removing sorne disincentives to quickly r~turn to work, and by 
cost reduetions and better allocation of resources.(45) 

The government was, at that point in Ume paying 50% of pro gram costs •. The 

Bill received Royal Assent on Decem~er 20, 1975 and ushered in a period tif 

overt program cutbacks. 

With the eonstraint of the minority government removed, and with 

the further down'turn in the economy a second major Bill ta amend the UI Act 

was introduced in December 1976. The estimated annual savings under the 

. ,-
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~prpposals of Bill C-27, as it vas finally passed, vas $135 million.(46) A 

motion wes required ta limit debate in order to ensure the Bill's pass~ge. 

,( The Most notable amendments restricted th~ bene fit duration. The Bill also 

increased eligibility requirements.(47) 

, . 

. .. 

The Government's commttment to restrain~ vas reneved in 1978. 

Prime Minister Trude~ made a pledge to reduce federai government spending 
" 

by $2.5 billion in the next fiscal year.(48) Amen~ents to the UI Act vere 

geared to improving,lhe incentives t~vard york and reducing federal govern-.. 
ment costs. Bill C-14 vas introduced in~he fall. In his comments on the 

Bill the Minister of Manpover and Immigration stated that: 

the essence of the changes we propose to the unemployment 
insurance program is twofold. First we want to reduce some of 
the disincentives to work which are present in the program. 
Second, we want to qtcourage workers to establish more stable 
work patterns and develop longer attachments to the active 
work force, thereby reducing their dependency on unemployment 
insurance. 
, The proposed changes to the ur program should, therefore, be 
considered both as program improvements, in themselves, which 
will reduce the negative aspects of the program, and as cost 
savings to be applied to other"more productive programs. The 
cutbacks are necessary and will result in a better, more 
balanced program than ever before. The new emphasis will be 
on encouraging aIl Canadian workers to look for, accept and 
remain at vork .••• 

The growing costs of the unemployment insurance program, ~ 
which were just over $4 billion in the latest fiscal year, " 
could not be ignored. Nor could we ignore the employment 
disincentive effects which were~adding to other problems in 
the labour market. (49) , 

Eligibili~y conditions and benefit rates were both moved to more Lestric­

ti~e levels. Financing provisions vere altered to shift a greater propor-

tion of costs onto the private sector.(50) The Governmen~ estimated that 

costs would fall by $67,5 million in 19'79-80 and by $885 million in 1980-81. 

The private sector contribution would iAcrease by $20 million in the firet. 
" 
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year and fall. by $50 million once the proposaI was fully implemented in the 

second year. The burden of the cutbacks, thus, would fall on those who had 

been receiving benefits. There was also an implication that the ,provinces 

would pay the costs through higher social service requirements as former UI 
, 

recipients bec'ame more dependent upon welfare. (51) The reaction to the 

Bill was more hostile than that faced by previous Bills. Indeed, it could 

only be passed 'by the Government's~troduction of a motion of closure in 

late December 1978. 

The election campaign of the following spring committed the newly 
. .... , 

el~c~ed Conservative Government to a review of Bill C-14 and the program in 
f 

general. A proposaI to eliminate thr~hold financing by government (that 

is, the,mechanism through which the share of government costs are increased 

when unemployment exceeds a particular level), was included' in the Budget 

of December Il, 1979. AlI initial and labour force extended benefits would 

be chargea to the private sector. A1so included was a proposaI to charge 

the cost of employment and related services unde~ the Act to the A7count. 

Thea'e wére at the time paid by genera~ g.ov~:rnmental revenues. Contribution 

rate increases accompanied these proposaIs. 
-' . • Although these changes were riot-Jfiacted because of the Budget's 

defeat the y did find their way into legislation under the re-elected 

LiberaIs. In 1980 Bill C-3 along with other changes in regulations altered 

the fi~ancial structure of the program in a manner that shifted costs to 

the private sector. 

Thus the shift from concerns of. income adequacy to issues of work 

incentives and government costs occ;.urred in two stages. ~Unexp~cted program 

costa precipitated the reviaioniat trend, but it was the removal of political 
~ 
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constraints on government action in the context of a deteriorating economy 

that substantive cutbacks were introduced. The government was aUle to enact 

restrictive legis1ation even though opposition to them was great. 

The program's structure was significantly narrowed after 1975. The 

dimensio?s of this narrowing involved aIl aspects of the program. Coverage 
o 

w~s altered by Bill C-69 in 1975. The Bill reduced coverage to those under 

65 year-s of pge. Individuals between 65 and 70 would no longer contribute 

, to, or have a right ta, benerits. A s~ecial severance bene[it at 6S would 

continue to be pa id if the individual had 20 insurable weeks of employment 

at 65 years ~age . 

. Eligibility'requirements were also made more stringent. As men-

tioned the NDP thwarted the attempt to increase the disqualification period 

in 1973. The proposaI, however, was passed through Bill C-69 in 1975. It 

doubled the disqualification period from 3 to 6 weeks. It also should be 

noted, however, that the Bill extended the qualifying period ta a maximum , 
of 104 weeks fôr those involuntaxily absent from the lahu~~ force: that 

is, those incapable of work because of ~ickness, disability or quarantine, 

receipt of workers compensation, participation in approved training pro-

grams or incarceration in a penal institution. This provision was justi-

fied in terms of fairness. 

Changes in e1igibi1ity after 1975 were aIl in a restrictive direc-

tion. Bill C-27 in 1977 attempted~to increase requirements to 12 weeks 

from 8 weeks. This proved, however, to be a contentious issue in the 

Bi11's debate and the Government decided to alter the form of the increase. 

A Variable Entrance Requirement of 10 to 14 weeks according to regional 

unemployment rates was introduced.(52) It shou1d be noted that the minimum 
"1 
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eligibility requirement was nonetheless higher than the prevailing 8 week 

.requirement. Furthermore, the Variable Eptrance Requirement was to be in 

~ force for 36 /Ilonths. Legislation would be required to ex tend it. 'If such 

legislation vas not forthcoming it'would automatically become a 14 week 

requirement. 

In 1978 authority was granted to the administration under Bill C-14 

to make regulations excluding those who worked less th~n 20 hours per week 

or leceived less than 30% of maximum insurable earnings from insurable 

~mployment. The Bill a1so proposed to rai se entrance requirements. New 
, 

entrants wer: sing1ed out. They were define\ as,those individuals with 

less than 14 weeks of employment in the year preceding their qualifying 

period and required 20 weeks of insurab1e employment in the qualifying 0 

period ta be eligible for benefits. Those with 14 or more weeks qualifièd 

accordin~ to the Variable Entrance Requirement. A special requirement was 

a1so established for program repeaters. Six additional weeks were added to 

the Variable Entrance,Requirements for this group. -Thus the employment 

requirement ranged from 16 to 20 weeks according ta the regional unemploy-
'1 

mènt rate. The structure ~as designed to encourage longer work attachments 

and shorter c1aims. (53) A sunset provision was written into the'~Variable 

Entrance Requirement. It was extended by Bill C-3 in 1980, and Bill C-156 

in June 1983 for a.further two years. 
J' 

The benefit structure was significantly curtailed during the 

decade. No changes were made in the waiting periode It will be recalled, 

however, that.this was the only aspect of the structure that was tightened 

in 1971 when it was increased from 1 ta 2 weeks. Benefit rates were first 

reduced in 1975. Bill C-69 eliminated the dependency rate of 75% of previous 

-----------------------_ .... ,.'."" ..... A __ ~·----------- --- -----;;-------------
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earnings: 66 2/3% would apply to aIl claimants in aIl benefit phases. The' 
1 

Bill.also eliminated the payment of ad vance pa~ments to major attachment 

clai'"'!nts. BenefH rates .w.i::: further reduced in 1978 under Bill C-14. T{e • 

view was ta ken that ~he benefit rate encouraged work di8incen~ives and as a\ 

result'was cut to 60%. 

The major change in benef1t structure concerned the duration of 

benefits. Bill C-27 wa; introduced in 1977 after 'the Department's Compre-

hensive Review of that year. The Bill followed the "Review' s proposaI of 
\ 

reducing t,he 5 phase struc ture to 3 phases. The initial and re-established 

benefit phases were replaced with a single initial phase. 
f' 

~.l; 
week of~,e)iit1;loyment in ,. '\ 

benefit was paid for each insutabl~ 

One week of 
'" I~~", ;.': ~, l\ 

the previ~~s 52 

weeks up to a maximum of 25 weeks. Labour force extended benefits con-

tinued tà form the second phase. ÜQe week of benefits was paid for e~ch 2 

weeks of employment for claimants with 27 or more insurab1e weeks of em-

p1oyment.(54) A mAximum of 13 weeks was established for the phase~ five 

weeks less than the prevailing maximum. The third and final phase of the 

new structure replaced the national and regional extended phases with a 

single extended phase. 
'<-

A maximum of 20 weeks was origina11y established, 

but after debate of the Bill was altered to 32 weeks. Individuals were to 

I~ receive 2 additional weeks of benefits for each 0.5% that their regional 

unemployment rate exceeded 4%. The maximum was attained when the regional 

unemployment rate exceeded 11.5%. The conceivable, maximum of 58 weeks of 

benefits un der aIl three phases was legislated ta 50 weeks in,a S2 week 

period. 
c 

The new structure was particularly restrictive toward mînor attach-

ment claimants.(55) 
Q 

The initial phase under the new scheme, although it , 

.. 
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w:1:a':'a maximum of 25 weeks long, 'tied duration closer to employment record 
l ' 

by ilt -l~ination of the re-esta blished benefit phase. Further, the 

labour force extended phase was restr+cted to those with 27 week~ of 

employment as opposed to the 20 weeks of the 1971 Act. Along with the 

elevated eligibility c~iteria these facts implied that new labour force 

> entrants and o~hers with short attachm~nt to employment faeed s~gnifieant 

restrictions in b~ncfit duration. 

Lastly f the setting of eontrj bution rates wai done sinee the 19701 

Act on the ~asis of the balance in the UI Account. These rates were 

changed throùghout the decade aeeording to'the account balance. -The~major 

changes in the program's financiar structure, however, concerns the shift 

in the paymcnt of program costs from government to the private sector. 

Before the 1971 Act the government'~ share of program c~sts were fixed at 

"' 20%. By 1975 they had risen to as much as 50%. Amendments were enacted to 
evenotually reduce it t,o the 20% leveI. In 1975 Bill C-69 altered the 4% 

unemployment rate as a threshold for government financing. The new thresh­
; 

old would ·'be adjus-ted annually according to an 8 year moving average of 

monthly national unemployment ra~es. Following this formula the 1976 

threshold be~ame 5.6%. In 1978, Bill C-14 extended the tri-partite ~inanc­

in$' scheme
l 

to the labour force extended benefit phase: a phase that'thà 
, 

government had been solely responsible for. The private sector wo~ld pay 

for costs up to the unemployment threshold and the government would pay for 

costs once unempl~yment surpassed the threshold.(56) In 1980 Bill C-3 

eliminàted threshold financing of the se 2 phases. AlI of the costs were 

s~ifted directIy to the pri vaite sector. The fedéral goverrunent would pay 
J 

only the cost of regional extended benefits through general revenues. 
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Regulatory changes conc~rniRg financing were announced at the same time • . , 
AdmiOistrytion"costs of ernployment services and of the ur program itself 

• p 

would be met by ernployee and employer contributions.(57) 

4.4 SUMMARY 

The Canadian program of government paym~nt5 to the unemployed is a 

dynarnic institution. Its structure hés been open ta the infiuence of 

several different but related factors. T~ese include the government's 

• interpretation of the program's nature; its interpretation of unémployment; 
. 

the prèvailing economic conditions; and t~e government'budgetary position. 

The twoopreceding chapters suggest that thrèe broad ph~se~ can be 
, ,.. . \ 

discern~in the program's devel~prnent acc9rding to the 'c~nfig~ration of 

first phase, which ex tends from tWe prograrn's origins thes~ factors. (The 

to the early 1960s, is characterized by the government's interpretatfon of . 
"/' . 

the program as an insurance scheme. A tightly structured insurance-tlpe 

ïnstitution was developed and put into operatiçm in" line with this' inter-

pretation. However, as the institution was forced to operate in an economy . " . 
ch~racterized by heterogeneous individuals, cyclical fluctuations, ~nd an 

uncertain future, it vas gradually expanded beyond its insurance basis. 

The r~~ession of!the'la~e 1950s made clear ~hat unemployment was an invol­

untary phenornenop, and that the program's ability to rneet the needs of the 

unemployed vas constrained by insurance-type features. 

The concern vith the adequacY'of the incorne of the unemployed 

became a more influential ~riterion for program design as the insurance 

conceptualization of-the prog!am eroded. The second phase of the program's 

development is characterized by the development of an alternative ,governmental 

\ 
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viewof the program,'and by a period of economic prosperity. This phase has 

its origins in the Report of the Committee of Inquiry of 1962 and extends to 
!' 

the enactment of the 1971 Act. Government payments to the unemployed were 

viewed as transfer payments. Program structure was a1t;ered according1y. In 
, 

particular a fund was no longer viewed as a necessary element and was replaced 

by an account. The interpretation of government payments to the unemp10yed as 

a public program requires a justification of its struct~re and its redistribu-

tiona1 impact ln terms other than that of insurance. Government costs became 

" the relevant criterion. The government's expectation of continued prosperity 

resulte~ in a shifting of sorne of the burden of unemployment from the unem-

ployed to society in genetal. Eligibility reqairements were significantly 

reduced, and the benefit structure, though not replacing aIl of the income 

lost as a result of unemployment, expanded. 

The third and final phase oi the program's development is charac-

terized by the reasseSsment of the government's abiiity to meet the costs 
1 

of the program. This era of revisionism, which extends from the early 

1970s intobthe 1980s: was precipitated by the decay in the econdmy's per-
, 

formance 'and the large unexpecterl component of prog!am costs. It was 

shaped by social values and the nature of the Canadian po1itical process. 

Program costs were the major criterion determining changes to the 1971 

legislation. ' The government first shifted the costs of the program to the 
~ 

privàte sector, and after 1975 began to overtly cutback the program's 

provisions. This restraint was the result of further deteriorations in its 

budgetary_position, and the election of a majority government. 

\ 
\ , 
\ 

" 

.L~ ______ .. ____ _ 
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At no point during its history can'the program of gove~nment pay-

ments to the unemployed be said to have operated as an insurance scheme. 

Unemployment is not an insurable interest. Even so insurance notions have 

been important influènces upon the program's structure. They, represent a 

particular r~iOnalization of how the ~osts of unemploym~nt should b~ 

distributed. The Canadian prograrn of government payments to the unemployed 

is a public program of income transfer, and the dimensions of its structure 

are open to the. influence of several related and continually changing 

factors. 
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~ ·Chapter 5 
CONCLUSION 

-. , 
In 1944 Eveline Burns claim~d that 

[f]ew topics of economic study present a more perfect example. 
than social insurance of the interrelationships between 
economics and other social sciences; sociology, social If 
psychology, political science and history, u$ing the latter 
word in the sense of the study of institutional evolution • 
Few make greater demands on the ability of the student 
accurately to diagnose and specifica1ly state his premises 
concerning the prevailing temper and social psychology of the 
period to.which his generalizations relate. Few illustrate 
better the need for a dynamic and evolutionary approach to 
the study of social institutions. Finally, few topics of 
study expose the economist to greater temptations to introduce 
.implicit :value judgements into his "purely theoretical" 
analyses. (1) 

In its application to government payments to the unemployed this claim is 

no less true today than i~ was 40 years ago. Interpreting such payments as 
} 

an insurance scheme is not a positivistic view, it is a normative stance. 

Government payments to the unemployed do not'represent an insurance sc~eme. 
, , 

they are rather, a public pro gram of income transfer • 

The present work shows that this is so in theory and in practice. . 

Chapter 2 illustrates that unemployment is not an 'insurable-, risk. The 

probability of unemployment i5 not out of the individual's control. More 
, 

importantly, however, individuals are not homogeneous and their probabil-

ities of unemployment are not independent: indeed, they are not even 
, 

calculable in 'an insuranèe sense. The incorne security needs of those 

exposed to the ~hreat of u~employment can on~y be met by a public pr6gram 

of incorne transfer. Such programs transfer ineome between individuals 

during a given time period. The nature' of unemployment and the uncertainty 

to which the economy is subject dic.tate that government payments, j.f they 

are to meet their objective, must funetion as such • 

93 
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Chapters 3 and 4 reveal that the actual structure and operation of 

the Canadian program dispels the 'notion that it functioned as an insuranc~ 

p~ogram. Coverage entailed, from the very beginning, the pooling of heter-

ogeneous risks. The seasonally unemployed, those that cannot be"said to , . 
have an insurable lnterest, have also been incorporated into the program. 

Eligibility qualifications represent less a means of establishing that 

recipients h~ve lost an insurable interest and hav~ made 'the requisite 
..,; 

contributions, than an importa~t gateway limiting'access to benefits to \~ , .. 
those deemed to have a right to tax supported payments. The benefit struc-

ture has been the aspect of the program most influenced by insurance' '.. ....., 

notions. The fact that benefits have consistently oeen set at a level 

below employment income because of concern over issues of moral,hazard does 

not support the hypothesis that the program is an insurance scheme. It 

reveals~ rather, that interpreting the program as such implies a tendency 

to shift the costs of unemployment onto the unemployed. Ipdividual equity 

has not been an aspect of the benefit~~ribution structure. Benefits and 
, 

c~ntributions, furthermore, have been 
1 

~lte~d independently. "Con tribu-

( 

'. 1 tions" , in fact, may be a misnomer. They are in reality taxes. Further-

more, a fund could not be sustained as a relevant aspect of pro gram design: 

Financing was done on a current basis after 1960. 

Use of the insurance model offers a rationale for a,particular 

configuration of the program parameters. It stresses issues concerning the 

optimal allocation of resources in a static contexte The costs of the , r 
program are e~phasized by such an'approaèh. Economists adoptâng the model 

.' are directed to issues of work disincentives in their various forms. The 
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setting of optimal benefit rates is .do ne with concern for these costs. The 
, , 

model gi yes thè impression that these rates can bé 1 e~tablished according to 

t!he criterion ot: 'actuarial soundness. 

In reality this criterion offers a coarse and incomplete guide for 

th~ determination of the pr6gram t s, paramet,ers. Expectations of program 

costs are certainly one factor influencirig them, but others have been just 

" as impo-rtant. Modelling government paym~nt,~<"t~'the unempl'oyed as a public 
---., , , ' ',' ',";---' ' ''';,' " 

, program of inc~nsfer proviëlêB, ... a framework that incp~.p6rat-es the 
~ , /' r....,::._/ - r, 

, ':ï.'Qf1uence o~ these factors, It suggests that the government t S budgetary 
Ii;--.1'Î' . _______ 

• "> ---, po.~i'tion, and the n~ture of the social welfare function are the determi-
, ..t 

" 

, nants' of program structure. Thé review of the Canadian program in Chapte'rs 

. ',3 ·an~ 4 interprets these categories to Mean, on the one .hand, the cyclical 

~tate of the economy, the government deficit, and the government' s expecta­

-tlon 'of program cost~; and on the other hand, the government t s interpreta- 0 

tion of the program' s nature, and its interpretation of the nature Qf 
, .. 

unemployment •. The- structure <?f the society' s political institutions 

mediate~ betweem "these two broad categories of program determinants. 

rh~s:perspective alfows an analysis of the program through time, 

and in',8"way, that meshe's with analyses offer~ed by historians and political 
" - ~ , 

'Scientists. The insurance ~odel is a narrow interpretation of the pro- . 
l, " .. 

Deviations of the prograrn 1 s actual operation from insurance 
~ < ~ 

-precept~ can on~1'. be explaineâ as ad hoc: 'The interpretation of government 
, " 

, ~- , 

.p.ayments to the unemployed as a public program of incarne transfer is a more 

âc-cu~ate co'nceptualization of what the program is, without implying a 

yision_of what it should he. 
• 
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This perspectiv~O depicts the program's operation in a context of 

uncertainty ~nd assumes heterogeneity of the actors involved. It offers 

~enues for further research' at both the theoretical and empirica1 leve1s. 

The heterogeneity of actor~, implies that the probabi"lity of unemp10yment is 
~ 

greater for some than for others. There exist, therefore, contrasting 

expectations of the possibility of being unemployed. Behaviour tovards 

risk may be asymmetric: th~se faeing a smaU probability of unemployment 

Olay ignore th~ risk a1together. On1y once the probability exceeds some 

threshold does it influence individual behaviour. Since the possibility of 

unemployment varies the public support, for a program of government paylJ'lents 

to the unemployed may be ambivalent. This hypothesis was suggested in 

, Chapter 2 and requires further examination. ls it true that small possi-

bilities of an event occurring do not influence behaviour until the y 

approach sorne criticàl level? If sa what is the basis for such behaviour? 

With particular reference to the possibility of unempl.oymen't, what i::r its 

relationship, to the structure of the work place? Can such patterns of 

behaviour be incorporated, : for e~ample, into the theory of dual labour 

markets? 

\ ' 
Asymmetric behaviour of this sort may have its basis in the fact-

that the economy is characterized by uncertainty. ,Its existence may serve 
/ 

to underscore the fact that /individuals are forced to make decisions vith--

_ out having knowledge of the future. It is not likely that 

behaviour would prevail in an economy where actors had knowledge of the 

; probability, distributions of future events; t'hat is, an economy character-

ized by ri~k. 

----------------~~~ 

/ 

· ... 1 
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The view of govemment payment's to the unemployed' as a public 

program of income 'trattsfel" suggests a rationale for the state operation of 
• t q . . , : .. 

such programs. ,This:i.~ something that the insurance model cannat do ~ It ~ 

is necessâry ta reêognize not only the problem of moral hazard', but also the' 

issues of worker het~rog~neity, inter1ependence, of ,grobabilities, the pre va­

lence of uncertainty. and the explicit, adoption of income adequacy and fal.r-

ness as criteria fur pr~ram design. ~en. thes.e factors are taken 'tnto 

aècount the operation of such a program as a government program can, be under-

stood. This is not ta deny that many economists have adopted the insurance 

model and fïnd it persuasive; the ressons for this persua8ivenes8 i8 a topic 

'for future consideration. ' 

The public transfer model suggests a parallel between government 

payments to the unemployed and government payments to the retired. If the 

analogy is a valid one it may be extended to other social security pro­

grams. Is fi possible to provide an overall framework for the analysis of 

gover~t incorne security progra~s in these terms? 

Workmen 1 8 Compensation and goverrunent operated Medical iÎlsurance 

could conceivably be analyzed from the perspective of the public model of 

income transfer. Incorne security programs could be categorized by the 

extent of moral hazard, the degree of actor heterogeneity, the degree ta 
) 

which their probabilities are interdependent, and the extent to which ex 

~ caiculations can be validIy made. These factors May provide the 

rationaie for st~te operation of such prograrns. ls it possible by com-

1. paring incorne securi ty program t s in these terms to explain dif ferences in 

the extent of public support for them? 

• 

. ' 
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The interpretation of government payments to the unemployed as a 
~ 

~lic program çf i,~we transfer also s~ggests directions for empirieal 

research: The use of the insurance framework has ~kewed poliey debàfe 

toward the analysis of work ~isincentive effects. The public model of 

income transfer suggests that greater attention be paid to the dis tribu-

tional impact of the program and any proposed policy changes. The advocacy 

of "experience rating" has, for example, been put forward solely in terms 

of allocative efficiency. There have been no studies made of its potential 

impact on income distribution. The Canadian program of government pay-

ments to the unemp10yed is part of the institutional structure determining 

income distribution. Changes to it will influence income distribution. 

This fact should be recognized in the planning of pultlic po1,icy. 

This is not to suggest that program costs shou1d be ignored, but to 

underscore the fact that they be placed within the overall context of the 

program's operation. In fact, the empirical analyses of the,program's 

possible work disincentive effects may not be as robust as is often sug-

gested. The historical '~eview o~ the institution' s operation presented in 

Chapters 3 and 4 imp1ies that the program's comp1exity
o
has not been cap-

tured in the empirical studies made of it. It is clear that from the very 

beginning program structure has been inf1uenced by the cyclical state of 

the economy. Indeed, after J971 benefit duration was explicitly tied to 

, the regional and national unemployment rates. Later in the decade this was 

also true of the ejigibility requirements. Yet, in aIl empirical studies 

of possible disincentive effects the line of causality is reversed. Inter-

dependence is not even recognized.(2) This fâct suggests the need to 

\ 
examrne these $tudies in a critical vain. While two separate reviews do 

'. . 
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exist in the literature they do not critically assess the s!àtistical 

techniques employed and the extent to which the analyses are robust.(3) A 

critica1 review of this research is in order. 
"-

A third avenue for possible empirical work concerns the program's 

impact upon consumption. The program's major objective is to maintain' the 

consumption possibilities of individuals during periods of unemployment. 

T~what extent does it achieve this goal? ls the marginal prop~sity to 
'\ 

cbnsume out of transfer payments greater or less than that out of other 

income sources? 

Fi~~lly, research is needed on the macroeconomi~ implications of 

the program. The notion that the program is an automatic stabilizer is 

held by many. ls this so in reality? What changes in program structure 

have thè greatest consequence for the program's stabi1izing potential? 

Studies ~f this sort have been few and far between.(4) In fact it is not 

unreasonab1e to suggest the hypothesis that during the 1970s the program 

has become an automatic destabilizer. While the developme~t of the UI 

Account in 1971 was a positive change in that it freed the program's 

operation from the dictates of a fund, ~t represents a potentially negative 
IÂ 

effect on the program's macroeconomic impact. If a fund mentality prevails 

in the operation of the account the program will be removing purchasing 

power from the economy during a recession not injecting it. During the 

1,970s there has been pressure to eliminate deficits in the account over a 

short period of time. tontribu,tion rates are adjusted annuaUy according 

to the expected deficit. This narrow time horizon may erode the automatic~ 



100 

stabilizing powers of the program. How have policy rnakers actually-

behaved? 
~t1 

What have been the consequences for aggregate demand? These 
. 

issues remain to be addressed in the Canadian context. ( 5 ) 

The pursuit of these research directions may allow the development 

------
of a broader vision of the Canadian pro gram of government payments to the 

unempIoyed. Only with'in such a context can the nature and extent of policy 

trade-offs be correctly understood. The first step in developing such a 

vision ternains, however, the rejection of the insura,nce interpre!:ation of 

the pro gram for one that recognizes it'âs a public program of incorne 

transfer. 

.. 
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Appendix ..,." 
DISTRIBUTIONAL CONSEQUENCES OF 

THE CANADIAN PROGRAM: 1978 

The following tables reveal the pattern of redistribution resulting 

from the Canadian program of government payrnents ta the unernployed during 

1978. 

Table A-l shows that there was a transfer of incarne frorn rn~les ta 

fernales and frorn those'in the rniddle-aged cohorts ta the yauth. While 

females paid 16.8% of total èontributions they received 33.5% of total 
• 

benefits. Those between the ages of 35 ~'nd 54 subsidized, in large part, 

15 t? 24 year olds. Table A-2 illustrates that low incorne earners in 

generai are net recipients under the prograrn. Those with a!1nual incomes 

under $12,000 received 80% ($3,597 million) of total ben~fits, while those 

with annual incarnes above $12,000 accounted for 76% of a11 contributions 

, ($3,424 million). A sirnilar pattern exists under a family income basis. 
\ 

'While middle and high incarne families receive a high percentage of total 

benefits, they account for an ev en higher percentage of pr gram contribu-

tians. Families with annual incornes greater than $16,000 received 55% of 

total benefits ($2,485 million). but accounted for 85% ($4 429 million) of 

total contri bU,tions. Farnil ies wi th an incorne of less than $20,000 per year 

were net prograrn recipients. The fact that redistribution among families 
( ~ 

is not as great as among ~ndividuals is a result of the concentration of 

many low incorne recipients in middle and high incorne farnilies • .(.l) 

FinallY. the occupationai and regional dimensions suggest that the 

prograrn transfers incorne to those rnost susceptible tp unemployment. 

Workers in seasonal or unstable occupations receive a transfer frorn the 

101 
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Table! -1 
UI Transfers by Sex, Age, Family Status, and .occupation 

1978 (millions of dollars) 

Benefits Contributions Transfer 

(l) ( 2 ) (3) 
SEX 

Male 2879 1740 1557 3297 -417 
Female 1634 849 367 1216 417 

AGE 
15-24 1512 598 161 759 753 
25-34 1322 795 512 1307 15 
35-44 681 523 462 985 -303 
45-54 564 432 427 859 -295 
55-6.4 429 238 268 506 -77 
65+ 5 3 9~ 99 -93 

FAMILY EARNING ?TATUS . , 
Highest earnt-r 2448 1900 1615 3515 -1067 
2nd highest 1698 590 240 830 868 
Other 36'7 0 168 168, 200 

OCCUPATION 
Managerial and Admin. 138 265 334 599 -462 
Professional 305 310 302 612 -306 
Teaching 145 131 117 248 -103 
Clerical 643 .438 193 631 Il 
Sales 283 23~ 185 420 -136 
Services 649 237 119 . 356 293 
Forest, Farm, Fish 314 53 52 105 209 
M~ning 440 217 141 358 82 

Product Fabrication 399 269 171 440 -42 
Construction 759 206 159 365 394 
Transportation 439 228 152 380 60 

(1) pr~vate (2) government (3) total 

Source: Employmen t and l mmigr a t ion Canada, "D is t r ~bu t i ve 
and Redistributive Effe-cts of the -U1 Program", Technl.ca1 
Study 10 of the Task Force on Labour Market Development, 
Ottawa: 1981. 
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more stable occupations. Construction" services, forestry, farm'ing -and 

machiner y , and to a lesser extent miJ;ling and transportation are aIl 

occupations that received a net transfer. The major net contributors'were 

the managerial and administratdve, and the professional oC,cupations. 

Workers in teaching and sales also made net contributions. 

:rhere is, furthermore, a regionai transfer of income. Redistribu-

tion occurs from Ontario and the Prairies to Quebec and the Atlantic 
, 

provinces. Excluding British Columbia, sorne $1 ~ 130 million were trans-

ferred from the west to the east in 1978. 

The data shouid be taken as indicative only. They are based upon 

the gross incorne of the groups invol ved so that the role of taxation of 

benefits and deduction of contributïons is not taken into accottnt. 

Furthermore, the results are to sorne degree sE'!nsiti ve to the assumptions 

made regarding governmen t financing. .The governrnent share is, consid'ered as 

the surplus o~ prerniurns paid during the reference year. It is assumed that 

the governrnent contribution is finànced by personai incorne taxes. Excise 

and corporate taxes and their final incidence are abstracted frorn entirely. 

Although the assumption may not be strictly valid, a more careful analysis 

that included tax provisions reached qualitatively similar results.(2) 

Concerning program contributions, no distinction is made between employer 

and employee contributions. The irnplicit assumption being that employer 

contributions are shifted entirely to workers through lower wages. 

, " 
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'l'able A - 2 
UI Transfers by Farnily Incorne and Indivldual Incorne~ 1978 (rnlillons of dollars) 

Farnily Incorne Individual Incorne 

Annual Incorne Benefits Contributions Transfer Benefits Contributlons Transfer 

~ 
(1) ( 2 ) ( 3 ) (1) ( 2 ) ( 3 ) 

"----_. -_._---_ ... ~.- -_._---_. ---_ .. ~_ .. -

under 3,999 94 10 1 Il 83 583 78 0 78 505 
4,000- 5,999 197 22 2 24 173 918 110 2 112 806 
6,000- 7,999 310 41 8 49 260 907 170 25 195- 712 
8,000-11,999 712 156 48 2(}4 508 1189 534 169 703 486 

12,000-15,999 715 273 III 384 ~311 517 57-6 281 857 -341 
16,000-19,999 564 367 191 558' 6 239 481" 339 820 -580 
20,000-24,999 747 473 299 772 -25 
25,000-29,999 468 405 291 696 -227 }160 639 1108 1747 -1587 30,000-34,999 287 297 250 547 -260 
over 35,000 419 546 722 1268 -849 

(1) private (2) governrnent ( 3 ) total 
" ... 

Source: Employment and Immigration Canada, "Distributive and Redistributive 
Effects of the UI Prograrn", Tèchnica1 Study 10 of,the Task Force on Labour Market 
Develo'prnent,' Ottawa: 1981. 
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Tabl~A - 3 
UI Interprovincial Transfers. 1978 (millions $) 

UI UI 
Revenue Expendi ture 'l'ransfer U 

(1) (2 ) % 

Newfound1and 64.4 262.9 198.,9 16.4 
PEI 13.8 46.0 32.2 9.9 
Nova Scotla " 132.6 226.8 94.2 10.6 
New Brunswick. 99.2 260.5 161. 3 12.6 
Québec, 1144.4 1 78 7.8 643.4 10.9 
Ontario 192'0.9 1237.8 -648.1 7.2 
Manitoba 179.2 139.3 -39.9 6.5 
Saskatchewan 140.6 96.1 -44.5 4.9 
Alberta 472.6 ' 153.5 -319.1 4.7 
British Columbia 505.8 ' 564.3 58.5 8.3 

(~) aggregate UI reven~e, private and governmen~ 
... (2) aggregate UI Expendi tUTe, benefi ts and 

administration 
U unemp10ymnet rate 

Source: Employment and ~mmigratlon Canada, 
"Unemp10yment Insurance: Interprovincia1 'l'ransfers'', 
Technlca1 Study 9 of the Task Force on Labour Market 

,Development, Ottawa: 1981; Statlstics Canada, ,Labour 
Force; Annual Averages,' C:3ta1ogue 71-529, Occasi onal. 
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ENDNOTES 

... 
Chapter 1 _ 
INTRODUCTION: TijE' ECONOMIC EVALUATION OF GOVERNMENT 
PAYMENTS TO THE UNEMPLOYED 

1. See the introducj:ory chapter of Herbert G. Grube1 and Michael A. 
Walker, eds., Unem 10 ment Insurance: Global Evidence of its Effects on 
Unemployment (Vancouver:- Fraser Institute, 19 

~ 

2. In his survey of the literature Hum has stated'that an, 
"investigation of the work-disincentive effects of unemployment insurance 
is c1early an incomplete evaluation of the, program since there are als~ 
beneficial'features as weIl as other economic objectives. Unemployment 
insurance cannot be viewed in isolat ton from the total soeial security 
system any more than labour markets can be examined apart from the total 
economy " Derek P.J. Hum, "Unemployment Insurance and Work Effort: 
Issues. Evidence, and Poliey Directions," (Toronto: Disœssion' Paper 
Series. Ontario Economie Council, ~ 981), pp. 25-26. 

1 

3. For example. in discussing the program' s financing Kesselman 
states: "[s]ubstantial balance between benefits and premiums is ... 
important in maintaiIÜng the popular perception that U~ [Unemployment 
Insurance] is a social insurance rath,er than a welfare program. 
Participants will feel that they have "paid for" their insurance coverage 
and have a,c1ear right to their benefits under well-specified 
eircumstances." Qyotations in original. Jonathan R. Kesselman, Financing 
Canadian Unemployment Insurance, (Toronto: r Canadian Tax Foundation, 1983), 
p.14. 

4. A representati ve. but par~ial, bibliogiaphy would include the 
fullowing: Herbert G. Grubel, Dennis Maki, and Shelley Sax, "Real and 
Insurance-induced Unemplo'yment in Canada," Canadian Journal of Economies, 
VIII, No. 2, (May 1975)', 174-91; C-. Green and J.-M. Cousineau,. 
Unem 10 ment in Canada: The lm act of Unem 10 ment Insurance (Ottawa: . 

onomic Council of Canada, 1976); D. Maki, Unemployment Insllrance; 
Unemployment Duration and Excess Supply of Labour. ft Industrial Relations 
Industrielles XXXI, No. 3 (1976), 368-78; D. Maki, -"Unemployment Benefits 
and the Duration of Claims in Canada." Journal of AppÜed Economies IX 
(1977), 227-36; Samuel A. Rea Jr., "Unemployment Insurance and Labour 
S!lPply: A Simulation of the 1971 Unemployment Insurance Ae t, ". Ca~adian 
Journal of Economics, X, No. 2 (May, 1977), 263-78; Fred Lazar, "The Impact 
of the 1971 Unemp10yment Insurance Revisions on Unémployment Rates: 
Another Look," Canadian Journal of Economies, Xl, No. 3 (August, 1978), 
559-70; W. Craig Riddell and Philip M. Smitll;. "Expected Inflation and Wage 
Changes in. Cà.nada t 1967-81," Canadian Journal of Economies, XV', No 11 3 ( 
(August, 1982), 377-94; C.M. Beach and S.f. Kaliski; "The Impact of the 
1979 Unemploymen t Insurance Amendmen ts ," Canadtan Pu bUe Palicy, IX. No. 2 
(June, 198?) , 164-73. 
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5. In fact the Economic Council ,of Canada, in, SUDDD8r1Z~ng 
PQblished worlc on the impact of the 1971 pro gram changes noted that while 
the disincentive e'ffects may have added 60 to 75 thousand individua~s to 
ttie Tanks of the unemployed, the stimulative effects may have increased the 
number of emp10yed by 80 thousand. See People and Jobs: A !.Study of the 
Q:madian Labour Market (Ottawa: Information canada, 1976), p.154. 

,', 

• 
Chapter 2 • 
THE NATURE OF GOVERNMENT PAYMENTS TO' THE UNEMPLOYED: A THEORETICAL PRIMER 

.' 1., A.D. Watson, The Prihciples that Shou1d Govern the Structure 
and Provisions of a Scheme of Unemp10yment Insurance (Ottawa: Unemployment 

'Insurance Commission, Fe bruary 1948, revised May 1954). p. 6. 

2. For the 'discussion of the theory of insurance see Kenneth J. 
Arrow, "Uncertainty and the Economies of Medical Care," American Economic 
Review LILI, No. 4 (December 1963), 94~-73; Rober.t J. Mehr and Emerson 
Câiîîîïîack, Principles of Insurance 6th edition (Richard D. Irwin, ~976); 
J. Hirshleifer and John G. Riley, "The Ana1ysis of Uncertainty and Informa­
tion An Expository Survey," Journal of Economic Literature XVII, No. 4 
(December, 1979), 1375-1421. 

3. Arrow, p.960. 

_ 4. The source for the following discussion is Malrtin Neil BaHy, 
''Unemp19yment Inst.lrance as Insurance for Workers, !', Indùstrialiand Labor 
Relations Review XXX" No. 4 (July, 1977),495-504. After the present 
chapter was written, an extended version of this paper was discovered. 
There are no changes in substance between the two papers, but the citations 

'attributed ~o the former may not necessarily be found in th~ latter. The 
reader is referred to: . Martin Neil Bai1y, "Some Aspects of Optimal 
Unemployment Insurance," Journal of Public Economies X (1978), 379-402. 

5. Baily (1977), p.496.. The reader should note that insurance 
cannot be justified in terms of the magnitude of ,income 10ss due to 
unemp1oyment, only in terms of the risk of such a 10ss. 

6. ~., p.497. 

7. ibid. 

8. ibid. 

9. ibid. , pp.495-6. 

10. Unemployment Insurance Commissi n, An Explanation of the 
Princi les and Main Provisions of the Unem 0 ment Insurance Act (Ottawa: 

, Queen -s inter, October 195 , revised snu ry , pp. 
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Il. See Chàpter l, n. 4. 
'1 , 1 

12. Indeed, in concluding his paper Baily himself states: 
- ·"Alt.hough it is hoped that the analysis has sorne fairly direc~' policy . 

relevance, the real problem is sufficiently complex that the èonelusions 
need to be applied w~th caution. There remain unanswered questions­
involving the response of firms, the problem of temporary layoff9, and, 
particularly the differénces among workers. Young workers with a ge~eral 
skill in,a diversified labor market are in a very different position from 
older workers with a narrow skill in a local labor niark~t-," ibid., 'p.504. 

13. Mehr and Cammack, '~p . 36 . --- . , " 
"; "", 

J , \ 

14. This distinction and its significanee is often not addresaéd 
in any detail. Se et, for example Hirshleifer and Riley, p .1378 • Two " ,)' 
exceptiQns are Fr~nk H. Knight, Risk, Uncertai-nty and Profit (New York: ' 
Houghton Mifflin, [921); and J.M. Keynes, "The General Theory of 
Eml>1oyment," Quarterly Journal of Economiès (February" 1937). 

t ' -? 

15. See Lee Soderstrom, "Unemployment Compensation: 
View," in Unemployment Insurance: Another Victim of the' '80s 
Canadïan Centre for Policy Alternatives, 1981), pp.48-59;. 

16. Bail y , p.496. 

A Different 
(Ottawa: 

17. ' This is shawn in Sargent. He develops a mpdel that ~s similar 
to that of Baily' s, but introduces risk neutral firms iilto the analysis., 
Profit maximization will provide sufficient incentives for firms to develop 
a system of unemployment insurance. See Thomas J. Sargent, Macroeconomie 
Theory (New York: Academie Press, 1979), pp.l60-70. 

18. A. Asimakopulos, The Nature of Public Pension Plans: \, 
International E uit , Fun in , and Savin (Ottawa: Minister of SupplY-, and 
ervices Canada, 1980 , p 39. Ernphasis in original. 

19. Indeed one ~~.Jocate of the insuranee approach has gone sa, fi'lr 
as ta say: "[i]nsured peilsons, in their employment environment, ,are highly & 
heterogeneous in nearl§ aIl significant characteristics ... It i9 
unrealistic to think in terms of the average person or of the average' 
employment or indus trial conditions, for sueh averages are concepts 
without practieal meaning for insurance purposes. Il Watson, pp .10-11. 

- , ~ 
20.. The literature on dual labour market-s, May ,provide ,a foundation 

for the analysi9. 

21. That this in fact is the case in actual practic~ ~s 
illustrated in Chapter 3. 
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, ,,' 22. The major references are: 0 A. Asimakopulos and J.C. Weldon, 
_ tJOn th~ Theory.' of Government Pension Plans," Canadian Journal of Economies, 
1-, No • .4 (November, 1968), 699-717; "On Pri vate Plans in the Theory of ' 
Pensions," Canadian Journal of Economies, III, No. 2 (May 1970), 223-36; 
J...C. Wèldon, "On the Theory of Intergenerational Transfers," Canadian 
JOllrnal of Economies, IX, No.' 4 (Novemb"er 1976), 559-79. 

23. Asimakopulos and Weldon, (1970), p.224. Footnotes omitted, 
quotations in original. 

t 

~ 24. _ ibid .. P .225. 

25. Asimakopulos and Weldon, (1968) , p.l0!. 

26. 'ibi.d. , n. 7, p~ 702,. 
", ... ~ .. 

27. - --Asimakopulos, (1980) , p.43; emphasis in original. 
, 

,28. Professor Ingerman's comments on an earlier draft were helpful 
:in, form1.!lating the following argument. 

, :l . 

29. 'It ls weIl documented that in the industr'ialized 'nations 
supp'ort fo~' pension programs is one of the strongest amongst income .f 

maintenance progtarns, while that for unernployment paymerlts is weakest. See 
Arnold J._H~idenheimer. Hugh Helco, ~nd Carolyn Teich Adams. Comparative 
Public Policr: The Politiès of Social Choice in Europe and Atnerica, 2nd ~ 
edition~ (New York:' St. Martin' s Press, 1983), pp. 320-24. 

1 

30. This logic seems to rest upon the assumption that utility 
fuqctions a~e interdependent. A rationale exists for the transfer of 
incorne much in the way that some have argued the case for charity. The 

~individual derives satisfaction from the increased consumption of others, 
and,wou+d be willing to transfer some of his or her own income to this' 

, affect. Bel1emar~ reviews this perspective in her conclu ding chapter. 

31. The direct relationship that Asimakopulos and Weldon see 
between "government" and "social welfare function" must be seen as being 

'mediated by political institutions and the nature of the political proce'ss • 
.1 ; : See p.25; n. 30. 

" 

32. In this respect Ashenfelter has stated: "A worker is viewed 
as unemployed 'by the community if he is perceived as identical to other 
workers with respect ~o preferences and skills and yet is unable to find 
the number of hours of work that others have bath chosen and managed tÇ> 

find. Thus, it is the inherent inequality of the constraints on choic9\ 
implied by the presence of unemployment that defines i t, and in my opinion, 
what makes, it seem so socially unacceptable .•.. On the other hand. those 
who maintarn that unemployment is voluntary typically also maintain that 
unemployed workers axe qifferent than fully employed workers, either 
because they have stronger preferences for leisure than do fully emplayed 
workers or because they have fewer marketable skills than do fu}ly employed 

.. , 
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,workers. It is hard1y surpr1S1ng that individuals who accept this view'of 
unemployed workers have ,little sympathy for the compensation of the' 
hardship of the unemployed workers'and argue that without such 
compensation Most unemploy~ent" would disappear." Orley Ashenfe1ter, "The 
Wi thering Away of a Full Employment Goal," Canadian Public Policy, XI, No.l 
(March 1983), pp .. lI7, 118". 

.33. Committee of fnquiry into the Unemployment Insurance Act, • 
Report (Ottawa: Queen's Printer, November 1962), p.20. Parantheses and 
emphasis in original. 

t , 

J 3'4. Unemployment Insurance Commissipn,. lanation of the 
Princi les and Main Provisions of th~ Unem 10' ~-=~~~~-A~c~t~~O~t~tawa: 
~~~~~~~~~~~~~=-~~~~~~~~~~~~~~~ 
Queen s Piinter, October 1950, revised January . -

35. Committee of Inquiry, p.103. 

36. Unemployment Insurance Commission (1953), p.18. 

37. Eveline M. Burns, "Privat~ and Social Insura~ce and the 
Problem of Social Security: Part II, fi canadian Welfare (March 15, 1953), 
p. 12. Emphasis in origin~~. '. , 

Chapter 3 
,PUBLIC ASPECTS OF GOVERNMENT PAYMENTS TO THE UNEMPLOYED IN CANADA: 
THE PRE-1971 PROGRAM r 

,\ 

( v 
. 1. The need for an unemployment insuranc~ progr~m was first 

proposed by the Royal Commission on Industrial Relations. See James 
Struthers, No Fault of Their Own: Unem 10 ment and the Canadian Welfare 
State 1914- 1 Toronto: University of Toronto Press"; 1983), pp.12~44. 

'2. These are discussed in Bellemare, PP\7-21. 

3. On this point compare the arialysis of Guest 'with that of , 
,Struthers. The latter provides detailed evidence"to show that the 
constitution was not the major barrier ta reforme Struthers, p~.71-l38; 
Denis Guést, -The Emergence of Social Security in Canada (Vancouver: 1980). 

-
4. \ For e~?mple, Cassidy argued for the establishment of the 

. r.rogram in terms of the dictates of the fund. Harry M. Cassidy, 
'Unemployment Insurance for Canada," Queen 1 s Quarterly, XXXVIII (1931), 

306-34. Struthers, pp.44-104 is the source for the following discussion. 

" 
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6. Committee of Inquiry, p.105. 

7. A.D. Watson, The Principles that Should Govern the Structures 
and ProVisions of a Scheme of Unemp10yment Insurance (Ottawa: Unempl~yment:: 
.r~su~ance Commission", February 1948, revised May 1954) t p~12. ' .. 

8. Unempl?yment Insurance Commission (1953) • ,p.8. , 
9. Watson, p.6. 

10. ibid. , p.8; see a1so pp.9-12. , , 
" . , Il. .!M&. • p.6. 

, 
12. '. ibid. , p.6. 

13. The Minister of Lab,our, H. Mitchell, .stated in introducing the 
legislation that the j'effect of any social legislation is dependent oD"the 
extent of the classes of persans covered .•. It has been and still is the 
policy of the BovernII1ent ta widen the scope of the Act_ë,!S rapidly as , 
possible, and the changes effected, together with those projected, indicate 
the progress being made." Dominion of Canada, House of Commons, Debate, 2nd 
Session, 20th Parliament, Vol. III (1946), p .. 3103. 

14. Committee of Inquiry. p.108. 

15. Dingiedine, p.21. This is the reference for the following 
discussion. 

16. Section 42 of the Act empo~ered the Commission with the 
. authority to establish additional conditions for contributions and benefits 
for those normaUy employed only parts of ft the year. If the application of 
the Act to such employees led to 1 anomalies' with regard ta the benefits of 
other insured workers, the Commission could establish further conditions 
Jor t:;he payment of benefits. . " 

, 
17. Unemployment Insurance Commission, 15th Annual Report (Ottawa: 

Queen 1 sPrinter, 1956), P :52. 

18 .. Unemployment Insurance Commission, 16th Annual Report (Ottawa: 
Queen's Printer, 1957), p.24. 

19. Dingiedine, p.39. 

20. --$ee p. 290f text. 

21. Watson. p. 35 • 

22. ibid., p.36. 
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23. In addition the Act contained conditions for repeat c1aimants' 

and conditions under which claimants could be disqualified, see 
Unemploy~ent Insurance Cotnmission (1953), p .18 for a summary. " 

In the original Aet a second c1aim eould be granted on1y if 60 of 
the required 180 days ,of employment oceurred in the year sfter the last 
clàim ended. In 194'3 an amendment made this""less stringent by requiring 
that the 60 days occur since the start of the previous benefit year. With 
a further amendment in 19S0 the requirements fpr a repeat claim became: 

" (a) at least 60'daily contributions in the period of one year before the ' 
c1aim, or in the period sinee the previous benefit year began, whiehever 
was shorter; or (b) at least 45 contributions 'in the period of six months 
hefore the claim or in the period sinee the previous bene fit year began, 
whichever was shorter. Dingledine, p. 21? 

24. Unemployment Insurance Commission, lSth Annual Report, p.48.' 

25. "Instead of pO days during the last year (or 4S during the 
last half year) a elaimant has to build up credit for' eight additional 

\ 
cont{ibution weeks since the commencement of his previous benefit." 
Dingledine, p.37. 

26. Unemployment Insurance Commission (1953), p.17. 

27. Watson, p.12. 

28. ili1,., pp.38-9. 

29. Unemployment Insurance Commission, lSth Annual Report, 
pp. 49-50. 
... 

30. Watson, p .15. 

31. ibid. , p.21. 
" 

32. Unemployment Insurance Commiss'ion. 12th Annual Re~ort (Ottawa: 
Queen' s Printer, 1'(53) , p.6. 

33. Unemployment Insurance Commission, 7th Annual Re20rt (Ottawa: 
Queen' s Printer, 1948), pp.25-7. 

34. Dingleaine, p.IS. 

35. Unemployment Insurance Commission, 13th Annual Reeort (Ottawa: 
Queen' s Printer 1 1960), p.29-30. 

36. Unemployment Insurance Commission, 19th Annual Reeort (Otta:wa: 
. Queen' s Printer, 1960) , p.26. 

37. Unemployment Insurance Advis<?ry Committee, "Special Report of 
the Unemployment Insurance Advisory Committee Resulting from Meeting, 
October 27, 1960, "The Labour. Gazette, LXI (1961), pp.,122-9." 
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38. ibid., p.12S. 

39. Jonathan R. Kesselman, Financihg Canadian Unemployment 
Insurance (Toronto:. Canadian Tax Foundation, 1983), p.43. 

Chapter 4 
PUBLIC ASPECTS OF GOVERNMENT PAYMENTS TO THE UNEMPLOYED IN CANADA: 
EXPANSION AND RETREAT / 

1.- .Committee of Inquiry into the Unémployment Insurance Act, 
Report (Ottawa: Queeri's Printer, November 1962). 

111 

2. Canada, Unemployment Insurance in the '70s (Ottawa: Queen's 
,~rinter, Catalogue No. LV4-270, 1970). 

3. Committee of Inquiry, p.4. 

4. ibid., p. 5. 

S. However, the Committee felt that such income support must be 
conducted 'in conjunction with a' full employment policy. "The development 
of adequate opportunities for employment and the fullest use of human 
resources is a prime concern of the community; support for 'the unemployed 
when work is not available is a necessary and important social obligation, 
but is never an end in itself." Committee of Inquiry, p. 3. 

6. In fact sinee individuals could not. qualify for the second or 
third part of the proposed pro gram without first having qualified for and 
exhausted their benefits under the initial part, the struçture of the 
entire program was considerab1y narrowed. . ' 

7. Committee of Inquiry, p.l06. 

8. ibid. , P .106-7. 

9. ibid. , p.107. 

10. ibid. , p.l08. .. 
Il. ibid. , P .110. 

12. • The logic underlying this recommendation relies, once again, 
upon the notion of indemnity for 10ss. It "cannot be held that ,a pers on 
has lost wages during an idle period when his past work pattern shows he 
had no expectation of working during that period." Committee of Inquiry, 
p.131. 

13. The prevailing requirements were 30 weeks of insurab1e 
emp10yment in the previous 2 years with 8 in the year before the claim • 
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, 
14. Coupnittee of Inquiry, p.120. 

15. ibid. , P .124. 
~ 

16. ibid. , p.iSO. 
,., 

17. - ibid. , p.152. 

18. ibid., p. 157. 

19. ibid. , p.159. 

20. ibid., p.'158. Even though the program was in principle 
addressed to the problerns of the unernployed the -tie to the insurance based 
pro gram precluded it from serving the needs of ne~ entrants, or those 
involuntarily unemployed after a short attachment to employrnent • 

• 1 

21. ibid., p.159. 

22. As previously stated the actual program was financed ïn large 
part by the private sector: gavernment contributed 20% of prograrn costs. 

23. Arnendments were introduced ta further liberalize the pra gram 
in 1968. These were not, however, related to the Committee's three part 
proposaI. 

24. Dingledine, pp.44-5. 

25. ibid., p.47. 

26. Unernployment Insurance in the '70s, p •. 6. 

27. ibid., p.4. 

28. ibid., p.3. 
, 

29. Civil servants at aIl three levels of governrnent were 
included. Previously the provinces eould include workers on a voluntary 
basis; with the new Act the chaice was between including aIl employees. or 
none at a11. 

30. The actual amount was ta be adjusted annually with increases 
in average wages and salaries. This pro~isian made explic~t what had 
always been a target af poliey, the majnfenance af the incarnes of the 
unernployed relative ta the 'incarnes_ o~the employed. . -

'\ 

31. Unernplayment Insurançe in' the '70s, pp .17,32, • 
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32. Special eligibility requirements were, nonetheless, applicable 
in these cases. Twenty weeks of insurable employment were necessary .. 
Further, restrictive criteria were placed upon pregnant women attempting to 
claim benefits. Even so, the,fpanges were, at the time, novel and seen as 
a major ~tep towards fairn~ss'and equity. 

33. The l1)aximum weekly rate for those with dependents could not 
exceed 2/3 of, the maximum insurable e?rnings level for the year. A minimum 
benefit rate was establish~ at $20/week. 

34. The duration was structured as follows: 8 to 15 'weeks of 
employment in the qualifying period led to 8 weeks of initial benefits; 
each additional 'week of employment led to an additional week of benefits; 
20 or more weeks of employment implied 15 weeks of benefits. 

35. Dingledine, p.63 provides more details. 

36. One additional week of benefits was added for each 2 weeks of 
employment'above 20 weeks. 

37. Dingledine ,Ir p. 65. 

38. Sixteen regions based on the Statistics Canada Labour Force 
Survey were established. A 12 month moving average of ~adjusted 
unemp10yment rate was used by region. 

39. The only exception ta this were individuals taking training 
courses designed to facilitate re-entry into the labour force. 

40. The major side effect of this change waj)thf} possibility tha~ 
the automàtie stabilization properties of the sehem~ could be muted. 

41. The White Paper indicated the intention of the government to 
proceed with such a scheme by 1974. 

42. Christopher Leman, The Collapse of Welfare Reform: Political 
Institutions, Polie , and the Poor in Canada and the United States 

mb!i IT Press, 1 8 t p.35, ff. \ 
", 

43. Unemployment Insurance Commission, 34th Annual Report (OttAwa: 
Queen's Printer, 1975), p.1. 

44: This is described in the ,34th Annual Report, pp.1-3. 

45. Canada, House of Commons, Debates, October 27, 1975, pp.8567 
: and 8570. 

46. Dingledine, p.~3. 
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47. Among other things the Bill integrated the UIC with the 
Department of Manpower and Immigration as weIl as adopting a provision that 
repea1ed experience'rating, and another that authorized developmental uses 
of the UI fund. 

48. Dingledine, p.95. 

49. Canada, House of Commons, Debates, 4~ Session, 30th 
Par1iament, Vol. l, November 9, 1978, p.983. 

50. Aiso among the provisions were an ihcrease in the penalty for 
program abuse and the taxation of benefits from high income recipients •. ~ 
Dingledine, p.100. 

51. Lema~, p.125. 

52. The requirement was stipu1ated as fol1ows: 

Regional Unemployment 
Rate' 

u < 6.0 
6.0 < u (.7.0 
7.0 < u < 8.0 
8.0 < u ~ 9.0 
9.0 < u 

Variable Entrance 
Requirement 

(weeks) 

14 
13 
12 
11 
10 

53. Regions with an u~employment rate greater than 11.5% were 
exempted from the provision. This supposedly was now the 1imit that 
signalled that un~~ployment was beyond the individual's,~ontrol. 

54. Under the 1971 Act the same formula app1ied to those with 20 
weeks of employment. 

55. Indeed, during the second reading of the Bill the Minister 
" explicitly admit'ted that its provisionl'l were directed to marginal groups. 

.. 

Canada, House of Commons, Debates, 2nd Session, 30th Parliament, Vol. III, 
Fe'b. 1, 1977, p. 2591. 

6 

56. "The rationale ror the change was that the number of weeks of 
initi~l regular benefits were rel~ted to the number of weeks of insurable 
employment and therefore directly related to insurance principles. 'It was 
fe1t it would irnprove the consistency of the financing formula if benefits 
similar in kind were financed in a similar way. Under this amendment, 
lab~r force extended benefits were financed in the same way as initial 
regular benefits. The private sector would pay the cost for these benefits 
up to the threshold and the fed'eral government would take over fr.om there. ft 
Dingledine, pp.99-100 • 
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57. l t has been noted, p. 85 tha t these changes were original! y 
pro,Rosed by the Conservati ves in 1979. 

Chapter 5 
CONCLUSION \ 
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1. Eve'ine M. Burns, "Social Insuranee in Evolution," American 
Economie Review, \XXXIV, No. 1, Supplement Part 2 (Mareh 1944), p.199. 

2 
1 • 

• One exceptlOn is Grube1, -Maki and Sax (1975). 

3. Dereek P.J. Hum, "Unemp10yment Insuranee and Work Effort: 
Issues, Evidence, and Policy \Directions," Toronto: Discussion Paper. 
Series, Ontario Economic Council, 1981); Ronald G. Bodkin and Andre 
Cournoyer, "Legislation and the Labour Market: A Selective Review of 
Canadian Studies," in Herbert G: Grubel and Michael A. Walker, eds., 
Unem loyment Insurance: Global Evidence of its Effects on Unem 10 ment 

ancouver: Fraser Institute, 1978), 92-89. The lçtter revea1 the 
uneritica1 fashion in which these econometriç studies have been reviewed 
when they state in reference to an equation estimated by two stage least 
squares: "The numbers beloW' the estimated coefficients, •.. , are the 
estimated t, ratios; note that aIl six explanatory variables are 
statistica11y significant by standard criteria, which is a tour de force in 
itse1f with time series ana1ysis." Bodkin and Cournoyer, pp.b1-8. In 
fact, the èstimated standard error of two stage least squares may be 
inf~nite. T~statistics cannot be given the interpretation that they would 
be given had Least Squares been used in the Classical Linear Model. 

4. One such study is: James P. Cairns, "Unemployment Insurance 
in Canada: The Problems of Conflicting Principles", Canadian Journal of 
Economies and Politica1 Science, XXVIII No. 2 (May 1962), 262-69. 

5. Kesselman has a1so suggested that the stabilization properties 
of the program may be open to dispute. See Kesselman, pp.27-28, 136-38. 

Appendix 
DISTRIBUTioNAL CONSEQUENCES OF THE CANADIAN PROGRAM: 1978 

1. Employment and Immigration Canada, "Distributive and 
Redistributive Effects of the ur Program," (Ottawa: Technica1 Study 10 of 
~he Task Force on Labour Market Development, 1981), p.39. 

2. Emp10yment and Immigration Canada, "Incorne Redistribution 
Through UI: An Analysis by Individual and Farnily Incorne Class in 1977,", 
(Ottawa: Technieal Study Il of the Task Force on Labour Market Development 
1981). 
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