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, P ABSTRACT

The present thesis examines the nature of government payments to
the unempl_by;_eia. Two alternative frameworks are assessed: an insur‘ance
mode},‘ ‘and a public income transfer model. The former is considered not to
be an accurate conceptualization of government payments to the unemployed
beca';xse‘ of the restrictive assumptions it makes with regard to the nature
of unemplo’yment. The latter recognizes that unemployment is not an
insurable risk and is, therefore, deemed more appropriate as a framework .

N

for policy discussions. The evolution of the Canadian Aprogram is gketched

from the perspective of the transfer model. When it is recognized that

government payments to the unemployved are transfer payments in each of a .

¢

succession of time periods not only can the dynamics of institutional n"

change be understood but new avenues for empirical research are also

opgned .
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“-La présente theése examine le charactere des versements

3
'

’ v ) ’ A
gouvernementaux payeg a&ux personnes qui sont en chomage,

‘

e “ 0

Elle evalue deux modeles alternati1fsz un modele d'assur-
~ ™ <

ance, et un modele guir transfere le revenu public. On ne

~ ~ o . ! . .
copsidere pas que le modele d-'assurance refléte precise-

- - CA [N
ment les versement$ gouvernementaux payes aux chomeurs a  °

cause des supposltions restrictives gu'il fait guant au

1

A “ rd
caractere du chomage. Par contre, le modele base sur un
e
A ) A
transfer du revenu public reccnnait gue le chomage n'est

pas un risque assurable gui peut,s‘assur&r et on le juge

s

» ! P4 \
donc un modele plus approprie comme base dg discussions

\
de politiques. La these trace l'évolution Wu programme

, . .

Canadien en utilisant le modele quil transferp le revénue..
A ~

Lorsg'on reconnait gue les versements gouvernmentaux aux

A : -
chomeurs sont des versements transferes dans ichacune d'une

rd ' -
serie de periods de temps, non seulement peution comprendre

.
la dynamique des changements institutionaux MErLs aussy

>, . ' .
peut-on decouvrir de nouvelles avenues pour dgs recherches

empirigues. ‘ ’

o

o
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- Chapter 1
THE ECONOMIC EVALUATION OF GOVERNMENT
PAYMENTS TO THE UNEMPLOYED .

- i .

Government payments'to the unemployed, commonly referred to as

unemployment insurance, have become the subject of an entire stream of .

economic research. The Canadian program has been no exception to this

: ,
rule.” Much of the economic debate has been concerned with the effects of
such programs upon the unemployment rate. Such research equates, either -

explicitly or mmplicitly, the possible work disincentive effects of these

programs with the problem of moral hazard experienced by private insurance

schemes. Just as the purchase_of insurance may render an individual less

cautious in preventing the contingency insured against, so with the provi-
sion of "unemployment insurance" and the occurrence and duration of a spell
' . .o [

of unemployment.

Yet, little attention has been given.to the appropriateness of the

+ -

insurance model as an overall framework for research. Some analysts

explicitly suggest that it 1s valid.(1) Others note that the program is-
something other than insurance, and rhat their amalysis of its disincentive
effects is not intended as an overall evaluation.(2) Some researchers have

+

gone so far as to suggest that the program has deviated from insurance

.printiples, but that the dinsurance model should be clung to 1n policy

' discussions as it provides a means of selling the program politically.(3)

AlY three of these tendencies are unsatisfactory. The lack of a

7

developed fonceptpalization of the program's nature lends a bias to both

i

research and to policy debates. For example, most of the research on the

Canadian program has been concerned with its possible disincentive
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effects.(4) Little attention is paid to the program benefits. The reason

. i for this may in part be due to the fact that the insurance model suggests

that the benefits are to be considered as the ‘increase in individual util-
ity that arises from the opportunity to avert risk. These benefits are

.. : _ inherently ?nquantifiable and as such cannot be compared with estimates of
. .- \
: program costs. 1

&

Furthermore, exclusive doncern with the possible disincentive

‘

effects cannot provide an indication of the program's impact on the unem-

ployment rate. The program would have to be modelled in.a macroeconomic
context and its consequences f/6r aggregate demand assessed.(5) An insur-
S "’ ance conceptualization of ‘th7/program's nature does not foster sucH a

. . 4 . x

. perspective. '

( , The absence of an oﬁrerall framework also anfluences the direction

i

e of ;;ol'icy. The implicit use of an insurance model focuses the policy.

t
. i

makers'attention on the trade-offs between maintaining the incaomes of the .

unemployed and increasing the unemployment rate. Consequently less atten-

’

tion 1s directed towards a program des'ign that may not imply a trade—off.
\\ For example, benefits to the |lunemployed could be increased without concomi-

\\\tant -increases in the unemployment rate if program financing was structured -

| . . . , '
to enhafice its macrodeconomic|stimulative. effects.

. ‘ , . ' _
‘/ There ‘exists, ,theref]ye, a need to examine the nature of programs
& Sl ' ' ! . T
' mmonly referred £o as "unemployment insurance'. Indeed, the neutral

hrase "Government Payments to the Unemployed" is used in the- title of this

c?rk because the nature of these payments is open to dispute. .Can such .

programs be gccurately described as'insurance programs? This thesis .
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.C'l‘lapters 3 and 4. The former dedls with the period up to the late 1960's, ;

| Y "

1
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its assumptions are made explicit. It is shown that unemployment is not an .

-

insurable risk. Government payments to the unemployed are not concerned

with the intertemporal allocation of income as an insurance program is.

a
i

e e d St it

They are transfer payments within each of a succession of time periods.

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

@

the Canadian pr;)gram. An alternative model that considers such programs as

« .

O g 35, v LA B et 15t

public programs of income transfer is a more accurate conceptualization and

vt

"a more fruitful framework for research and policy.

’

Chapter 2 provides a discussion of government payments to the .

. ‘ﬁ( , N
unemployed at the theoretidal level. Insurance principles and their sig-

a

Yo gy g

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

o
A

model of government payments to the unemployed as insurance is presented.

B v an e

3

* Particular attention is paid to the model's assumptions. Their relevance
is braught into question by an assessment of the extent to which unemploy-

ment may he considered an insurable risk. An alternative model that more -

= e o

realistically incorporates the hature of unemployment is then outlined.

i

This income transfer model focuses the analyst's attention upon the redis-

~

»

tributional nature of unemnployment payments.

»  The development of the Canadian scheme is sketched in this light in :

and the -latter. with the post 1970 era. Several related'themes are devel-

]

i

oped. These chapters’ outline the tensions between the original insurance-
. “

» «

type program structure of 1940 and the objective of maintaihing the incomes, ‘
of the un‘employed. Issues concerning program coverage, benefit structure,
and financial aspects are focused upon. The gradual abandonment of insur-—

ance-type features lends support to the view that unemployment payments- are
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S 'ﬁ economic conditions. The government's understanding of the program!'s

- LT division of the historical review between Chapters 3 and 4 is intended to "

iy may of B o st A S RERTHTE  npa  » den e v e M — faenen

¢ o2 r !
1
<

éddtessing a coliective problem of income distribution. The program cannot
-',wnsidexedﬁasaninsumnce*pmgnamg - -

An attempt is also made to chart the dynamics of institutiohal

-

change. If the program's structure has not been determined by insurance

-

principles, what are the’ factors that do determine it? The insurapnce model

has in fact influenced program structure, - This is not because it accu-

rately conceptualizes the program's nature but because it represents a

rationaleefor a pa'rticuletg"’distribution of program costs. Other fox\'ces
influencing program structure are also outlined. .These can be categorized

into two broad groupé: the nature of social values, and the prevailing ~~

. nature and its interpretation of unemployment are a reflection of the

v
4

. " former, while the government budget constraint provfdes an indication of
‘ ’ . the latter., It is difficult to disentangle the impact of these influences

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

P A

evolution of the program makes clear that in particular periods one or the

other of the factors was crucial in determining 'program structure. ' The

7 - *

facilitate the analysis of these forces. .

e
- -

- AT The final chapter provides a summary. It suggests possible avenues,

for further research that follow from the alternative conceptualization of

L

the prog}am's nature,



- ‘ The prlnmples of 1nsuranCe he‘we been &n mportant theme in the .

e ] . C ST 1. - .
BRRdNE }~ LA Watscm,échlef actuary of the Department of- Insﬂrance,"itated that. )

' ( W L e *e-. “would come to be regarded as a tax rather than an insurance

(.. . S DR ) '"","”‘ U ' L :

. ' ’ T ; Cha er 2 . e

- A _THE NATURE OF GOVERNMENT PA'mEN'rs s e
S X 10 THE UNEMPLOYED: A THEORETICAL, PRIMER T

A »211NTRODUCTION I Tl e T

TRLoG e -

&

. . cﬂesign ~and evalua tidn of govermment payments-to thé unemployed.- Indeed. .

- -~ - l

L. thex were ceritral to_ the deeelapmef;t‘- of the Cafiadian program duringv-.tffe? T

e ) 1930s and 1940s. Many aspects of grogram structure were desagned in terms

- . - - O wy - g

o i ) -

N y wof them. For example speak1n3 of the extent’ of program tov ;age o o

G

L L [t]he 1nc1031oa of - no_n—mdustrla»l a«employments withih a. Scheme

T e . _of .unemployment insurance; on.the grounds that the risks- would..:
o s ‘be reduced and the-fund stfengthened, - is not a va11d ap- ., .
R proach.... To require a contribition from persons 80 employed Sa

cole o e contribution, .This would-seem to impor{ the idea of taxatton, - "~ - -
e T dntoa scheme that "ought to be ope of 1nsurance, -and would be . .

T < - . " ‘liable to end in.changing® “the ‘schiémé to a ‘social servme.,.a(i)‘ ST
" . ...‘“ N N N T N - e M

' " The concern of "the present chapter is the theoretlcal anaf&sm of govern—-

* -

E} x " T v . -

»ment payments ‘to the 'unemployed.' Hew have~ ec-onomlc moéels conc,ei.ved the

> . . - P : ;,,
hd - ewy N P v -

S nature of the program, and'what are thelr mpl:,cations for program struc- -

N * ~ .
[N T e « > K N . . . - v T PO IR -

. - - e

-
-~

So T e v ture?. - 0 L ‘, - ~'¢ﬂ_.'

~ PR . . . - . e - r * o -
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"~ 1 aw

o L ; Two alternatlve frameworles ‘are exammed The "ﬁrst arlses frqm the -

A “*‘insurance literature, -and interprets government gayments tOrthe hnmplqyed
N h ) RN :-.. “ - / N i
L L 'a“s indemnities. The cﬂapter f1r~st Sketches the basw elements of msurance
Lo and then presents a model. of govex:nmem: payments t;o the uneinPIOYed as . 1_' T
) v ;u)surance. The assumptlons of t;his approach are «deta1led, and thelr .'re;le-f ;"
’ : . ’ tvance 1s questloned . It is argued that unemploymenb camrot be considered
N . an 1nsurab1e risk, and that*an altei‘natﬂe 1nterpretation of the nature of L
. ; : ‘v b . ‘ ¢ \ i x_'i‘.l‘ . T, . "' [ . - .- , AN ” -. -
' ) B ¢ LS T e L0 R :
", ) - - e - . "‘ﬂ‘._ - ‘ ‘~ ; < ' i o :,:




. government; payments to the' unemployed may be appropr1ate. & model of the

T . program gs a publlc program of mcome transfer is then presented : ,/‘: ‘

{t ] S 4 ? | S The policy 1mp11catiorrs of both. models are examned in the fmal

1 ) . o section of the chepter. The 1nsurance model has 1mportant 11nphcat10ns for
) . -‘"‘ N the extertt: of program coverage, the ‘benefit structure, and the financial
_s '" “ T struct‘ur‘e,. The pollcy mhhcatmns of the publlc transfer‘ model dlffer 1n
- - Lo :

- " - ‘many 'respects from- those, of the insurange model.. ‘A sketch of a hypothet—
L. S - ical progra based upon, each of these models is pfovided in order to’

>

. “f1lustrate these"differehces. : ‘ __,‘\

/" . N i

A : - L. , - . P . i
[ - .
“ 0 ’
. . 0 . v, 4 g . .
[

’

" S 2.2 GOVERNMENT PAYMENTS T0 THE UNEMPT.;OYED IN THEORY - -

T R 221The InsuranceModel T
2T ~( S e T . The expos1t10n of ideal insurance is usually glven within the

.

- ', framework of the VonNeumann—Morgenstern cardinal utlllty construct. A risk

) )
- Y g S
-~ . P v

averse 1nd1v1du§1 is assumed. The ;mdlvidual attempts to maxlmlze the
o . eipected "value of a utility‘fu‘nction characterized by diminishlng marglhal'_

. - " » - - N .

'utility. Such‘an individual prefers the certainty of a particular level of
. o income to a probability distribution that has "an _equivalent income level as
a mean, (2) The 1nd1v1dual would be w111mg to ‘pay a flxed amount that can

"y 0o be budgeted for to allev1ate the anxiety of facing the r1sk of a poss:.bly

’ large loss in" the future. o '

- 0
s - , B 7 \

e

. woe "It is risk that makes insurance desirable and possible. Risk is
4 -~ - 3 . ! - ' - N
~ ' uncertainty concerning loss: - it is the standard deviation about a given

- . ~ .

- N relative ‘frequency, the chance of loss. Insurance is a nieane of reducing

Ty e tisk; It operates by pooling a large number' of homogenedus individuals and

in so doing makes the individual losses cpllect;'.vely, predictable. This is

AT

A
K
O
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-
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a result of the law of large numbers. .The~predictablélloss can be shared -
o . L proport1onate1y by aXl members of the group. Under insurance, tisﬁ is ) \
' reduced and losébs are shared: It allows the’ individual to substltute a

¢

« . small deflnite aost the insurance premlum, for an uncertain but p0331bly

large loss. Those members of the group who by chance escape the,loss

maintain the few.who experienée.ixu-

v

The premlum the 1nd1V1dual psys is equlvalent to the expected loss.

Actuarlal soundness refers to the equallty between the ratio of expected

. benefits.to'premiums,\and the’ probabnlity.of loss. It implies that there

- N —

is no ex ante redistribution. Further.,OVeE’msny time per{ods'there need
bé no gi'post redistribution as the individuals all_faée the same proba-

bility of loss. Given the assunptions of risk aversion, the individual's

'(-‘ ‘ 'utllity is 1ncreased as a result of the avallablllty of insurance.

s . N
'~~ In theory, 1ndividuals will fully insure themselves against a loss; -

P ‘in practlce thére are a number of reasons why premiums fay not be ‘actuar— .

ially falr. They all 1mply that the beneflt prem1um ratio will be less

+
.

"than the aetuarlally fair ratlo.l The most obvious reasons for this. are

admlnlstratlve oosts and an’ allowance for proflts. Another .concerns the

fact that the law of large numbers leads to -a perfectly predlctable result

v

Al o e e
N
.

MV 8
,

i
.

-
¥

; when the number of individuals grouped'approaches,1nfinity."In actual fact
iy ) ‘ . the_pooling.of risk‘never goes tolinfinity. ”Nothithstanding these facts

the-individuel will continue to'haye a‘preference for an actuarially unfair’
- I policy hthst is not too unﬁair."(B) : | e

-In an artlclerentltled "Unemployment Insurance as Insurance for

Workers . Martln Neil Bally develops a model that 1nterprets government

1(:}‘ T ’payments to the unemployed as a” program of insurance (&) He states that:

\
3




e e

[T
.

o e p 5 o et e e b

K ( LN T +» [t]he most obvious benefit of UI is surely its insurance

3

. feature. Most people are, after all, willing 'to purchase
insurance against the probability of a_.loss of income or
wealth.... The loss of income from a spell of unemployment may

J be quite substantial and we would therefore expect workers . - '
\\\w‘ subject to unemployment to experience a gain in welfare from .
‘the provision of income insurance. (5) . ) & i
- ~ -

Baily's policy concern is the appropriate benefit level. He devélops,q éwo
bériod model in which workers are eﬁplo?ed in the first period and_fa?e aq:

"exogenously given probabiligy of being laid off in the secdnd.""[C]onSQmp-
tion is taken as thé‘only argumen; of a @orker's_strictly concéve three- :
times differentiable utility function."(6) The worker in question ié

. , 'defined as a "single representatiy; worker...so that differences among

workers are ignered.'"(7) Firms are noé considered in the model. The only:
‘other actor is a government that plays the passive admihisfrative role of

( i ' setting benefit and tax rates so as to balance the UI account.
' - ’ Following Bally s notation, @ is the probab1&1ty of being retalned
in the second perlod whlle (l-a ) is the probablllty of being laid off. As

stated « is given and considered fixed throughout the analysis. For a

worker who is laid off (1-B ) represents the fraction of the second period

T SORUPTUUR SR

R

spent unemployed while 8 is the fraction employed at a new job. Baily.
»

defines ¥ as the wage income from the original employment of period one
1

andyrlas the income from the new job if the worker is laid off and then re-’

¥

employed. "The wage income ¥, that the worker is willing to accept is then

a decision variable with an impact on the duration of unemployment."(8) Ig

ot is, in other words, the acceptance wage of search theory. Finally, he

) . lets ¢ represent the infensity,of search and claims that it measures the cost of

search when expressed. in income units. How this is done is left unclear.

»

<

r



4 - 1 .
_The:iraction of time spent re-employed after a lay off in the second period

'is some positive function of the intemsity of job search and some negative,
. ' ‘ N . .

thé“discretion of the worker. It follows that the length of an‘unemploy— s

P

In terms of this notq}ion'Baily assumes équation (1):

- °

"B=B(C,y,). 6B/6C > 0, '68/6y, < O .° (1)

z

ad o Fihers, EERMS s e

function of the acceptance wage. Both of these variables are determined by

-

ment spell 'is a thoice variable negatively related to the search 1n§ensxt§ o
and'p6sitive1y related to the acceptance wage. A job is always available
to tge work;r if beibr she looks hard enough and asks a low enough wage. :
.. There is no UI fund in the model. Baily employs a tax upon workers
to generate :the revenue necessary to pay Ul benefits. However, the opera-
tion of the tax makes 1t equivalent to a fund. ‘The government hudget musé
be balanced: :there 1s no scope for the acc;mulation of deficits or SQ}~ -

pluses. Firms and governments do'not make any contributions to Ul reve-

A

N

nues.

The model proceeﬁs as follows. I} 1 is the rate of Ul tax on wage
income then the éotal tax raised per worker is (4t + oyl + (1'1’)Byni)7
that is, the amount raised from first period lncéme. plus that in the ‘o
second périéd gi!fn absence of 13& bff andlgiven lay off foliowed‘by re-
employment in a new job. ‘The level of expected Ul benefit paymenté per
period is b so that the averége rate o§ benefits 18" (1-a) (1-8)b: the
prodﬁc; of the ﬁrobabillty of l;y off, the fraction of the second éériod

unemployed and the per period benefit level. Given that benefits paid must

. ¥ :
equal tax revenues the UI budget constraint is given by:,

~

. y£~+ ayt + (1_ﬁ)5y;t,=—(lfu)%I;B)b. (2) ‘ L



10

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

insurance literature 1is:
b [(14a )y + (l-a)By ]
u:-z.;: n

(3)
(1-a)(1-8) ‘

This equation implies that. the bgneflt - 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 to pay for the program. Workers cause an
increase in the tax needed to finance a given UI benefit level
by prolonging the duration of their unemployment; thus the
incéntive effect of worker's search is important.(9)

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

effects of the program.

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

¢

arguments include the utility derived from first period empl&yment income
less UI taxes and savings, the net income of second period employment plus
savings given a iay of f or not. Thé social optimum is claimed to be found
by maximizing this utility function with respect to search intensity,

saving, employment income from new jobs after lay off, the average rate of

benefits and the tax rate. : .

q
’

Given this framework the actual workings of the model are described

3

as follows., The workers determine their search intensity and acceptance

\wége by taking the prevailing UI benefit and tax rates as set: in other

words, with the stated utility function 4 (saving), ¢ , yn , are chosen
and L and p are taken as given. The program of benefits effects behaviour.
Taking £ and b as predetermined implies that search intensity is lowered

and the acceptance wage is increased beyond their levels in the absence of

a UI program. Since £ reduces employment income and b reduces the costs of

»

9




i ‘ 4

> . %

unemployment the duratlon of unemployment 1s 1ncreased The'policy maker
iy | v

sets b and iiexogenouslv subject to' equatlon (2), the UI budget constraint,

'
s v

and the behaviour of workers.

Baily's policy concern is the setting of the appropriate Benefit
£ - . . ',./‘_‘ o : oo
level under czrcumstaﬁces‘lnﬁwhich the individual has same control over the

duration of a spell of unemployment: that is, with the optlmal beneflt

t ‘,

level in the context of moral hazard. Baily clearly 1ntends the mode] to

- . ‘

be a guide for policy. He goes through the exercise of éstablishlng values

for the crucial parameters by reliance on ad ‘hoc assumptions for changes in
- . - — - !

N

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

published studies for the elasticity of unemployment duration with respect

. ®
i

\ v

to benefits.
The novelty of his model is that‘he has placed the concern over
possible disincentive effects that has characterized much of the literature
into an overall framewérk that claims to incorporate enefits of insur-
ance. ' In déiqg sb, he has suggested that uneaployment may be validly
interpreted as an insurable risk.” If the 1nsurancenKMe1 is to be an
approprlate framework fqr the analysis of behav1our under less than perfect

v

information certain assumptions.regarding the nature of the individuals

4involved and the nature of the probability of loss must be made. In the

most strict of cases four ‘assumptions must be confronted. It is not self-

ev1dént that the nature of unemployment conforms to these assumptlons.

’ Unemployment, in other words may not be an 1nsurable risk. Thls implies

;hat an 1n5urance model ‘of government payments is not am.appropriate frémé¥

’

work.

e P

[T, N
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The four assumptions that underlie a model of

insurance. are: .’

(1) the probability and-magnitudg of’lbss_arg independent of any actions

taken by the. individuals insured: (2} the ﬁrobability of loss faced by each

A

" of the insured individuais is the same; (3) the. probability of loss'is not

i 1

correlated between indiyidualé; (4) the probabiiity of loss can be accu-

- - \
- ’

rately calculated gf_anﬁﬁi Some of the problems that may arise should

. these assumptions not be valid can'be,dealt‘with,in practice by the devel-

. opment of.particular’épfucturés in the actual insurance program. In other

cases, however, the-applicability of the insurance framework is brought

1

v

into seripus doubt. ‘Uée_bf the insurarce model facuses the analyst's

v
, i

attention upon probIems that can be dealt within 1t, but it also causes the

e

analyst to ‘abstract entirely from those that it cannot address.

-

* " The problem of méral hazard is an example of thé'fo%@ér. More
often than not, it is;invalid‘tq assume thét‘thé‘p%obability and mégﬁitUde

of loss are outléf the control of those insured. This fact leads to the

r

wéll known problem of moral hazard: actions that would have been taken to

prevent 'the loss from occurring, or to limit its extent may, after the

'

.individual is insured, not be taken. The calculations of the'expected loss

made by the insurer are, as a result, invalidated..

.

' Insurance against unemployment, in particular, may dull the indi-
vidual's incentive to prevent its occurrence. The possibility that an

individual may be voluntarily unemployed always exists. Economists and

1

. prdgraﬁ designers have been greatly concerned with this igsue. Moral

. hazard was at the center of the Unémployment Insurance Commission's view of

o te -

the‘CanaQian program during its formulative years.

- r - "
1

~

B e



Insurance ought to provide against the unforeseen, against the
abnormal, not what is normally to be expected.... It is ’
important that any plan of insurance should be so constructed
that the insured person may have some definite interest in
avoiding claims, if he has control over the events insured
against. Otherwise the moral hazards will be high,  And so
under unemployment ipsurance, the exclusion from benefit of
some short period on each separate claim tends in the right -
direction and is a sound insurance device.(10)

L)

3
’

Deﬂuctibles that shift part of the cost of. unemployment upon the indi-

t

vidual, such as the waiting period before benefits begin, were and remain
prevalent aspects of the program. This same notion of moral hazard ﬁroL

vides an underpinning .of many. empirical and theoretical analyses conducted

.

by ecohomists.(11) Baily's concern, fpr‘example, is exclusively with the
5 : . - '

optimal co-insurance rate,. ) B

Baily, however, does not address the appropriateness of the gssump;~'

tions required to interpret unemployment as an insurable risk. In actual
fact the possibility of unemployment is not a risk’ that is spread homoge;o
neously across the population. - A model of ideal insurance assumes that a

iarge number of identical individuals are pooled. The 1nd§vidualé are
identical in that they 511 face tﬁé same probability éistribhtion. The
ﬁooling of unequal risks will imply a transfer from the relatively low risk
'indlviAuaIs to those in the high risk category if the same premium 1s
éharged to'all., The low risk'indiviQUals would be éaying actuarially
unfair premiums. These individuals.would either‘wiéhdraw from the market,

’

or their demand for insurance would be met at actuarially-fair premiums by

- a competing insurante firm. In the former case only high risk individuals

would remain in the markgt and the provision of insurance would require

¥

increased premiums. If -this gfdﬁp is a‘lowsincbmg group the required .

t R .
! - . ’ ° ’
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o premlums were dlfferentlated accordlng to 1nd1v1dual risk they may prove to -

arial soundness may be uneconomical.

14

premiums may not prove to- be ecoﬁdmically feasible.” This may also be the

result 1n the latter case. Private organizations may hot be ablé to pro-

< ' N

vide insurance to all groups.

Jf individuals can be dlstxnguxshed by thelr susceptlblllty to

unemployment, and if those facing a high likelihood of experienting a spell

b

-of unemployment have. low incomes, then'the design of a programqu payments

to the unemployed must address issues of ingcome, dlstrlbutlon Strycturing

such a program under 1nsurance pr1nc1p1es must imply exther the exclusion

of broad categories of 1nd1v1duals and reglons;‘or.a‘dlfferentlatlon of

.
4

premium rates accordlng to the varidus ptobabllltles of” b21ng unemployed

- 7

,If an 1nsurance type -program encompassed onIy the low rlsk group, a large

3

sectoﬂ of the popuIatlon would be left w1thout 1ncome protectlon' if

. '

'

be too great relatxve to the income of'some and make coverage economlcally

‘ unfeasible. A plllar of- Bally s analysis is the notion of a representatlve

t

worker.‘_How this entity is to be constructed is not an issue "that is

éddressed. Itgis a construct,that allows the author to‘conslder all indi-

viduals as identical.(12) Issues of. redistribution cCannot enter the model.

The theory of insurance alsq.assumes that it is uniik@t& that a .

1

loss‘will'affect a great many‘individugls at the same time. This ihpiles,'

that not only are the losses spread ‘evenly across'thg group, but also that
the probébility\of loss is independent between individuals. An insurer is

v [

not able to insure a typé of loss»likel&-to_dccur at the same time to a

3 . ' ) .

s

large percgﬁtagé of thoge exposed.to it. The premiums required by actu-

-

& .
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In particular, probabilities of unemployment are correlated.
Cyclical downturns afféct many different groups simultanecusly and without

’discrimination.P Two authorities in the insurance field have remarked that:
[i]ndividuals with secure jobs would be poor prospects for
R unemployment insurance. Prospective customers would be only
those feeling insecure in their employment. During a business
recession many of them would lose their jobs at the same time.
Through insdrance the unfortunate few who lose are indemmified
by the fortunate many who escape loss. If the many suffer the
loss, the few would prove inadequate to indemnify them
properly, except-at an uneconomic premium.(13)

Baily's interpretétion of the pfobability of unemployment does not_recog—>
nize this possibility. He speaks of an exogenously given probability that o

is faced by all workers. Although layoffs are supposedly involuntary the E

’
|

“model 1nvokes a. search theoretic framework: a job always exists in some

.

location at some wage'rate. The problems of involuntary and interdependent,

.transiﬁion probabilities -that chapge with the eyclical state of the economy

’

1

- do not occur. ' . \ - - . .

- It-should be noted that the problems of heterogeneous and interde~
pendent probabilities do not necessarily 1nvalida§é the appropriateness of

‘- ’ ‘ \ -

- the insurance.model. Institutional structures such as community rating are

N

. a resﬁonse-to the difficulties they may pose.  Community rating»involves

“

the pooling of heterogeneous groups, and the charging of.a single'premium'

rate. It becomes apparent, however, that the need for mechanisms of this

_sort necessitates a policy towards issues of income distribution, and

. brings into question the universal validity of actuarial soundness as a .

C Lt T les - ; ’ .
criterion for the evaluation of program structures.

: The use of an insurance model toé conceptualize government payments . -

to the unemployed is open fq more severe criticism when these two. .

il
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difficulties are examined in conjunction with the fact that'e;oﬁomic . e

activity takes place within the context of'hncertainty.

v

a/‘

The insurance ' L

model requires that a dmstinttion be made between risk and uncertainty, or

1n the words of some, static risks dnd dynamlc rlsks (14)

‘

The model of

insurancé assumes that the probablllty of 1oss can be calculated Such‘ “ 4

the use of a projection of past experience. In practlce

for logically based calculations is rare. Insurance is more often baéed

upon an empirical calculation o0f probabilities: There -are, however, many .

¢

- calculations may be based either upon 1og1c, or determined emplrlcally by ‘

the opportunlty . ) ,:'

circumstances that cannot ‘be handled'in such a manner either because of the . ..

paucity of accumulatéd data, or because past: experience cannot pfovide'a ” <

guide for the future.i The térm 'riskf is often restricted to ¢circumstances v -

', ' 4 -~

in vhich future probabilities can,be calculated, while 'uncertainty' refers,

.to tHose for which there is no basis to make such a calcplatioh.' Rigk is .- |

- v -
v
'
v .

insurable;  uncertainty-is.not. =~ ° . '~

v ‘ ' . . 4

Vo

" - The likelihodd of ‘unemployment is .an ancertainty and is'related ta "

‘ '

the dynamlcs of the investment precess and government pollcy, ‘both of Uthh o

. N ° \

“

v

-..moving bptween various labour market states. Théese’ calpulatxons cannot

- - . .

; “

‘

\
'

3

-

are not predictable. The current vogue 1n economic research q§ unemploy-

" ment entalls the calculation of probabllltles of an andividual beiﬂg in and .

provide the basis for probabilities in the inSurable sense.' Theyharb 3£ } S

S
‘ ! - '

"ﬁdst probabilities, that cannot sérve'as.a‘guide to the future Beqause of .

-their rélative instability. The.risk of unemployment is a dynamic risk

that cannot be 1ncorgorated into an 1nsurance program -

v

Bally does not address the problems of calculatlng the probab1lity

N ‘
- . .
f Vo . B

o -

b

. of Jay—off. "This probability is expgenguslp given and asgumed to.be‘khown'- e
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T ‘hy~éll'actors in the model. ° In reality it is an unknowable and ds such | .

invalidates the insurance framework. In cases where the party respon51ble .

- for the occurrence of the contlngency is identlflable the approprlate

but compensatlon.(IS).

«

princ1ple is not insurance,

Lo . " * Finally, it should be noted that‘afperfectly‘predictéble event, one

o

entalllng no rlsk has no place in an- insurance scheme. " This 1mp11es that

L ‘ there can be no Justlflcatlon for the coverage of the seasonally unemployed

] -

1n_a program operated under insurance.principles,

Insurance is of value in

" the context of deqision makihg,qnder uncertaintyl 'A worker in_a seasonal

.~ industry that knows that unemployment will occur,at some point in the -

* future faces no amxiety of risk. Bally,'ln fact, _notes that his model is
< almed primarily at workers in industries where downturms occur
e < 2 . . unexpectedly-and result in layoffs after which workers search
: for new jobs.... Firms vith frequent and predictable fluctu-
. """ ... ations in demand, perhaps seasonal, are in a somewhat differ-
S . ent sityation, and the case for 1nsurance in such flrms is

' o rather weak ( 6) oy NN !

'

B Ihsurance is only appllcable 1n the context 'of static risks.

PR v g ’

Uncertainty y

LT s i,

and certainty have no place in an‘insuranCe scheme. ' The seasonally unem-

0 A

ployed are not a category that should be covered as they are able to . . ‘ -

- @redict Wlth certainty that they will be unemployed. Bally is. suggesting‘

T ‘that they therefore can prov1de for consumptlon during unemployment by

., R N -

savlng part of their . currént perlod income. This ‘ignores the p0551b111ty -

L .that emplbyment 1ncome may not be great. eno gh to "allow for any substantlal N

. ‘amount of\saV1ng.

. - . ‘

of saving is rendered npcertain'because )

Furthermore, 1t ignores the fact that the future value

inflation.

e




H

o

e bk A T P It ST EEURI At 401 A, s e
3
’

T .

a5 e gy e

[PV

X,

o o S p PRRR] ~IEC H e
L. -

" se
[PSA -, » . et it e 2o mt e 2 o s b s & a4 s C e rie

of reality. Pr1me among these aspects are the 1ssues of heterogeneous

workers, 1nterdependence ‘and uncertalnty of employment probab111t1es, anH
the logic of malntalnlng\the incomes of the seasonally unemployedb
The construct that in part permits this abstraction is the notion.

of a representative worker. Further implications of thia:notion derive

- from the ut111ty furiction. that is 1ncorporated w1th 1t What is laﬁelléd

as an 1ndiv1dual utlllty functlon also comes to play the role of a soc1al

welfare function. The latter is 31mply the individual functlon wrlt large. SN

- - 4

- Although the analy31s deals with SOC1al opt1mal1ty, soc1a1 relatlons are

_fabstracted from by the use of a representative worker.- This—leaves the

[ -

) loglc of the government and its 1nformat10n set in an awkward 31tuat10n. .

<

~In fact, srnce'there is no reasOn to SUppose that government has the’ .

P

requisite 1nformat10n, Baily's model camnot prov1de a. ratlonale.for the

government operatién\of unemployment insurance programs.f Thewprlvate»

sector could operate the program on the same terms (175
- The challenge posed to those’who would~construct d theoretical

model of government payments to the unemployed is to 1ncorporate the actual -

¥ o -

nature of unemployment, 1nclud1hg the issue. of a. SOClal welfare functlon

: Jnto the ana1y81s f: clo 3 "i__ . o . -

- - P M v - - A

.

) 2.2:2, The Publlc Transfer Model

S ertlng 1n regard to pub11c pensron plans, A31makopulos has stated L

[c]On31derat10ns of equity and economic conditrdns\are both
involved in the formulation of the provisions of pablic.
pension plans.. .It is the dissatisfaction with the economic

. position of one group, which is no longer a part1c1pant in- . —
Aeconomic act1v1ty, relatlve to that of another group whose
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P .- share- 1n current 1ncome is. protected by 1tS‘ partit:lpatxon 1n ’
S <. . [ économic aétlvity, that ;provides™the~ ‘motive- force. for. such "
PR N plans. A pension, law taxes the latter group to »pr:ov1de 1m:ome ’
. e . for the’ formér. The rate of .taxes - levled and the size of " ‘e
: o0 0 " - ‘transfers paid- depend ‘upon the. Value ‘judgements -made .about the’
o ) - relative consumption of these two groups and -upon “the nét e )
¢ o ! " . - effects of dlternative rates o,f taxation and transfers on . -
' e . these -groups. (18) - .. :

RN RN -

¢r

o 4

~ - -
2 PR ~ 1

Tt is the argument of the .present- sectlen that 1.t is reasonable to cast -

-~

government payments to the unemployed .1n such ter.ms. Payments toythe

- - e P

f Lo : ) unemployed are transfers from income earned 1n the prevailing time per1od

o -

.. -to’ those»wlthéut employment. They ‘are not a. form of SAV1ngs, nor are they

»

i T ~an indemnity drawn Tfram an ‘insurance fund. The basm for these payments 1s

- . . L

Y

.- .4 Set of value Judgements that- concern the relatlve earnlngs of thOSe I .~~,"

+ - N
- ra ~x -

““e‘"p1°YEd °~") S o . - SR T

- - .
19 - .

i p °. In thlS model workers, flrstly, are deflned accordlng to their

suscepnblllty to urremployment (19) In the smplest of c:ases .two cl%sses ‘_ .

o -, -

of ind1V1duals may be defmed those who are unemployment prone, and those

- - i .“

who may never experlence a. spell of unemployment dnrlng the1r worklng
St . s K - N .,-":-‘Hv_s'.
11ves.~ The model as such “rests upon a cOnceptlon of the 1abour market a8’

a
- Rl

..'“'.

«

- R v,;

segmented (20) The dlmenslons of th:rs segmentatlon may be many age, ,sex, .

[ v ane

occupatlon, and reglon all suggest themselves In reallty unemployment ms

- - - -

concentrated among partltular groups. If the model is te capture thls

FYON Sy
¢

3 . I fact a.representative worker should not 1ndeed cannot be censtrnctedn. -
‘ . R - '- The nature of the probabllity of unemployment must alsq be c0n--
[ Ot - - .

sulered Unemployment .in reallty, is a dynamlc 1?1=sk Introduc1ng uncer-- :

*

: ,‘ tainty 1ﬂto the analy51s precludes the pos.siblllty of calculatlng an ex

.

ante probabllity for 1nsuranee purpoees (21) Unemployment stra,kes some’
%

i C:) S ‘more than others. . Those susceptible td it have no way, of _pr,edmting its
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’ -spell’ of unemploynent .

" maintaining the incomes of the unemployeéd,

incomes ‘of "the un‘employed :

govermnent is t;he only organlzatlon capable of, operating a program of

' ~ V » ! . . 03 s s 4
-une\mpléyed are transfer payments in' each of a succession of time periods.

Thls :unplles that 1md1v1dua1 savmg "is an 1neff1c1ent

'y -

method of sustaming a future spell of unemployment. Indeed,, the v.1nd1v1—

timi'rig or severity .

-
’

dual does anot . possess 1nformat10n regardmg the amount of savmgs requlred

PRy A *

Furthermore, unantic1patéd lnﬂatlon renders its future value uncertam.

- N

Flnally, employment income may not even be great enpugh to dllow for any

, - f

- suhstantlal amount of savmg if those prone to unenployment are low 1ncome

. < ; + - Al “l s . 0y N . vt ’
. . - q ! - -
arners. ! ‘o ' - - A v " N
. . . ' . -
. R . -~ Y

RS . 1In addition to not being predi ta”b’le unemployment probabllltles are

-interde‘pendent. In conjunctlon w:tth the above reasonmg thls fact ytould

i

render prlvate or group 1nsurance plans 1neffect1ve in malntalnlng the

«
- v

. The smmltaneous demands of many upon the

\ ..,

accumulated funds of the inSurance scheme would threaten its soLvengy. .-The

\

\

1

N to 7 - A

-2 s " . -

-fricome malntenance fqr the unemployed

.

Governmen’t authorrty renders the

' -

) ’

program compulsory and ailows thereby, the pwhng of. heterogenenus 1nd1—

R

v1duals. The goverfnment s abllity to tax allows transfers to be effected ’"1

between individuals in order to maintaln the incomes. of vthose sufferlng a’
' Y
It i5 not the’ existence of 'a fund that renders’

. . -

The state's guaranteed ex1stence, and 1ts

.

government programs solvent,

ab111ty to ensura compllance make it the onLy organlzatlon capable of

Government payments to the

N

' r It .may berhaps be instructive to compare this view of government

v

. pfayments to the unemployed with the model of public pension plans developed

.
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s SChemes and publlc programs 6f mcome transfer. ‘ e -

.
v

T f.b'y Asimekepialds and @leldén «(22) " The simil'ariiies ‘bet‘ween the two programs

underscores the more f\mdamental d1st1nct10n belng made between 1nsurance

i ;

- T g .
B Y f s

T Lo "Asimakopulos and Weldon drav a di’stlnction‘ between public and

. N . D D .
_’q\l . . o )

;. N . <« , s~ N

S private pen31on plans. . e . T -

' . .
v s . . AL
- . - N . . - ~ -

1

3

. tBya "pure governknent ' pension plan we mean a scheme. whereby |
t ~governmem: exercises its command over goods'to provide income
oo for pensmners and instructs successor governments on. the ’ ,
.. - .+ tules to be used in determlmng future pensions. By a pure o
- . ™ . .private" pension plan we mean a scheme in which payments come
) A only from cap1ta1 ‘that has been specifically accumulated o )
, ..s» '- .one form or another, by or onm behalf of an 1nd1v1dual. The oL -
s deflnltlons are based upon differences between social and
ot ‘1rfd1v1dua1 methods of providing pensions. Government has-the =~ °
c . , power to tax and use the revemnue- for pensions, while'an

- ) individual ‘can, on his own, provide for his retirement only |

' .through sav:Lngs bu11t up durmg his worklng life. (23) '

s -

AL pure publlc pen31on plan is the result “of the applicatlon of a soc1a’l

' -

K " ,’ yelfare function t:o the prevalhng eccmomlc c1rcumstances. Transfers are

f N v ’

' uSed to produce a dlStrlbuthn of income between dlfferent soc1al groups,

those employed and those\retlred that is cons:Ldered more approprlate than

~ N - -

2 - ~

the s:n:uatlon that would prevall in the plan's absence. "[T]he basxc

. . ‘ s e *
. t !

p;inc_iple of the \pure [pu'blic] plan is that payments are transfers."(24)

' -

Public ' pension plans are a social response to the inadequacy of

‘

private arrangements in mai'ntaining the living’standards of the aged.

Private mechanisms proved inadequate for a number of reasons. . The-incomes

of the aged during theim yearsgin the labour force may not have been suff-
cient to i)rovide fo'r an appropriate level of savings. This problen is
'compounded by the spread of industrialization and the consequent deteriora-

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

generational transfers. Even if savings could be accumulated their future

. N +
: e— & P PRANS T R
— Jons -
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. value is an uncertainty. An individuyal is not capable.of acg:d’t;ately pre=

I -

a4

_— ., s -

-

?’_i/cting ‘the length of retirement so that.income requirements are not known

’
1

during the years of labour force.participation. Unanticipated inflation,
furthermorg, may threaten the value of savings in future periods. Finally, - -

f - . ’ -

private arrangements cannot- necessarily accommodate the desire of the .

t

retired for a particular relative standing in the income hierarchy. If

. population and productivity are increasing an individual's reliance upon

savings‘xin retirement may, depending upon the interest rate, imply a fall

-
\ e ~ . - »

in income yis a vis the working population.’ . B 4

The model of a pure public plan recognizes thé heterogeneity of the-

’

actors invglved. Individuals are, in the very least, categorized by age, .

~

) ! 3
Furthermore, it is recognized that knowledge of the future is limited. The

model operates within the context of an uncertain future: static risks and

i

. stationary ’states are not implied. Pensions, ds a result, have nothing
& .

N b , o
much to do with the future and should be examined in short-run terms.(25)

"Wo,rkers are aware of prevailing consumption possibilities but not those of i

the future period whenb they will retire. In the case of pure public

- .

pensions, where it is assumed that the consumption goods are non-storable

f

-,

S0 as to abstract from savings entirely, iiensions‘ can only come from ‘ ‘
‘goveijnme;nt. The authors say in a footnote that they

see "government" and "social welfare function" in much the

. same way.. "Government" is the agency that acts in a’

scollective way in a given period in terms of a particular
:  social welfare function. In the next period there is a -

successor government that acts for the new distribution of °

persons in terms of a new social welfare function. No doubt .

there is great continuity in these things from one period to ) .
- the next.(26) . : -
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Within the context of uncertaihtf it“is‘out of the realm of the prevailing

‘
e

government s power and information to guarantee a particular level of"

retirement income to its workers. All that the government can do is redis-

2

tribute—curTentliﬁcome to those presently retired and make the conditional
prqmlSe to 1ts workers that they will be treated accordingly. It can .

attempt to influence the decisions of 1ts successor by honouring the

promises made by its predecessor-. It has no guarantee, however, that its

[ N ‘ ’

’promises will be honoured in turn as changing demographics, values, and

economlc conditions will influence its successors ability to act.

Publlc plans are a means of effecting 1ntergenerat10nal trans-
fers in each of a sequence of time periods.... The continuance
of these plas 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 depend in any way on’the build—up or the -
existence-of a fund out of which pension benefits are to be
paid, This is a fundamental differenceé between these plans
and private (nonfamily) arrangements for retiremeht income,
which depend for their success on the build-up of a fund for,
the prov151on of income to the aged.(27)

N , .
N e i 2 3 S r . 3. ) 0

By 1ncorporat1ng heterogeneous actors in the context of uncertalnty
this model resembles the formulation presented of government payments to

the unemployed. Furthermore, it suggests that collective values and pre-

5

vailing economic conditions may be important determinants of program struc-—'

ture. Retirement is an eventuallty for all actors in the model The.fact- | | K

?

that generations overlap entails an economic 1oglc of the behav1our of \

<
»

1
\ i
successive governments. The currently emplpyed support.a public pemsion. '
program because they expect to receive similar benefits in the, future.
. ' , . i
Initially one is tempted to adopt a similar reasoning in developing ;
a'model of government payments to the uriemployed. A two period framework

could be used to cast the program-in the same mold as pubiic pension plans.

'
¢

”.,,....,M.m~
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‘behaviour* to large risks. Risks below a-partitular thre.shoi'd may- be

unemployment 1nf1uence expectatlons of the future. If the unemployment !

B

Those employed during the first period would concede to the taxation of
th_eir income to support the unempléyed because out of self-interest they 7.

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

be unemplq§ed. However, while old age is an eventuality for all actors,

unemployment need not be. A large percentage of the labour force may never
experience_ a .spell of unemployment. The basis in self-interest for a

program of government payments to the unemployed ‘is weak with the result .

. that support for such payments is at best ambivalent. . ) .

A M?l'!:

TR
One may argue that every 1nd1v1d\1a1 faces the rlsk of unemployment ,?-’é‘e,\

- ot

L to some extent. (28) Heterogenelty is a matter of degree ' The risk may be -

" very small for some groups .but it is st111 present and prov1des, therefore,

a Justlflcatlon‘of the program out of self-—interest. Even though ‘1t is

correct to suggest that unemployment is-an ever prevalent risk that aill

" actors face, differenoes in degree may lead to-qualitative differences in

.

behaviour. Behaviour towards very small_riéks may be distinguished from’

1gnored by the 1nd1v1dual 'Onl)f once. the thresholdA is passed do indivi-

I

duals recognlze and act upon the I'lSk s ex1stence The support for a

_program of government payments to the unemployed will be ambivalent. It

may, in fact, wvary with the buslness cycle dependlng upon how changes 1n ' -

¢

- caused by a ,recesé\lon is great emough to affect all groups in society the

low 'risk 'groups may reassess their expect&tion of experiencing fut’ure

. unemployment Support for the program ‘may, as a result 1ncrease during the

b

.

'recession. Cutbacks may be prevented or the\'p?o’é?am could actually be

expanded even though the government: 8 budgetary situation has deterlorated. .

1 . -




If such a reassessment does nof: occur program support may wither even

' though hlgh risk groups requzre its beneflts to a greater degree. Cyclical

‘booms may, in -a similar fashlon, prompt decreases or increases in program

support.(29) . "

-

A further argument in support of the hypothesis that there is a

! Ay

Justlflcatlon out of selfhlnterest for government payments to the unem-

ployed could be made The un/}/t of the analy51s should ‘be the family, not
/ -
the individual, Within the family theré are low and high risk individuals.

The low risk individuals may agree to the taxation of their incomes singe

3

they know thaﬁ the p\régram of gov'ernment payments to the unemployed wil1

_benefit|, to some 'degree, other members of the family. Even if this view is

valid the support garnered for a program of éovernment payments to the

unémp\loyeti would not be as great as that for public pensioneprograms. (30)
The absence of a clear basis ir; self-interest for the support of

go‘verm’nen’t programs to the unemployed implies that it is -important to view

the social welfare function as embodying the preferences of the most polit—[

ically powerful of the two social groups: the employed or the unemployed‘. /)

The nature and extent of government intervention is influenced‘ by the

dominant value system of the time. Political iﬁstitutions may influence

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

Both factors will influence the system.of payments to the unemployed. (31)

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

a continual basis for the maintenaﬂncg 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 income




security may differ in some respects from a program of public pensions it

. does share the characteristic that prevailing economic conditions will

influence program genérosity.
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 governmentepayments to‘the unemployed as a public’ program of
income transfer may be a more appropriate representation of reality.
2.3 GOVERNMENT PAYMENTS TO THE UNEMPLOYED IN PRACTICE

Each of the above mo«lilels of government payments to the unemployed
have impiications for all major aspects of prograr;x design. Thes;e include
the extent of coverage, the benefit structure (benefit ellglblllty, dura—-
tion, and rates), the contribution rates, and the status of the fund

V1ew:mg a program of government payme'nts to the unemployed as
insurance implies that its structure can be determlned ‘by “the: dlctates of
actuarial soundness. The fact that unemployment is not\ an insurable rigk,

however, implies that insurance principles provide an.incomplete guide for,

prog}am design. Even when they are 'fully accepte'ri there remains a great

deal of discretion in the determlnatlon of the actual levels of the pro-w

gram's parameters., An 1nterpretat10n of government payments ‘to the unem— ’

ployed as a public‘ program of income transfer_recognlzes_ that the program's

structure is designed in a fashiop congruent with the social purpose of

e



v

maintaining the incomes of the unemplo)(ed in accqrdance with the desire and .

- ability of society to meet the costs. [The political process remains an

)

important determinant of program structure.

The following section sketches two hypothetical program structures.

A narrow and tightly structured unemployment insurance program is con-

trasted with potentially broader program of income transfer payments to

3

the‘unempioyedl. These ideal types are described in order to provide a
backdrop for interpreting the r;atUre ‘of the Canadian program and assessing

the manner ir which it haé/ t'iistxl'ib'ute‘dﬂt'he -cost’s of uneniﬁloy_menp:" the - - .7

topics of Chapter 3 and 4. - ‘ |
Insurance notions have implicationé .for alAl major z;spects'of a .

program of government payments to the unemployed The Unemployment Insur-‘

ance Commlssmn, for example stated the prlnciples of 1nsurance appro-.

priate for program deslgn as fol,lows' (
A plan of insurance must have an actuarial basis. There
must be a definition of the risk insured ggainst and, the’
conditions under which indemnity will be paid; the area of
insurance must be limited to contingencies,, mot situations
__that are certain to occur; there must be ‘some possibility of

N - estimating the rate of occurrence of the contingency; the

a

amount Of the indemnity (under unemployment insurance, the
rate and duration of payment) must be determined; and thé
premium or contribution must be calculated which is needed to
provide a fund sufficient to meet all probable claims.
< For an unemployment 1nsurance plan to be genuine insurance,
. . it follows that (1) the ‘1nsured person, to have an insurable
, interest, must be subject to losing something of real value;
(2) the actual occurrence of this contingency must be easy of -
- verification and- of proof that it falls within the scope of
the insurance contract.
Under unemployment insurance, as regards (1), the contin-
gency is loss of employment and the earnings therefrom. A
person who is not normally in insurable employment to a sub- _
stantial extent and within a recent period of time hds nothing
of substantial value to lose and canriot have an insurable




’

\

\

- Insurance is indemnity for loss, and unemployment insurance, in particular,:

' 'is indemnity for loss of wages resulting from unemployment. "Where there

» ’ . 1

interest. As regards (2), there must be a ready means.of . .
determining when an insured person is unemployed and whether
he meets the minimum conditions for the receipt of beneflt.

The above is a brief statement of what is meant by "insur-
ance principles” as that expression is used in connection with'
unemployment insurance. A scheme of cash relief for the
unemployed which does notiadhere to these principles is not
insurance.(33)

b}

-

is no insurable interest, there can be nothing at risk, no event which can

" cause a loss, and no basis for indémnity or for a lawful -contract of

“indemnity."(34)

. : ‘The issue of coverage is basic to program-design. The fundamental

_ instrance notion of indemnity of loss has direct implications for the

3

‘extent of program coverage. K In this .regard, it has been stated ,tha't," -

"a'man cannqt be said to lose what he never had. It could not
be held that if a man normally works from Monday to Friday he
has suffered a loss of wages because he is not werking (i.e. -
is "unemployed) on Saturday and Sunday. Slmllarly if he

,. - normally works from April 1.to December 1 and is normally idle . :

the rest of the year, he cannot be-said- to-have "lost" any
.wages from December 1 -0 April 1. It is true that -he may need
- ' some outside assistance to enable him to tide over the idle
' period but this is not the concern of insurance and it would
be a distortion of an insurance plan to provide such a551s—
: tance under the gu1se of 'insurance.(35) :

- Ar_x'_uhemployment insurance program-should be concernéd, therefore, with only

that ‘part of unemployment that is a contingency. Indemnity for loss-

-implies that cdverege' should not'encompass the seasonail‘y unemployed.

» N '

Likewise it implieé that those not subject to unemployment be excluded from

éoverage. Furthermore, the model of insurance -suggests that those covered

all face 1dent1cal probab111t1es of unemployment Should these probabll—

‘

1t:1es dlffer actuarial conmderatlons requue that contrlbutlon ra}:es .

.
4 B
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‘should be set accordingly. Contributions must be set according to” expected

" berlefits: they must’ be, to borrow'an oft .used phrase, "experience rated".

In any case, certainties have no place in an insurance scheme. Those

‘

éroupe who regubla_rly,xexpenence a predictqble spell qf_-uqemployment as well -

Ad

N . N - - . ‘\ Y
as. those who never experience a spell would be-excluded from a program-of . .

[

unemployment insurance.
1 3 P
A public progyram of income maintenance, on the other hand, could be .7

.
, LN

much broader in scope. -In thé l1imt it could be universal. Governmental :

authority that renders the scheme compulsory allows disparate risks to be. -

) - ’ ’ . v ~ : R ' . .
pooled. The goverrmental monopoly eliminates any competitive pressures

leading to the discrimination of risks and permits the making of transfers

between them. The precise extent of coverage would not be a technical

problem to be solved on the basis of actuarial criteria, but an aspect of "

'social policy ‘to be addressed in' terms of the communityfs values and ‘the .

' economy's performance. As such, the seasonally unemployed and those not

. expectéd benefits. The -basic'criteria for eligibility are,defiped in terms

'

.t

exposed to- the threat of unemployment".could‘, conc’efvab}y be included in such

a progr,'am S ’ : - ) -

leen the approprlate scope for the program, insurance pr1nc1p1es

" suggest that’indemnity should be pald only under particular condltlons, "In
the case of unemployment insurance the 1nd1v1dual must 1nvoluntarlly lose
the wages, derlved from employment the 1nsurable ];1Sk. .The 1nd1v1dual ‘must -

al’so have made contrlbqtlons to the fund at a rate and duration eqixel, to

N -

-

-

of unemployment as an insufable risk. Theselhave been stated as: (1) the -

.

individual shoula be unemployed; (2) the individual should be capable of .

and available fer work; (3) the .individual should be uanle to find suitable
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" ‘Chaf'lge‘s in eligibility criteria do not'necessarily refleet changes in’

B T T L T T T NN
T B

. el‘nploymeht.,(BQ) . These. glr,iteria—', however,:leave,'lms,ny praet‘iéal-i’ssues” Lo

;‘xnres'o.l’ved'. Ori what basis, ¢an involuntary‘ unemployment’, which'—the'prbgi'am .

i PR

desires to insure, be d1st1ngu15hed from voluntary unemployment" How are

capability and availability for work to' be defined? What is to be cvnsn.d— '

~Additional cr1teria*basedw on administr‘at:iVe .

., ered as 'suitable' employment?

.
L T N

N 0 . N - * * - .
" convenience and fairness must enter if a w.rkable guide is to be developed. "
' ‘As a result the appropriate eligibjlity requirements are open ltov'
~d'iffe'rent’ interpretations. A pliblic g'arogrém of income maim:ena‘nce would

0

-not: seek to justify such crlterla in terms of insurable” 1nterest:, but - - . Doy

'recogruze them in terms of its, social purpose. Eligibility,criteria‘serve )

- B MY

as a means of allocatlng costs and as a way of 1dem:1fy1ng those deemed by © = .

' ¢ v .

soe;.ety to have the right to goVermnental assmtance.

- '

~In this respect one

~
n

' |

analyst has stated that

. , " . the concept of 1nsurable 1nterest

if 1t can ‘be sa;ld to exist !
+.. at all.in social insurance, .

is very 'different’ from ‘that, which .
underliés private insurance. In the latter, it is an - ) .
individual concept: the rules are devised to. eliminate those )
. individuals who cannot be held to have an ingurable interest
* ~ in the risks insured agalnst ' In social insurance, as. indeed
the name of the 1nst1tut1cm suggests, the concept is social:’ co .
"the purpose of ellglblllty provisions is to limit payment to - : )
those whose needs create a social interest.' This interest is . ,.
twoféld to give some or all of the people a guarantee of )
income in a form that meets prevailing views of what is : L
. acceptable and to do it in ways that minimize the adverse '
effects on the economy as a whole. (37)

a . ‘

' . v

[+4

a
i

.
i
e L . ’ S . ] - :
K unemployment as an insurable ~r3\sk\.: They are, rather,‘a\'tgeasure of how- the.

costs of'unlem'ploymlent are being distributed.

I > -
As concerns the relatlonshlp between benefit rates and duratlon, - !
‘ i

s [N

and contrlbutlon rates, the Insurance model suggests the use of the-prin- ' :
cipIe of. individual equity: the individual's expected benefits must equa]7 *

1 . oL . ,
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the individual 5 <:ontr1but1ons.
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dent ly.
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.- loss.

payment of contrlbutlons.

to make contrlbutions.

"

<

“As ’é- résu1t~benefits an’d contributions

-

)

»

N~

The beneflt is reC,elved as a matter of right because of tha

A fund of. suff1c1e'nt, s:Lze must also be developed to ensure the

2

‘v

abillty of . the 1nsurer to fulflll 1ts 'obllgatlons to the insured.

This

-

e, must be closely tled at the 1nd1vidua1 level and cannot .be altered 1ndepen—

Further 1ndemn1ty must be” tied to-the extent of

Gnly the indlv:bduals 1nsured would be required

L. ) . requires a predlction of future unemployment and the setting of benefit and

\ -

;

-~

-~

N

4

v

contr:,butlon rates S0, as. to, mamtaxn the fund at an appropriate surplus.

L

.

o A #3 %

In a gublic schete’ the objective of income protec¢ion requires a

¢

. - , - B . -

- .  “contern fon the‘écorfoniic well ‘being Of (those' covered by the. program and a

~ .

~

v .concern for the beneflts and ' costs to the community. Benefit rates and

.

’

duratlon would be determned by the soc1al desue to malntaln the relatlve

~7
¢
- H hrs - 1l N w

- fomg,
e 4

. . economlc posa.tlon of the unemployed

and by the economy's performance.

.

‘

@

Y ' - Prec1se beneflt duratlons and rates c;annqt be determ:l,ned by a ratio rule:’

'
i T - e

[ ~ -

o

LN

~

1

‘

~

" a rule relating duratlgn to number af contrmbutlohs made.ﬂ

Ky

Furthe;more,

, given, the compulsory nature of the program, sources of financing may

governmental revenues . ’ Dependlng upon the Lnterpretatlon glven to the

i _include not only the potential beneficiarlie's but' also employers and g‘eneral ;

a nature of unemploymem:, and prevalLlng economlc condltlons, béneflts may - hé -

1

’

.

only-loosely tied to 1nd1v;dua_1vcontrlbutxons:

1

'
S

LRy . 0y - =

-

o

N

. o A'ct'uarial\ soundness comes td mean not that _e}{pecte'd benefits of

B

AN

‘each individual equal that particular -individual's contributions, but that’
. ‘ in a broad -sense progra'm lncorﬁe must equal 'over some period of tﬁe,

N program eXpendlture. G1ven the COmpulsory nature of the program there is

. - Y

o no need. for a fund The program s 1ntegr1ty is based upon the government s

’ s
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L abLllty to tax and transfer 1ncome no*t: from the extent of pnvate or publlc

- 0 ) ’ o - . 0

U - savmg The preclse beneflt level and t‘he allocatlon of costs are‘ aSpects ‘ :

AR . . N
. - u

- - R IS - . .

3 o 0 of social pollcy open to polltl(:acl 1nf.1uence. - “,h -

el N ) L .0 .

C L. " 7 Ia terms of coverage ehgiblllty, beneflt structure,“ contrlbutlon

1

- L rates, and the need for and statu‘s of a fund,, a program based upon’ insury’ o

. . . ance pr1nc1p1es dlfﬁers markably from one based upon pub11c pr1nc1p1es.

"
. - - I
t

i . The parameters of ‘the.” :msurance proéram have the appearance of belng tech—

o nICally determlned The crlterlon of actuarlal soundness offersr prec1se e

T e rules to be followed, j It 1s a narrow program 1nc1udmg onIy those groups -

- a ’ . t. .

who face a predlctable rlsk of Unemployment. Expected, henef:,gt’s‘ are clos‘ely

L e T T

- . ' YT

. e tled to prenuums Aand beneflts are paid» from a fund. ~The*cost§s of 'unemplbvk

; . . -, . x ‘e s

ment. are bore 'by those subject to rt.. A public program of 1ncome malnten—- :

. -, T - . - . AT . -

- _ -7 ance, ‘on the other hand neéd not be so tlgl‘itly deslgned Coverage, ellgl— -

billty, «beneflts and contrlbutlbns are all open to dlfferent \assessments

§ . * ‘ ) -
" - . 3 % . .
L . ‘ i ” - . .o,

- The program s strUCture W111 vary w1th changes m sﬂch assesSments and g ¢

. - . PR . . -
- . N o " Voo ~ 3 A

U R . changes 1n the abllJ,ty of the eCOnomy to bear the costs of unemployment" S

- . . 3

- ‘_ . _‘ Lo 7 The fact ‘that unemployment is not an insu-rable 1nterest imphes

s \ IR © " ’ P

. \' that insurance prlnczrples cannot serve .as a complete gulde for program ) “\U,

SRR L design even when they are exgla.cmtly adopted Th;e probabillty ~0f unempioy-

. - [ -
-7y Doare et Ve 5 -

CLl *ment 1s not out of. the ~ind vidual & ¢o rol 1t 1s not spread thogeneouslyr N

A - vy

RN " S and mdependently -across the populatlon, and lt ls not predlctable. _As a. .

v s .. ~ _n‘. R :)
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.S result concerns such as fairness adequac.y ‘of - support as weIl as, ASS\leS\
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“ A .

o?f admlmstratlve necess:my, must enter discusm.ons of program de81gn from oL
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- BRI he Very start. The followmg chapj:er »1llustrates that W:Lth respect to the
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Ganadlan program 1nsurance not ns represent a partlcular stance upon how s
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o - PUBLIC ASPECTS OF GOVERNMENT PAYMENTS TO THE
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Chapter 3 v .o

UNEMPLOYED IN CANADA; THE PRE 1971 PROGRAM

3.1 INTRODUCTION . e ~ . s

, L The previous chapter illustrates the fact that unemplgymeth is not
v 4\"5-*” - . .
} " an insurable risk. Government payments to the unemployed do not represent

ipdemnities that must be structured in actuarial terms. ‘They;are.tr.a“ﬁusf:’er
" payments be.tween groups in the prevailing period of time. It is the gov—~

ernme,nt"s ablllty to tax and transfer ‘income between heterogeneous groups

* o

T that ensures the progran's efflcacy R "“ . ) C

7

'S

The two £ollowmg chapters substantlate thls point- by rev1ew1ng the
1 : ’ -t "2 -t
structure and operat:wa of the Canadlan program. The 1940 leglslatlon and -

; 1ts development through the 1955 Act to the late 19605 is contrasted w1th

the 1971 Act and 1ts operatlon into the 19803. *Nelther scheme- operated as
. an 1n$urance prbgram They- are, nonetheless; dlStlﬂgUlShed by the degree

lto whlch msurance not1bns have 1nfluenced thelr structdre. This fact
\

leads ,t:o ’the second maJor theme of the chapters. - the insurance model has‘

§ - ~

been and remalns .an 1mportant 1nf1uence upon program design not because 1t

provldes an accurate conceptuallzation of its nature ard operatlon but

becauSe 1t represents a, ratl.onale for a partlcular dlsr,rlbutlon of the cost '
- .

- of unemployment It focuses attentlon upon issues of program abuse, prob—&

P R .

lems of moral hazard, and t:he requlrements of a fund, The resulting stric—

rture places the burden o@ unemployment upon the unemployed as opposed to .
soolet:y 1n general ,, -,' - - '. S h

T - \
.

R P The structure of the program and changes 1n it are, in fact, a_
. . “ s A

e 7_! reflectlon of several factors. . These ;mclud.e the government 's understandlng
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LA of’ the program s nature' its 1nterpretatlon of unemployment- the prevaillng

So

econom1o cond:rtlons, and der1vatrve1y, the government budget constramt.

!
o ks

It. 1s difficult to disentangle the’ 1mpact of these 1nfluences upon the

( Vv A /

PR A . N i

s ¥ N

i ",‘structure of the: Canadian program‘. Nonetheless the leglslative evolution of

. . ’ v - , o~

o *the program makes clear that in partlcular perlods one.or the other of the

. 7 = o - . -

factors was cruc1al 1n» ‘1nf,1uenc1ng program de51gn°

N 7 ¢ - Y -

: For example, the expansmn of the or1g1nal legislatlon from 1ts

v

- \ N
) -

narrow structure in 1940 occurred durlng a perlod in’ which the government

3
[

held steadfastly to an 1nsurancev conceptuallzatlon of the scheme. However,
N 0 “

the recogmtnon of unemployment as an 1nvolhntary phenOmenon the rela-

\v'

tlvely buoyant economy, and the heed to fu1f111 the soc1a1 purpose of -

B

N

- malntamlng the relat1Ve economlc pos1t10n of ‘the unemployed a11 led to

:

plecemea.l expan51on. The recessmn of the ‘late 19505 and early 1960s

- K

/ underscored the 1nVo1untary nature of unemployment. It‘ was, howe‘ver,’only'

Hlth the\ submlsslon 'of the GllI Committee Report o;f 1962 that an off1c1al

reasSessmenb rof the program s nature was. begun. 'l'he report though eclec—-

* - -t -

tl.C, was the flrst offlcml conceptuallzatlon of the program in terms other

" than that of 1nsurance pr1nc1p1es. ’ co T :" -

. . .
’” v ' ' N M ' u»

In ‘the context of the' hlgh growth-era of t’he 19605 it led to a. Cov

+

4 ~ v v . -~ ’ ’ :
\ - ~—

phlloeophical re—oriehtation and a reassessment of howl the .costs of unem- -

ployment should be distr1huted A maJor brake upon program expans1on was. )

P . - '
.

' thus removed 'I'he 1970 White Paper developed the mterpretatlon of the ,‘ T

t v

. . - S

scheme as @’ transfer program and proposed a structure that sh1fted some of - ..

Tar

LEEEN

the costs of unemployment from the 1nd1v1dual to soc1ety ifi general. Thus, .

~ v 4

all four factors played at dlfferent t1mes and to varying degrees, a role .

N s ,’ Py

~in program expansmn’. ’ . N i ‘. o
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' by o Table 3.1

LEGISLATIVE EVOLUTION OF GOVERNMENT PAYHENTS TO THE UNEHPLOYED IN CANADA

Year Configuration of Causal Forces Hajdt: Legislative Developments o {w)
- 1940 UL Act receives Royal Assent
N ‘piecemeal expansion of coverage
some coverdge of seasonal industries
insurance conceptualizatlon .
- unemployment as involuntary T
sconomic prosperity ' ) ; '
1955 ' ‘ . New UI Act receives Royal Assent
. ) } incorporation of seasonal benefits
benefit expansion independent of ',
z . i > contribution increases 2
b questioning of insurance - Deterioration of Fund,
conceptualization Premium Increases '
| unemployment as involuntary
economic recession
1962 . L ’ Gill Committee Report Submitted .
) questioning of 1naurcnce - ‘ o o
conceptualization n ; -
- unemployment as involuntary ’ , ) s
economic prosperity ) A ‘ . 4
l - ‘ ‘ :
1971 ‘ ’ ) ' White Paper on Ul submitted
< . _» New UI Act receives Royal Assent
. alternative conceptt;aliz'ation : ) v . P
\ of program program cutbacks -7
- 1975 T * " eligibility, coverage, benefit rates
| .- }»unemployment as voluntary
, -} economic recession )
1981 | ’ o C Report of the task Force on Unemplqyme'nt B
' o ’ Insurance ‘submitted _ .
\ s ~ ~ ) ¢ '
, /J ‘ AN T . o
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5

In a similar fashion these factors all influénced program cutbacks.

Restrictions in the program's provisions may be the result of Epe feeling
. that its structure hiis deviated too far from its insurance principles: N
adherence to these principles becomes an dbjective in its own right. They

- ¥

may also be caused by a view of unemployment as a voluntary phenomenon, or
, ~ .

-

_ . if involuntary as a phenomenon that does not necessarily impose hardship

e e T T o WA et
o

| .
because, for example, of the existence of multi-edarner families. A deteri-

oration of the economy that worsens the government's budgetary position nay

also prompt program cutbacks. In fact al% of these factors, in some com- .

. - |
. bination, influenced the cutting back of the 1971 program that began in |
. - ‘\

1975. Table 3-1 depicts, in summary form, the major aspects of the pro- !

P

/gram's evolution.

1 )
(‘ /;h\-_‘ The present chaptersur veys the program's structufe during the

r . °

period the Government viewed it as an insurance program: the pgriod up ta

[ Y

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 piecemeal expansion. The

interpretation of the program as insurance influenced its original struc-
ture and'prevented broad reform.

An overview of the program's development is provided'for the
reader's convenience. The focus is then on the 1940 and 1955 Acfs and- the

amendments to them. Particular attention i;&ﬁgia“to the fact that the

! N

0 N

program, even from its origins, was not an insurance program. It was an

drmt e gt e
.

income transfer scheme that placed the costs of unemployment upon the

L]
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';:)

unemployed. The nature of the amendments to the. original Act, how they .
redistributed these costs, and how they had little basis in insurance
principies is then reviewed. '

c

Chapter 4 is concerned with the changes in the Government's under- -
standing of the program and its influence on program structure. During a
period of economic growth this change led to broad reform; in the conteit
of economic decay and increasihg government deficits it led to cutbacks in
the program's provisions.

The views of the Committee of Inquiry into the Unemployment Insur-
ance Act are discussed. The Committee's report marks the beginning of an
alternative interpretation of the program's nature. The philosophy of Fhe

1970 White Paper and its reflection in the 1971 legislation is reviewed.

The nature and development of this legislation contrasts with that of the”

11940 legislation., The costs of unemployment were placed not on the indivi-

dual, but on society in general. . The deteriorating economic climate of the
|

1970s, however, ushered in a period of revisionism. Cutbacks in the pro-

7,

* gram's scope in the 1970s are not a reflection of the government's attempt

to institute an insurance program; they illustrate, rather, its attempi to

redistribute the costs of unemployment.

3.2 THE LEGISLATIVE EVOLUTION OF GOVERNMENT PAYMENTS TO, THE UNEMPLOYED

3.2.1 Overview

’
o

When the Unemployment Insurance Act was given Royal Assent in
Aygust 1940 Canada became the last major industrialized country to have

adopted such legislation. A program of payments to the unemployed had jn

fact been the subject of public discussion as early as 1919.(1) The long

o s e o B RN £ M OAIEINGD . 45 e e [
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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 both
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

&
as a voluntary phenomenon. Instituting a system of payments to the unem-

ployed confliéped with the dominant values of the time.(2) Constitutional
difficulties were not, as is commonly stated, the fundamental cause of
delayed federal 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 Qas an important element in selling the péogram

politically. Such a conceptualization of the .program, however, restricted

its relevance to the unemployed of the period, and further delayed its

enactment.

An insurance-type program cannot, at the time of its enactment,

" sefve the needs of those unemployed. It requires that those covered first

make sufficient contributions to the fund. Further, coverage is.restricted
to 'good' risks and as such does not necessarily include those most vulner-
able to unemployment. The basic need for a fund in an insurance program
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 believed that the

relatively buoyant economy of the war years would allow the building up of

a large enough surplus in the fund. The fact that this was not-a.possibility

¢

&
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- during the 1930s prevented the development of such a program when it was’

needed most.(4) Aggther reason for the timing of the legislation concerns.
the change in prevailing'values caused by the war,. '

Politaicians 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 much for the community to be left withqut gjmeans of economic
security. This view was spurred on by the.fear of the pogi ’céi conse-
quences of a high unemployment rate among such groups. hus”the Canadian
scheme of "Unemployment, Insurance" came into being in 1940, and began
actual operation a year later even though the need for a program of income
support had been recognized by some during the 1920s.

The original Aect was based as closely-as was practically possible
upon insurance principles. Even with the original legislation, however,
there were departures from these p;inciples. Important features of program
design were influenced by the social purpose of maintaining the relative
economic position of the unemployed. T

This purpose came to influence the program to a greater"extent once
i; began operation. A series of amendments to the Act that have been

described by some as ad hoc because of their departure from insurance

principles were made throughout the 1940s and 1950s. They led to a new Act

. in 1955. Coverage was expanded during the 1940s. These expansions con-

tinued in the 1950s along with expansions in ‘the benefit structure.
L4

3
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Unemployment Insurance became, during the 1950s, one of the Government's
ma jor responses to the recurring problem of unemployment.(5) .
: L4

'The ability of the program to respond to 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 following 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 Program

The present section provides a detailed illustration of an observa-
tion made by, among others, the Committee of Inquiry in 1962:

The present unemployment insurance plan, although satisfactory

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 such

amendments have accumulated, the insurance concept has been
pushed more and more into the background. (6)

The griginal 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, ®once in operation the program
was strained by the incompatibilities between its design and its purpose.

This was reflected by the series of amendments that appeared éﬁ.hﬂﬁ from

the insurance perspective. These developments are illustrated by a focus

\
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upon the relationship between the expansion of coverage and benefits, the

ad justment of contribution rates, and the status of the insurance fund.

>

The program's evolution up to thé 1960s reveals a conflict between the goal™

-

of income security for the unemployed and the originally proffered means of
achieving it, insurance for the unemployed. The piecemeal expansion of the
program was prompted by economic proggfziiﬁ'and an interpretation of unem-

ployment as involuntary.

3.2.3 Coverage
Coverage refers to the types of employment the prog;am\gncompasseg.

The original Act of 1940 considered insurable employment 3£ ¢mployment

under a contract of service or apprenticeship in the industrial and commer-

cial’ sectors only. Occupations outside of these sectors were excluded on
the basis that loss of employment was highly unlikely, voluntary, or of a
seasonal nature. It was considered inappropriate to cover such_occupations
because the pooling of such diverse risks would introduce an element of
taxation and transfer into the program.

Alsgﬁamong the excluded occupations were self-employed business
proprietors aﬁﬂ;}hose employed @y their spouses. Other restrictions had
the effgct 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 for any-one of them, and those available for work for no more than ,

two days per week were considered not to have an insurable interest and

hence not coverable by an insurance progranm.

/

v
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Seasghéi employment lasting less than 20 weeks was also considered

. *

not to be an insuraple interest and exempted from coverage. The Unemploy~-

ment Insurance Commission stated that the

< ‘ 4

insurance of persons who normally work in employments that are
wholly or highly seasonal, and who do not work in other _
insurable employment, at least for a part of the off season,
should be limited to the normal season. If such a person
becomes unemployed during the season he should be unable to
get employment, then his insurance should have effect within
the season. Unemployment in those circumstances would be
something unforeseen and would be something more than might be
considered to be provided for in the seasonal rates of pay.(7)

w ot

Thus, the notion of insurable interest and the probability of
unemployment ‘were the major criteria determining the inclusion or exclusion
of particula; occupations. Those facing a low probability of uﬁemployment
and those whotfaced the certainty of unemployment were excluded from the
program. The program's designers, nonetheless, were not under pressure to
iﬁEﬁ%e only homogeneous risk or.to differentiate individual contributions
/ accordingly as a private insurance scheme would be. Indeed, the‘Unemploy"L
ment Insurance Commission explicitly recognized the need for the pooling of
diverse and interdependent risks. This pooling, however, did not extend
beyond the manufacturing sector. "The grounds for exclusion of certain
groups and classes of persons from insurance should be the‘}act that they
are émployed outside of industry and, therefore, not subject to the expan-
sions and the contractions which charac}e;ize industrial activity."(8) The
program included only the industrial sector because it was believed'that

@

only this element of the economy was subject to the threat of involuntary
’ 7 ] -

unemployment. (9)
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Conditions wholly 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 all industries should be brought within one
scheme of unemployment insurance without distinction as to
rates of contribution or qf benefits. This means that in the
matter of making provisions through insurance against
unemployment, all industries are to stand together as a unit

under one scheme. (10)
o

Thus the recognition of unemployment as an involuntary phenomenon allowed

the pooling_df heterogeneous and interdependent risks.

i

The further pooling of risks to the non-industrial sectors was not
justified gecause it was assumed that the probability of involuntary pnem:
ployment approached zero in these occupations.(ll) It was recognized that
the pooiing of diverse risks in the industrial sector implied redistribu-
tion. This, once again, was justifiable because all groups were subject,
in some substantial degree, to what 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 coppetitive pressureé that would prévail in the
context of private insurance, but because of the interpretation of'unem;
ployment that was held by the government. Conceivably, then, the extent of
coverage was free to vary with changes in thi's perception.

Tablé 3-2 lists the exclusions from the 1940 Act and provides an
indication of the pointuin time that they were included in the program.
During the first decade amendments led to an extension of coverage £o6 =
workers in transport (air and water), stevedoring, 1umber%ng and logging,

professional nursing, public utilities, hospitals and charitable institu-

tions (on a voluntary basis). The 12;5 Act did not introduce any substantial

a

- ,;‘ e
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Table. 3-2

Expansions in Program Coverage 1940-1970

©riginal Exclusions

Year--Included

1. Agriculture

*1955 +1967

2. Horiculture 1955 +1967
3. Forestry 1955

4. Fishing 1957

5. Lumbering and Logging *1945+1950

6. Hunting and Trapping & : )

7. Transportation by Water ‘ 1946

8. Transportation by Air . 1945

8. Stevedoring 1948

10. Domestic Service 1in a private home
11. Employment 1n a non-profit .
Hospital or Charitable Institution’ ‘1943 (voluntary)

12.. Teaching

13. Armed Forces

l4. Public Police Force
15. Federal Public Service

: *1945

¥ Pa

16. Provincial Public Service

17. Municipal Public Service

1943 (public utilities)

18. Employment paid by Commission, Fees

or Share of Profit

19. Employment at a rate exceeding *1943($2400) 1948(3%3720)

$2,000 per year
20. Casual Employment

21 . Employment where employer 1s a spouse

22. Subsidiary employment
means of livlihood)

1950($4800) 1959($5460) 1968($7800)

- {)

(not the main

23. Employment for playing any game

24. Any Employment
(a)that ordinarily las

ts fqor 4 hrs/day -~

I . Ll ~ -

(b)that 1s ordinarily by more than one : w
employer but less than 4 hrs/day for

any one of them

(c)where employee 1s only available for

insured employment
2 days/week

for not more than

1* agriculture with poultry, egg grading, and horses

1+ all employees

5* British Columbia only
5+ all of Canada
l19*renumeration i1n form of

l

14* with provincial or municipal consent
hourly, dai1ly, weekly or piece rates

covered regardless of earnings’

Source: Committee of Inquiry into the Unemployment ' Insurance Act,

Report, p.21; Unemployment
various 1ssues.

Insurance Commlssion, Annual Report ,

)

« 1
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! changes, but it did ébntiqpe the piecemeal. expansion that had been occurring.

-

The widening of the program's scope wag justified in part by the easing of
t

administrative difficulf¥es, but also by the recognition that the extent of

]

coverage determined to an important degree the adequacy of the program in
o e N 4

meeting ‘the needs of the unemployed.(13)

- ~ » = It should also be noted that an earnings ceiling formed the basis

N -

N _ -for the exélusion‘of a large number of employees. The original Act stipu—

!

lated that annual earnings above $2,000 excluded an individual from cover-

JP—
.

age. The justification for this was twofold. ’ Oq%phe one hand it lay in

the belief that for individua1§4with high incomes the risk of unemployment

Y

- was not great and hence the need for insurance did not exist. It was also .
§ g assumed that individuals with high incomes had control over their own _

} . .

: ( ‘ employment and as such the problem of moral hazard would be severe.(14) In

1943 the ceiling became applicable only to those on a semi-monthly, or

P

' | commission basis. Those paid on an hourly, daily, weekl& or piece basis

o

- became covered regardless of earnings. This represented an attempt to
; . ~ render the ceiling applicable to managerial occupatigns. The ceiling was
raised intérmittently throughout the first 30 years of the program in line ®
with increases in average annual earnings. , h
The piecemeal expansion of p;ogram coverage and the consequent
?*‘E pooling of hegerogeneous risks that this implied eroded the insurance basis
" of the original legislation. Indeed, departures from insurance principles
were evident in the 1940 Act. The recognitioﬂfthat Heterogeneous groups
took part in an interdependent producg}on procesé and were s?bject to
involuntary unemployment provided a logic that originally justified pooling’
(:} e of risks and hence income transfers within the industfial and commercial
S8 ’ .
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sectors, Thls left an avenue open for further exten31ons of: coverage in
response to pressures from interest groups and changes in the interpreta- ..
tion of unemployment as an involuntary phenomenon. )

The major break with'insurance’principles, howevet, was the ;nclu—
51on of those subject to seasonal unemployment. This fact;mote than any

other under the heading of coverage indicates that the program was adapting

« !

- to the needs of the unemployed rather than following the dictates of insur-

« ance principles. : L

~ \ el

The 1940°Act empowered the Unemployment Insurance Commission with
the authority to make special regulations‘should "anomalies" arise from the
application of the Act to those normally emplgyed,for portions of the ‘year.

This auth&iity, in fact, was applied only to seasonal workers. Its use by,

the Commission reflects the tension between the social pressure for program
expansion and the attempt to maintain the insurance basis of the program by

the bufeaucracy. As legislative amendments were enacted by parliament to
B 4 s
eexpand coverage to seasonal industries, the Commission established condi— e

-

tions that restrlcted off season benefit payments to the unemployed of

.

these industries.(lS) This tension between the social objective of main-
i ‘ \
taining the incomes of the unemployed, and the insurance®copceptualization

‘of the program was clearly evident &nring the first fifteen years of its

N _»7 .
operation. . Y

-

On October 1, 1946, the Act was amended and amongst‘the changes

introduced was the extension of coverage to employment in transpbrtation b&

- “' ’ “
water. The Unemployment Insurance Commission, however, introduced a seq—

sonal regulation to restrict benefit payments to these employees. The

Commission held the view that seasonal workers had no insurable interest in

1
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the off season and felt that the rights of other insured workers would be
compromised if benefits were payable during such periods of ‘the year.(16) 7

As such it attempted to impose additional conditions upon the payment of

benefits to covered seasonal workers. Claimants were considered as sea—
|

T T . !
sonal workers if they were employed in the period before their claim in a

[xs

seasonal industry for some specified period of time, Any unemployment that

occurred in the on season was covered, while any that occurred in the off

3 season was not.

A seasonal industry was one in which employment in the off season
over a period{ of some years declined each year to less than 50Z of the peak
. ’ and stayed below that level for at least twenty weeks. The off season was
;_ - ~ . defined as the average period the industry reduced its aactivity to below

( 50%Z. These rules were arbitrary.

[

N ¢ ’
Employees could be exempted from seasonal status if they could

i 3

prove that they had: (1) at least twé\;}y\e days of employment in' the 48 day ‘
~ period bef/ore: the benefit Began; okf had- (2) sufficient yearly attachment to,
: (insurabie'employment, defined as 420 days of employment over the two :year
period before the claim; or t;ad (3) at least 40 days of insurable employd;;“;'
ment in each of the two previous off seasons.
’ The first application of seasonal redgulations was to inland trans-
:‘ Jportation by water and involved an off season of January‘ 1 to March 31. It
implied that even though these workers were newly covered under the Act
: they were not entitled to benefits during the off season. A similar pat-

5 tern developed as other seasonal industries were brought under the pro-

gram's coverage. Amendments to extend coverage to stevedoring, and lumb?ring

§ L

;(s . .
» o

; ' , .
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‘ and logging were introduced in 1948 a‘nd 1950 respectively. The Commission,
‘in tufn, expanded its seasonal regulations to include these occupations,
At the end of 1949 ther.e was a sharp increase in the unemployment
rate and early in 1950 the Act was amended. "The most signif;:cant change
a was’ly;he creations oF a new kind of benefit. Thes;e so called Sup‘plemental
Benefits were payable to people unable to qualify for regular benefits.
They were paid at approximately 80% of the regular Benefit rate from
January 1 to March 31, except in 19§O when they covered the period March 1
to April 15. The introduction of tilese benefits allowed many to circumvent
the seasonal regulations set 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,
contribution_s. In early 1955 the rate of Supplemental Benefits was ~
increased to that of regular benefits and their period of applicability
extended to April 15.
While th; 1955 Act exte-nde‘d coverage to several occupations its
ma jor change was the.incorporation of Supplementdl Benefits into the pro-
gram as Seasonal Benefits. "Seasonal Benefit is payable during the period
. : .
January 1 to April 15 because it is recognized that at this time of year
unemployment is alw'enys greater and that persons whose ordinary benefit rums
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::?;niésién fornulated new seasonal regulations. This proved difficult
ause of the entrenchment of Supplemental Benefits as Seasonal Benefits

the new Act. The application of these regulations was postponed for a
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year and they were eventually revoked before coi;ling into effect. This .
ended the period of benefit ¢urtailment for those workers in seasonai
industries ébat hald come to be included in the Act,

Extension of covgr_ége to such industries’' continued after the 1955
Act. In 1956 coverage was .extendehd to fishermen. The Commission recog- |
nized that this was a major departure from ins&rance principles. It
;ntailed treating consumers as the employers of fisherman.” "In extending

coverage to fisherman, it is necessary to propose some rules which seem to

contravene the ordinary principles that govern un\pmployment insurance. To

2

insure all fishermen, ‘irréspective of whether theij are wage earners, =
sharesmen, loneworkers or é.elf-employed, a miver%al basis, of coverage was
considered necessary."(18) -

_ With the economic downturn of 1957 the seasonal benefit period vas
-extended to December 1 to May 15, from January 1: to April iS. It wvas felt

that withdut such a liberalization allarge number of workers would be

without assistance during the winter. In May of 1958 the end of the r

seasonal benefit period vas extended to June 29 for that year only in
re:éponse to the prolonged mmploynﬁnt.(IQ)

The expansion of coverage during the first two decades of the Act's
ope;'ation illustrates the degree to which the prevalence of unemployment
~and the need to maintain the security of those susceptible to it has |
influenced the Act's structure. The‘.insurance ’mold in which the Aét was
originally cast was gradually broken through. Coverage was extended to
groups previously assumeq to be free from the threat of involumtary unem-
ployment. As a result diverse risks vwere pooled and an element of taxétion

and transfer introduced to the program. The most significant departures

]
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from insurance principles were the introduction of Supplemental Benefits
and B:e:i;- entrenchment as Seasonal Benefits, as well as the coverage of
sel'f—empléyed' fishermen. Such changes make c/le}ar/bhat the legislation was
responding to'the social‘ need of ,mairlltaining the unemployed and not to 'the
dictates of insurance principles. The implication of this is that the
costs of unemployment were being' shifted from the individual to society in

! 4
general. .

3.2.4 Eligibility B,
Eligibility requirements define the particular ,;c‘:onditions under
which indemnity is paid. An individual would be paid benefits under an
insurance sch if the app;:opriate contributioris“have been made, and :Ef
the. insurable 'loss has been suffered. As previously stated, the Unemploy-
ment Insurance Commission viewed individuals as having suffered t;\e insur-

able loss if they were unemployed, Eapable of and available for work, and

unable to find suitable employment.(20) These criteria are of little

—
—

practical guidance. In fact, the program's e/ligi/bfl/ity criteria have been
of an arbitrary nature a;xd hﬂemg;; time less because of changes in
the nature of unemployment as an insurable interest, than as a means of
allocating the costs of unemployment and identifying those l:naving the right
to benéfits. Chanées in eligibility requirements have had the effect of

extending the program to individuals that have not made contributions that

!

are equal to expected benefits; something an insurance program would not be °

able to do.
' ., The length of attachment to employment has been the major criterion
]

determining access to benefit rights since the original Act's formulation.
)
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"The purpose of the primary qualifying conditions ought to be", the Unem-
ployment Insurance Commission stated, "to test whether the claimant has in

fact such an attachment to insurable employment, and of such recency, that .

" prima facie, the establishment of a benefit year in his case is justifi-

able."(21) 'Justifiable' was usually interpreted in terms of an insurance

model. It referred either to the existence of an insurable interest, or to

the payment of sufficient contributions. The specific requirements, how-

h

_ ever, were set somewhat arbitrarily. For example, one authority stated

simp}y that:

.

+  two years seems reasonable ‘as a practical period within which
the employment record should be brought into account to estab-
lish materiality of attachment, and 180 days of actual employ-~
ment within the two years seems to be about the minimum that
ought to be considered to be proof fa materlal attachment.(22)

A new‘ entrant must, therefore, have worked for at least 180 days before
being eligible for benefits The entrant who is 1nvoluntar11y unemployed
before 180 days of employment is not deemed to have an insurable inter—
gst,.(ZS) These requirements were framed, to some large degree, with the

ilssue of moral hazard in mind. It was felt that the 180 day requirement

would not attract individuals into insurable employment ;olely to become
1 .

eligible for benefits. Even so, the actual requirements have a sense of

arbitrariness about them.

o A more explicit example of this fact ié provided by the regulations

_imposed upon married female claimants. In November 1950 the Commission

igtroduced a regulation that imposed additional conditions upo;\ this
group's rights to benefii:s. In the Cosmission's view many newly married
women reported themselves as\ unesployed and established a claim when they

had in fact vithdrawn from thg labour force. 'I‘he regulation required women
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cleiming benefits within two years after marrfage 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 since marriage, or

after the first job separation after marriage, were required. There were
certain e);emptions to the regulation that were broadened in 1952. These
included widows or women who were the main source of family income due to
separation. In its attempt to address problems of moral hazard the Commis-
sion was not able to defend itself against charges of discrimination made
by women's groups. The‘reéulations as a result werle revoked in 1957.

In August 1953 an amendment vas introguced that violated the prin-
ciple that the claimant should be available and ‘capable of work during the
benefit period. The amendment allowed benefits to be paid to claimants
becqming ill after leaving a job. It was justified by the continued need
for income security by each individuals.

The 1955 Act introduced changes that loosened the tie between
contributions made and benefit eligibility.. The qualifying conditions were
stated in terms of weeks rather than davs of contributions. The mdividﬁal
was required to have made contributions in each of 30 weeks during the two
years before the date of claim. At least eight of the 30 weeks were
required to be in the year immediately preceeding the clamm. "While it is
;ecessary to have made contributions in each of 30 weeks to qualify, it is
not necessary for a claimant to have been employed foru the whole of each
week’. In this respect, the qualifying conditions are easier than under the
old Act."(24) Even a single day of employment per week was valid for the

fulfillment of the qualifying conditions. The same applied to the condi—

tions for requalification.(25) The new Act thus loosened the link between

e

Perrey




THBATY DI M L E LR R POTAH =t

) 508
/ Table 3-3
I Financial Conditions of the
Unemployment Insurance Fund, 1%41-42 1970-71
Fiscal Surplus or Deficit(-) Year End Ratio of
Year {mi1llions of §) Accumulated Accumulated
Surplus Surplus to Benefits
Paid in Fiscal 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 74.9 447. 7 . 12.8
48 - 49 81.8 529.5 10.6
49 - 50 53.1 582.6 6.8
1950 - 51 81.9 664.6 7.4
51 - 52 113.6 7718.2 8.6
) ‘52 - 53 73.4 851.6. ! 6.3 E
53 - 54 29.7 881.3 4.7
54 - 55 ~-40.6 840. 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 6.9 . ..
64 - 65 39.6 40.5 0.1
865 - 66 101.0 141.5 0.5
66 - 67 116 .7 258.2 0.8
67 - 68. 44 .4 302.7 0.8
68 - 69 79.7 382.4 0.8
69 - 70 75.8 458.2 0.8
1970 - -134.5 0.4

71

323.6

Source: Jonathan R. Kesselman, Financing Canadian Unempldyment
Insurance (Toronto: Canadian Tax Foundation, 1983), p.44.

’
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contributions made and benefit rights, and made it easiex@ qualify ar&l}

requalify for benefits. What seems "reasonable" 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-

5 .. ployment ares distributed. The strict conditions of the 1940 Act were
P loosened as u}xemployment was recognized as involuntary. Social values,
such as sexual equality and need, also played a role in determining eligi-

bility requirements.

- 3-2.5 Benefit Structure ‘and Contribution Rates
The relationship between the beﬁefit structuré and contribution
rates is best introduced by focusing on the status of the fund. Table 3-3
cha;'y:s the development of the fund balance from 1941 to 1971. A surplus
was lre,allzed in each of the first thirteen years of the program's opera-
Fo .- tion. A deficit was not recorded until 1955. The recession of the late
’,':v' - 1950s and early 1960s exhausted the fund's surplus ancll forced the govern-
T .- ‘ V . ment, at one point to make additional loan; to the program. In spite of
. / the. original Act's intention the program was not able to operate as a fully
- funded scheme in the manner of a private ifsurance plan. The benefit
o structure was based and expanded upon principles other than that of insur-
L ancl:e',. Contributions were not necessarily expanded concomitantly with/ bene-
fits. The inability to predict unemployment and to set contribution rates
according to antlcipat;ad cost;s, coupled with an increasingly liberal pro-
gram implied the deterioration of the fund: an eleme;lt that is considered

essential to an insurance program.
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. The fund', inde ‘d, was a central concept in the formula}:ion of the
original Act. It was felt that benefits and contributions must be st:ruc;—l
tured in order to provide a sufficiently large surplus. The Unempléyment
Insurance Commission stated that:

[wlhenever there is a question of increasing the benefit rate
under an unemplpyment insurance plan, it should always be ‘
borne in mind that nothing can be paid out of an insurance
fund in excess/of what is paid into it through contributions
and interest earnings. In framing a social insurance scheme,
the finafitial [foundations should be planned in such a manner
that the tota cdfifributions from all sources together with
the iftéredt earnings are sufficient to provide protection for
insured persoms over a cycle of good and bad years. It is
sometimes prgposed that the additional cost of increasing the
benefit rate/should be met by Government only.
range interest of social insurance 1n general it
should be pginted out that any increase in the benefit rate '
should only/be made within the framework of the scheme, when
the contribiting parties, which presumably include employers
and employdes, increase their contributions.... So long as the
public and/administration clearly understand that there can be
no increase in the benefit rate without a corresponding
increase in contributions from employers and employees, then
the schem¢ will be protected against any unwarranted increase-
in benefit or against any use of the fund other than to
provide the regular cash paym\ents to qualified bona fide

AN

[ i
g

N -,
4

The previous sectiﬁi{ii'gllustrates that c&gideration‘s other than insurance
principles led to ~avr;;' expansion of what are considered as "quéiified bona
fide claimants". The /present section shows that these principles, as
outlined in the above passage, had little to do with the determination of
benefits and contributions for such cl?imants.
« Several provisions govern the structure of benefits. These include
the length of the, waiting period, the duration o0f benefit payments, and ‘the
rate of benefits. An aé:t}uarially sound program Fequires that this struc-— i
- \

ture be tied at the indi\\r\idual level to contribution rates., This was not

so in the case of the 1940 Act, nor in the amendments that followed 1t



O T - A AT I Y Yt am

53

B . L

The original Act established a’waiting period of 9 days before
benefits were paid after the initiation of a claim. This waiting period—
was justified as a deductible feature that served to reduce the moral
hazard and shift part of the cost of unemployment upon the individual.(27)

] . It was reduced to 8 days in 1950, to 5 days in 1952, and was left unaltered

in the 1955 Act. The waiting period was, thffs, eased during the period
that the fund was accumulating reserves. It was not altered again until
; ‘ the 1971 Act became effective.
A 'ratio rule' was used in the 1940 Act to link benefit duration to
1 individual contributions. Benefit duration was eomputed as one day of
i
' benefit for each fjve daily contributiong 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 dea} of experimenting may be done with a view to

setting upon a reasonable and satisfactory rule, having regard

for all types and classes of insured persons in their ever

shifting circumstances and environments.... [T]he following

rule appears to answer well: one~-fifth the number of days of

benefit in the five 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

Lt a g s 5 et bt

rule was somewhat less liberal for workers who were employed for parts of

the year, such as seasonal workers. The minimum benefit duration, which

- was determined by the ratio rule in conjunction with the eligibility

A e St ey o
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r reqhirément of 180 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
. :

such 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 allowed the( possibility of a 51 week duration.(29) .
The Commission argued that lme reduction of the maximum duration was justi-=
fied since only a small proportion of claimants used their full entitle-
ment. Nonetheless in 1959, with grea'ter' demands being put on the program
because of the economic downturn, the,maxin‘num benefit durat}on wvas extended
to 56 weeks. ‘

In terms of the structure of benefit rates, the Canadian program
reject}d the British precedent of establishing a flat rate of benefit. The
jus;'{ication for a progressive scheme of benefit rates recognized that
there existed a relative as well as an absolut;e dimension to depriva-
tion.(BO) The setting of benefit rates involved the balancing of two
principles. On the one hand the scheme sought to ensure that benefits
maintained the li\:ing stanciards of the unemployed; on the other it sought
to ée;iuce the possibility of work disincentives. Which principie prevailed
was not a technical matte;r. It was deemed necessary to set benefit 1evelsu
below the rate of earnings. "The proper relation between rates of earnings
and rates of benefits is a matter of informed judgement, as is generally
the case where moral hazards are concerned."(31) Separate benefit rates
were nonetheless devised for those with and those without dependents. ‘

Table 3-4 summarizes the original benefit and contribution struc-

ture at the autset of the 1940 Act. Employee benefits and contributions

o
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36.00~- 38.50. .. - 0.27 0.36 12.24

~ " IR

Table 3=},
Beneflt and Contribution Structure, 1940
- . : . , Bene{its as multiple
:g:ﬁiigs Weekly Contribution Weekly Benefits of Employee Contribution
Class . '"Employer Employee Single Dependency Single Dependency
($) ($) ($) ($) (s)
less than 0.,%0 ) z
or under 16 years ‘ 0.18 0,09 + +
5.40 - 7.49 - , 0.21 0.12 4.08 4.80 . 34 40
7.50 - 9.39 0.25  0.15 . 5.10 6.00 34 40
9.60 - 11.99 ~ .. 0b.25 .0.18 6.12 7.20 34 40
12.00 - 14,99 . - 0.2%5.. 0.21 7.14 8.40 34 40
15.00 - 19-.99 . * 0.27 0,24 8.16 9.60 34 40
20,00 - 25.99 ' . 0.27 _ 0.30 10.20 12.00 34 40
14.40 34 - 40 .

2

» paid by employer'

+ benefits paid only if-more than half of previous contr1butions were from a higher
eatninqs .class, and based on "the hlgher earnings class.

Source: Adapted from Kesselman, P 34.
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" at this time.

‘government, and the unemployed.
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both increase with the@iﬂg_s, class. The benefit rat;e,o‘f. single benefi-
ciaries vas stru’ctured to h‘g 34 times the contribLtion" rate, This.ratio
was 40 for tkhoseh with depende}nts. rIndividual expected benefits greatly
exceeded contributio'ns because tl;é costs of benefits were aividéd between
employees, employers and the federal governnmen't' .

~

The rates were originally set such that aggregate employee and
embléyer' contributions would, given certain assumptions about the distribu-~
tion of employees across the earnings classes, be equal. The government's
contribution \;las one—fifth the aggregate employer—employée contribution.
Thus, the original Act embodied very little of the insurance notion of o
actuarial soundness. Not only did individual benefits greatly exceed
individual contributions, but social considerations and elements of need
entered into. I:he structure. The cos;: of unenployment, furthermore, was a
burden boryg by all the major actors involved: émployées, employers,

The major resuylt of insurance notions was

the setting of benefit rates below the rate of earnings.

o

The benefit structure proved to be rather rigid because it was

N

-
based upon fixed earnings classes. As earnings increased over time, bene-

-

fits gradudlly fell out of line. A series of amendments were implemented {
in order to maintain the relativities. The first increase-in benefits l

Further f

occurred in October 1948. Contributions were also increased.

amendments increased benefits in 1950 and 1952,

o

In the latter case, how—j
ever, the benefit increases were introduced without concomitant cggtribu—’{
tion increases. The waiting period, as already mentioned, was also reducé\d
These changes were made, the Commission stated, "liln view

o

of the sound condition of the Unemployment Insurance Fund."(32) This

( o | k
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Table 3=+°5 , > {
Benefit and Contribution Structure, 1955 . g. }
Weekly . - Weekly Weekly Benefits Benefits as multiple ;
Earnings Contribution Single Dependency of Employee v .
Class (Employer&Employee) Contribution i
less than 9.00  0.08 * . (1) (z)
9.00 - 14.99 0.16 - 6.00 8.00 37.5 50 ‘
15.00 - 20.99 ‘' 0.24 9.00 12.00 37.5 50
21.00 - 26.99 ¢« 0.30 11.00 15.00 36.7 50 o
27.00 - 32.99 ° 0.36 13.00 18.00 36.1 <50
33.00 - 38.99 0.42 15.00 . 21.00 35.7 50 3
39.00 - 44.99 0.48 - 17.00 24.00 35.4 50 ;
45.00- 50.99 0.52 19.00 26.00 36.5 50 3
51.00 - 56.99 0.56 21.00 28.00 -+ 37.5 50
57.00 and over 0.60 23.00 30.00 . 38.3 .50 - (,
. 3 b
(17 Single (2)Dependency ) : ’ . L, ! ;
* when weekly earnings are less than $9.00 the contribution is counted { \L - :
as one-half week for benefit purposes “ 3

Source: Adapted from Kesselman, p.38.
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contrasts with a previous stance taken by the Commission. In an earlier
annual report, the s&e‘u\enth, it acknowledged that it had been unde‘r pressuré
to increase benefitstithout increasing contributions because of the size
of the fund's surplus. It steadfastly rejected this logic by an appeal to
insurance prinlciples:‘

[i]t may seem to some that this fund is largef than necessary.
Suggestions have been made by employees and unions that bene-
fit rates be raised, the waiting period shortened and the
benefits under the Act increased generally. From employers
have come suggestions that contributions' should be lowered or
‘ perhaps dispensed with for a period.

¢ However it must not be forgotten that unemployment insurance
is a long range proposition. The Canadian stheme being on an
actuarial basis, the fund must maintain adequate reserves to
meet all its obligations.(33)

”

The 1955 ;ict continued the tendency toward liberalization by making further

adjus_t;;ments in .maximum weekly benefit rates. The structure was transformed

to a weekly basis which further eroded the tie between individual benefits

and contributions. Contributions were charged to weekly earnings regard-

less of the number of déys worked. Table 3-5 summarizes the benefit and
\J
contribution structure at the outset of the 1955 Act.

i

Despite the liberalization of \the program during its first 15 years

.

of operat_ion, the fund, as has been notdd, remained in a surplus position.
Actuarial soundness meant not that individual contributions equalled indi-
‘vidual ex;;ected benefits, but rather that in the aggregate .there was suffi-
cient revenue to meet program costs. Once the authorities believed that

I

there existed sufficient revenue to mee& these costs the benefit structure

°

“ was determined independent of contribution rates.

These rates were originally established in conjunction with the

benefit structure and a prediction of future unemployment. The- latter was“

®
4 <
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necessary to determine ex ante program costs. This prediction was gener-
ally based upon a moving average of past uhemployment. For example, _in
setting the 1940 contribution rates an estimate was made of the funds that
would have been necessary to cover costs during the period 1921-31, plus a
margin of 30Z had‘the program been in operation during those years.(34)

Predicting the unemployment rate on the basis of past unnemployment
rates proved adequate only as long as the procedure led to overestimates.
during the first fifteen years the fund accumulated surpluses 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 was too large. (35)

In the fiscal year 1957-58 the fund experienced the first of seven
consecutlive annual deficits that would eventually erase the accumulated
surplus of $878.4 mi\llﬁm. As a result a 30% increase iln contributions was
initiated in 1959.(36) The government, howev'er, ‘resisted the Unemployment
Insurance Advidory Conypitg;_ee's recommendation of cutbacks in benefit rights
to fishermen and the seasonally :memployed.(37) The Commission's predic-
tion of unemployment for the five years 1959-63, upon which the 1959 con-
tribution increase was based, ‘;as the average level of .unemployment for the
five years ending March 31, 1958.(38) This, needless to say, proved inade-
quate and only underscored the point that ex ante program costs could not
be established with the required accuracy.

Even though revenues rose after the 1959 increase in contributions,
the fund balance continued to deteriorate because of the expanded program
structure and the elevated unemployment rates. An accumulated deficit was

reached in April 1963. The fund received temporary loans from the Minister
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of Finance to allow the program to continue operation. An accumulated
deficit occurred for the last time in July 1964. Although the fund
remained in a surplus position for the‘durgtion of the 1955 Act its balance
never greatly exceeded annual benefits.(39) The program 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 principlés, influence the setting of
benefits and contributions. During buoyant economic periods there is a
tendency to expand benefits. Contribution increases are irregular and are
not nggessériiy 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 insurance model does not offer an accurate conceptualization of
the program's operation. It represents, at best, a particular stance on
the setiing of program parameters and the distribution of the costs of

qne-pioyuent. These costs, it suggests, should be placed upon those

¢
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experiencing unemployment. This, however,.is only one of many other pos-
gible configurations. Viewing government payments to the unemployed as a
public program of incéme transfer provides a framework that incorporates

]
these possibilities.

In terms of coverage, eligibility requirements, benefit structure,
contribution rates, and the stat\;s of the fund there is little to suggest
that the Canadian program functioned as an insurance scheme during its
first 30 years of éperqtion. Coverage involved the pooling oﬁ 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, also came under the
program's scope. This latter development occur‘red in spite of the adminis-
trat.ion's disagreement. Eligibility requirements were, in actuality, not
set according to the criterion of an insurable interest. Recency of
attachment to the labour force was greatly reduced, and the tie between
contributions made and expected benefits was loosened. Further, it was
established 'that even if ill an individual continued to have a right to
benefits. Income adequacy competed with availability for work as the
relevant criterion. The benefit and contribution structure were not
designed in terms of individual equity. The link between an individual's
expected b;anefits" and éontributions was, as mentioned, weak. Further,
benefits and contributions were at.times altered independently. The status
o-f the fund played a role in determining thesg changes. Though the fund
existed in name ex ante program costs could not be accurately formulated.

Program financing, after the late 1950s, was conducted on a current, not a

- !
cumulative,'basis. The program operated in the context of an gncert.ain
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future. The heterogeneity, and interdependence of unemployment probabil-
ities implied that in such a context the goal of maintaining the incomes of
the unemployed cduld only be achieved by income transfer mechanisms.

| Yetﬂ. throughout the period many continued to feel that the program
should function as an insurance scheme. Deviations in the program's opera-
tion from this interpretation of its nature could only be seen as ad hoc,
Thié contradiction between hqw the program actually functioned and how it

. /
~8hould function led to an official reassessment of its nature; a.topic

discussed in the following chapter..

e
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. payments to the unemployed began with the Report of the Committee of

- Chapter 4 . .
PUBLIC. ASPECTS OF GOVERNMENT PAYMENTS TO THE
UNEMPLOYED IN CANADA: EXPANSION AND RETREAT

A

4.1 INTRODUCTION

The previous chapter develops two points with regard to the pre-
1971 program of government paymenté to the unemployed. The Canadian pro-
gram cannot, firstly, be considered an insurance program. The fact that
unemployment is not an insurable interest influenced the program's struc-
ture even when thé insurance model was explicitly adopted by policy makefs.
The use of an insurance model, secondly, implies 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 reasons for changes in program structure
during the 1970s. An important determinant of program structure is the
manner in which its nature is conceptualized. The Government's re-inter-
pretation of the natt;;-e of the Canadian scheme of payments to the unem—
ployed is descr@bed. This philosophical re-orientation in the. context of a * .

growing economy was the major factor leading to the prograa's overhaul in

°

1971. e revisionism that followed was also influenced by the prevailing

economic climate. The economy's deterioration. along with a reassessment
of the costs of the 1971 legislation and a more benevolent interpretation
of unemployment, led to a cutting back of the 1971 brovisions in as early
as 1975, Th‘is revisionism, -ediated‘by the political process, continued °
throughout the decade.

The Government's reassessment of the nature of the program of

EAY
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Inquiry int)) the Unemployment Insurance Act in 1962.(1) The Committee's

philosophy was eclectic. It saw a role for both an insurance program and a

!

welfare program in maintaining the incomes of the unemployed. It also saw,
however, a role for a program between these two extremes: a program of
"extended benefits". The present section first reviews the Committee's
Report. An eml;hasis is placed upon its philosophy and the actual degree to
which its recommendations would have extended the program beyond a narrow

'

insyrance-type basis and r&edistributed the costs of unemployment. The

philosophy of the 1970 White Paper is also reviewed.(:?) The White Paper

went beyond the Gill Committee's view in two respects. It explicitly

recognized the transfer nature of government payments to the unemployed

‘without making any reference to insurance. It also advocated a program

structure that would redistribute the costs of unemployment from the unem-
ployed to roiety in general. The manner in which these recommendations

were embodied in the 1971 legislation is then examined. The formulation of

" the features of the 1971 Act are in large part due to the philosophical re-

orientation of -the government. The .buoyant economic conditions of the
1960s formed a necessary backdropﬁfor these developments. The era of
revisionism that followed is the-subject of the final part of this chapter.
@yermnt budgetary considerations, in an era of economic stagnation, were

one of the major reasons for program cutbacks.

4.2 EXPANSION
4.2,1 The Views and Proposals of the Committee of Inquiry
The recession of the late 195Q0s bro;xght into question the efficacy

z

of the prevailing program of payments to the unemployed.  The program's

bt 4 Cmimmeran G A g e
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failure had two conseéquences. It underscored, on the one hand, the ad hoc
nature of the changes made since the 1940 Act. On the other hand, however,
it was not the appropriateness of the amendments that was questioned, but
tﬂé validity of the assumptions of the insurance model as a guide for a
program that must serve the needs of the involuntarily unemployed. Both of
. these concerns are foynd in the Report of the Committee of Inquiry. The
Committee's analysis of the Unemployment Insurance Act is important for two
reasons. On the one hand it illustrates the degree to which the prevail-
ingiprogram had deviated from an insurance Qcheme, and on the other hand it
;akes explicit the public principles of incgme tran;fer and thus provides
the basis for an alternative vision and structure of the program.
The Report contains 244 re;o-nendations that touch virtually e&efy
( aspect of program design. The philosophy underlying these recommendations:
R represents a transition from private\principles of insurance to public
principleg of income transfer. The Committee's view is eclectic. Its
recomeendations would .have created a program greatly influenced by the
insurance model, but it does noneiheless illustrate that program structure
will vary according to the vision held of its na£;re and the interpretation
given to unemployment. It is clear that the committee developed a frame-
work other than the insurance model for conceptualizing the nature of
governﬁent payments to the unemployed. For the first time in Canada there

was an official statement of the principles and structure of a public

program of income support.
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Overview

H The cyclical downturp of the late 1950s and early 1960s sade clear
% that unemployment was an involuntary phenomenon that affected many individ-
’5

1

uals simultaneously. These facts did not escape the Committee of Inquiry.

.its report displays a hybrid vision that attempted to define the appro-

priate realms for private and public principles. The Committee stated:

we are convinced that a soundly conceived insurance plan has a
prominent place in a program of support for the unemployed, we
, ) ‘ are equally convinced that an insurance plan cannot deal with
the whole problem. Any attempt to make it do so forces such
distortions that basic insurance principles cannot be main-

X tained and the plan is pushed from amendment to amendment
. . without any sound guiding principles on which decision cah be
: based.(3)

i The Committee recognized the existence of different kinds of unemployment.
( Frictional unemployment "can be best dealt with on an insurance basis";(4)
. unemployment of a longer duration due to cyclical 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 of unemployment. .
The first part would be an insurance program designed upon insurance prin-

ciples and addressed to frictional unemployment. This unemployment was

' recommendations were geared towards moving at least some part of the legis-

lation closer to an irnsurance scheme. The second part, the program of

‘

"extended bemefits', would 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

™

arbitrarily defined as unemployment of short duration. The Committee's e
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their insurance benefits and possibly to the seasonally unemployed. It

embodied public principles of income transfer and was designed to shift Fhe
burden of unemployment from the individual to society in general. Finally,
the third part would be a welfare program and would be addressed to any s

residual unemployment. It was based upon a needs test. Thus, the Commit-

-tee sought to parcel the program structure according to its interpretation

of the nature of unemployment.

The Insurance Program and the Program of Extended Benefits

The manner in which the government's understanding of the program
it operates, and the manner in which its interpretation of unemployment
influence program structure and the distribution of the costs of unemploy-
mept is illustrated by contrasting the insurance partwand the extended
benefits'part of the Committee's proposed scheme. ihis contrast also
illustrates the degree to which the then prevailing philosophy had placed a
brake upon the expansion of the Canadian scheme. The 1955 Act and the
amendments to it represented a p;ogram of government payments to the unem-
pioyed that was broader than an’insurance inspired scheme would be. At the
same time, however, it was not as broad, given the prevailing economic

conditions, as-it would have been had public principles of income transfer

. been the government's basis for evaluating it.

The insurance inspired-part of the Committee's proposals was much
narrower in structure than the prevailing program. Conceiving unemployment
as a frictional problem reduces program scope and places the burden'of its

costs upon the individuals experiencing it.(6) Yet, even under this insur-

ance program, coverage was to be universal., This was so in order "to

R P I
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accomplish an appropriate sharing of the losées arising from unemploy-
ment."(7) Thus, tééczzhiyidual receives the benefits of shift*rg the risk
of unemployment ontS\she};roup. \

Universal coverage was, just as importantly, necessitated by the
realifation that a narrow scope created too many inconsistencies. A Groups
that 'had previously been excludéd on the basis of their low probability of
unemployment were to be covered. These includedpgovernment employees at
the federal, provincial and municipal levels, employees of hospitals and
charities, and teachers.(8) Furthermore, the earnings ceiling that

v

restricted coverage would be removed and coverage extended to all employees

regardless of income level.(9)

[W]e do not accept [the Committee 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 little more are excepted. In
our view, the philosophy of universal coverage requires cover-
age to be extended to all persons in an employee-employer
relationship without restriction based upon earnings.(10)

In this respect the proposed insurance scheme was broader than the
prevailing prograﬁ. However, the Committee invoked the notion of insurable'
interest to withdraw coverage from certain groups that were inéluded in the
prevailing program. It recommended that coverage be withdrawn from those
below the age of 18 because they were unlikely to h;ve an insurable inter-

est in their employment.(11) More importantly the committee recommended

that coverage of self-employed fishermen be withdrawn. In this case there

was no evidence of an employee-employer relationship. The income security

problems of this group should not be handled by an unemployment insurance

program. It recommended.that a separate program be established and

i

i
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’ administered under the Department of Eiéheries. Seasonal unemployment

per se would also be removed -from the purview of the insurance program.(12)
The seasonally unemployed would be treated as all gther unemployed and may,
if they qualify, receive assistance under the insurance and extended

T ‘ benefits plans. In all of these important respects, therefore, the actual

/ ) l ' ogram was much broader than an insuraqce inspired program would be.

> ommittéé's recommendations concerning eligibility upheld the

then efistin program's emphasig, at least }n{theory, on recency of attach-

; < ment to the labour ‘sector. The recommendations, ﬁowexgg, went further than

simply reasserting the prevailing requirements,(13) These were seen as too

easy‘poxmge‘. T%e Committee suggested that the program return to the pre-
1955 practiéﬁ 9f using the actual number of days employed in the G cula—-
( tio; of the eiigibility requirements. Weeks of employm ng regardless of
the number of days worked per week was not seen as an appropriate ﬁeagure
of recency. The Committee suggested 30 full weeks of e;blpyment with\at
least 20 full weeks in the year preceding the claim. The problem of moral-h
hazard was the mainljustification for tﬁe proposal. An insurance program .
imust be designed in a fashion that does not attract the individual into
insured employment solely for the‘purpose of quaiifying for benefits.(ik)
Yet, there is nothing definitive about either set of qualification rules as
neither the framers of the actual program nor those of the Committee's
proposed program, had direct estimates of the number of ?9ditional spells
of unemployment caused by shérter qualification requirements. The explicit

adoption of the insurance model places greater emphasis upon the issue of

work disincentives and leads as a result to a narrower structure.

LN

.
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_ As concerns the benefit structnre; the Committee upheld the
prevailing waiting périod of one-week. It also upheld the notion that
benefit structure should be tied to recency of employment. This, *it was
argued, represents the appiication of the princ?ples of indemnity for loss,
and of individual equity. Indeed, the Committee regqmmended that the
benefit duration be tightened. One week Qf benefits should be paid for
each two full weeks of contributions in the'52 weeks preceeding the claim.
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 reasonable(relationship between benefit and the interest the
insured person has in insured &gployment."(lS) This reduction of "benefit
duration wa; justified by the a£§ument that ;n insurance program can appro-
priately deal only with unemplo&ment{of short duration. As in the case of
eligibility requirements, the exélicit adoption of an.insurance framc?@rk
implies that terms such as "a reasonable relationship" come to be inter-
preted.more severely. \ . C |

The prevailing method of establishing benefit rates was also up-
held. Benefit rates must be set below actual earnings levels because of
the problem of moral hazard. The Committee, however, felt that prevailing
rates were too low. To,preveﬁt claimants from faliing below a minimum
Qtandard of living the Committee recommended that the benefit rate be 60%

of earnings for those with dependents, and 45% for .those without. These

rates, it was believed, would not greatly alter incentives.




Employees and employergxdﬁhIa be the sole contributors to the

- k J
scheme. The two parties would share the costs equally. The government, as

-
previously stated, contributed 20%Z of the prevailing program's revenues.

The Committee would-have the government addréss itself only to administra-

o

6

tive costs. s

~

/ The setting of contribution rates according to the dictates of a

fund would also remain a part of the proposed prbgram.

B}

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 enough revenue
to meet the benefit payments as these average out over a
period of years. They must, therefore, be based not oitly on
the terms of the plan but also on some assumptions concerning
the economic climate within which the plan will likely have to
opprate.(16)

w

: 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 requirement that over some time period program

costs equal program revenues. This, in fact, doek not require a fund. The

=

fund remained, nonetheless, an aspect of the proposal. The Committee was

?

clearly aware of the difficulties inherent in predicting unemploymgnt. It

recommended that prevailing contribution rates continue. They were seen as

sufficient to provide for the development of a fund. '"Should the egperi—

« -~
ence in the. next few years prove to bée favourable, opportunity will be

- afforded for the fund to accumulate some necessary reserves. When the

. N ¢

reserves have reached a reasonable level we believe that contribution rates

£

should be adjusted to prevent undue growth in the size of the re-

serves."(17) - The Committee did not offer, indeed wgg not able to offer,

any recommendations concerning what a 'reasonable' level should be.

o
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In its broad contours the prevailing program ofvgovernment payments
to the unemployed resembled the proposed, insurance program outlined by the
Comwittee of Inquiry. In its actual structure, however, the prevailing

. Pprogram was broader in scope. Althbugh ®the proposed program endorsed

-

universal coverage it weuld have excluded several important groups from its

purview. Only in the setting of benefit rates was the‘\ proposed program

more liberal than the actual one. This, however, was countered by the

r [N »

stringent eligibility requirements and the shorter benefit duration that

- -

were also proposed. Adoption of an insurance model in justifying a program

of government payments to the unemployed does not, indeed cannot, lead to

“the design of an insurance structure; it leads, rather, to a narrowly based
transfer scheme \thaty places the burden of unemployment’ upon the individuals
4

experiencing it. This is considered. an appropriate structure, in part,
because unemploymenit is viewed as a phenomenon of short duration due to
1

r

frictional or voﬂ‘mtary reasons.

a

The actual program was broader than the proposed insurance scheme

because government was, as a result of the prevalence of involuntary unem-

taan
B

ployment, required to deal with issues of income adequacy.  Unemployment

due to the downturns of the business cycle cannot be dealt with by an
insurance type structure, The Committee's explicit recognition of involun-
tqf‘y unempldyment led it to propose an additional structure that was based

‘

upon public principles of income transfer. " This progral;l of "extended

¢

benefits",would "occupy a middle position between unemployment insurance
5\

and an asgistance plan."(18) It was designed to shift the burden of unem-

03 ployment -from the individual through government to_the community. The

i

rationale for this program was stated as follows: "The payment of benefits

A5
'
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.under the extended plan would be based on the concept of presumed need by
persons who have been unemployed for some time or who regularly suffer

s

seasonal unemployment."(19) Thus, once unemployment is recognized as invol-
untary income adequacy becomes an important criter::Lon for program design.
The proposed program, 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-
ever, not in terms of insurable interest, but as a préctical mattel:: some
set of clear rules were required to determine eligibility for tax supported
s

benefits. (20)

. Benefit duration under the extended program was also related to

work record. The justification for the length of benefits was, once again,

" not insurance based: the criteria of administrative convenience and fair-

ness were invoked by the Committee. A uniform perio'd of benefit duration

for all.individuals was rejected in favour of a duration related to length

’ Y

of employment because the latter achieved "some degree of equity amongst

. 1
' various classes of employees and [directed] the application of moneys

14

expended in payment of extended benefits to the classes of employees for

A

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 to. This implied a minimum‘duratic‘)n of 15
. ; .

weeks and a maximum of 39 weeks. One year was to be the maximum duration
~ o

— N

applicable to the entire program.

- The extended benefits program would be financed entirely from the

- C . . . 2,
general revenues of government. This~is an explicit recognition that

.
LY
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unemployment is a phenomenon beyond the individual's control and a cost
thatxshoul‘d be absorbed by/‘ the community.(22)

A}though the actual program of the time was more liberal than what
the Committee viewed as an insurance program, it was not explicitly justi-

. k]

fied in terms other than insurance. aIssues of income adequacy were consid-
ered implicitly in an _a_c_it hoc fashion, .The statement of an alternative

philosophy, even thoug\h it was done in a’ piecemeal manner, by the Committee
of Inquiry was the first step in changing the .Government's understanding of

4

the program of payments to the unemployed. . .

View'?'.ng the program as an insurance program, or in the very least
arguing that it should be an 'insurance program, was a major force in
dulling the trend 'of liberalization that developed immediately after the
program's inception. The justification of coverage, eligibility, benefit
rates and duration in insurance terms left the pr‘ogram sensitive to ques- |
tions of moral hazard to a greater degree, in a given economic climate,
than if unemployment was explicitly recognized as involuntary. Further,
program financing, by being structux;ed under the influence of insurance
notions, restricted the de'gree to which the costs of unempi‘qyment vere
shifted ont<; the community.

The Committee's report did not lead to significant legislative
;hanges during the 1960s.(23) However, in conjunction with the prosperity
of the decade it provided the necessary impulse for a deeper ‘;econsidera-
tion of the program's nature by the government. ,,_Interpreting\“tzhe program
in terms of public" principles of inconp gransfer would imply important

hid

changes in all aspects of its structure. The White Paper on Unemployment

Insurance reflects the final stages of the government's re-interpretation

v - n

S




[N

73

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 Paper

Although the Committee of Inquiry's views and recommendations did
not lead to immediate legislative changes they were given consideration by
the government throughc;ut the 1960s. An interdepartmental committee was
formed in 1963 to examine'its report.(24) The Report also’ played a role in
the work of a project team assembled by the Unemployment Insurance Commis-
sion with the goal of developing’a'n updated program design.(25) The scheme
that was propogsed was eventually tabled in the*House of commons by the
Minister of Labour in the form of the 1970 White Paper on Unemployment
Insurance. '

Two separate points concerning the White Paper merit attention.
First, it developed and extended the philosophy that was nascent in' the

Gill Committee's report. Government payments to the unemployed were con-
ceptualized and discusged :[n: terms other than insurance. The program's
purpose was not to provide insurance: it was touprovide income to those
suffering an interruption of employment. The scheme was justified as a

public program of income transfer. Second, the White Paper rejected an

insurance type structure as the means to attain its goal. A s;tructure was

" proposed that would shift the costs of uri.émployment onto the community.

Coverage, eligibility reguirements, benefit structure and financing were

v a
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all liberalized. Indeed the 1971 Act, which followed, with only minor
deviations, the White Paper’'s proposals, represented an entirely new scheme
of government payments to the unemployed in Canada.

The philosophy expressed in the White Paper goes beyond that of the
Gill Committee's report. For example, the removal of administrative incon-

sistencies was one of the justifications that the latter put forth in

/ 03
favour of universal coverage. It also suggested that a greater pooling of

risks would result, but it omitted any mention that this would imply the
‘J\k

pooling of heterogeneous risks and hence income 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 will and
responsibility 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 program struc-

ture. The transfer of income is explicitly recognized as being at the core
. ' " - f

\
v

of a scheme of government payments to the unemployed. ®

The White Paper'é author; viewed the productio& process as a col-
lective endeavor so that heterogeneous groups each had a rig@t to share.in
its benefits. The provision of income security for those whose employment
income is interrupted is a collective responsibility. "A nationwide eco-
nomic crisis [could] only be combatted by collective measures."(27) Thué,
the system of Canadian government payments to the unemployed was inter-
preted as a collective response to a social problém of income security.

The notion of insurance had been clung to during the 1940s and

1950s even though it could not rationalize the many changes that the program

g rk o -
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g,tfuctufe 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-

P

‘tion. . By 1970 the Government's philosophical re-orientation was complete,
and with this .change came importani: alterations in program 'structure,
Thus, an important factor determining the structure of the new Act

was the Government's re-interpretation of the program's nature. It should

¢

,be noted, however, that this philosophical change was conducted during the

LS —
Y960s, an era of unprecedented growth. This growth gave rise to expecta-
tions of future growth\, and these ekp/ectations through their influence upon
i

the government's estimates of its ability to pay program costs, also had an

t

~influence upon the actual parameters of the 1971 Act. The opening para-

graph of the White Papevr, for example, states:
~";- . As (fanadians stand on the threshold of the '70s they see on T
the horizon the outline of many brilliant changes and
developments - developments which indicate we know how to
exploit the breakthroughs in technology marking us as a

community capable of realizing the full promise of the post- ;

industrial 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- |
tation of the community's ability to meet its costs are ‘the major factors °
that determined the new Act's timing and structure.

N

4.2.3 The Provisions of the 1971 Act

-

. Coverage under the 1971 Act was almost universal: it was extended
R

to all 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,

b et e s e v e h e P e
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nurses, police forces and professional athletes. It should I;e 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 weekiy earnings was, nonetheless, stipulated. Those earning
the lesser of (&) 1/5 the maximum insurable earnings, or (b) 20 times the
minimum hourly wage for the province in which the person is employed, were
exempted from coverage. The other major exclusions remaining were those
individuals receiving CPP or QPP, who were 70 years of age, or were self—

employed. 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 1Zour

force in 1971, Previously 80% were covered by the program.(3l) Ev

though the self-employed were to be excluded a place remained in the pro-—

gram for self;employed fishermen. Coverage was extended to them until an

alternative program of income maintenance was devised. Coverage, in line

with the program's purpose, was as broad as it was ever to be. The program

°

" intended to provide for the interruption of earnings due to ianvoluntary

unemploy'ment whatever its cause, seasonal or otherwise.

The eligibility requirements are also an important indication of
the shift in philosophy. The three main conditions of the previous act
were retained: involuntary unemployment, capability and availability for g

work, and inability to find suitable work. The length of attachmént to

T

covered employment necessary for eligibility was signiffcantly reduced.
The basic requirements'were 8 or more insuralble weeks in the qualifying
period (the 52 weeks before the establishment of a claim or since the last
benefit period ended, whichever was shorter). This reduction from the 20

week requirement was in response to the needs of new entrants ‘and the




e ]

B T S T T o e A

A wm e  w eE YA A IR SRREUY s

«
3

recognition that involuntary unemployment implied job scarcity. If jobs

were scarce the use of lengthy eligibility requirements was antithetical to

A

\

the program's purpose. A major break with insurance principles was the '
inclusion of sickness, maternity, or retiretmient to the eligibility condi-

tions.(32) .

The benefit structure became more complex under the new Act. The
ma jor changes were increases in benefit rates and the tying of bénefit
duration to the unemployment rate. It should 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 40Z. For those with dependents it became 75% during the

1

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 benefits.(34) It was only in this first of five possible phases
that sickness and maternity benefits were payable.(35) It should also be\

noted that those who returned to work within 5 weeks were given a lump sum

payment of an additional 3 weeks of benefits.

oy
\

The second phase was referred to as a "re-established initial
phase". If claimants remained unemployed once phase'one benefits were
exhausted their benefits were automatically re-established for a further 10 °

weeks.
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Phase three, the labour force extended benefit phase, was limited
to only those with 20 or moré weeks of insurable employment. Thé extended
phase ranged from 2 additional weeks of benefits for those with 20 weeks of
employment to 18 additional weeks for those with 51 or 52 weeks of employ-
ment.(36) The first three phases were based, as was the previous program's
benefit structure, on recency of attachment to employment.

The two remaining phases‘ tied benefit duration to the unemployment CJ
rate. As such the program recognized that individuals were constrained in
their job search by the availability of) jobs. Phase four was referred t;p
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 additional weeks of benefits were paid. A further 6 weekts of
benefits werelpaid if th?”, regional rate was more than 2 but less than 3
points ai)ove the national rate. Finally, if the r\egional 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

E]

a limit of 51 weeks was stipulated by the legislation.(39) The benefit

- structure, in summary, differed from the Gill Committee proposals in that
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the unemployment rate itself became the criterion determining duration.
The first three phases, while they did deperﬁ upon work attachment, were
more liberal than the Gill Committee scheméfr Further, the two programs
differed by the fact that the 1971 Act was ﬁfoader in coverage and con-
taings much more liberal eligibility requirements.

" A further difference was the structure of financing. The 1971 Act
formally éltered the financial structure from a cumulative to a current
basis. The UL fund was replaced with a UI account in ;ﬁe Government's
Consolidated Revenue Fund. If the amount in the account was insufficient
to meet benefit and administration costs, the Minister of Finance was
authorized to make advances of up to a maximum of $800 million.(40)
Employers and employees financed regular benefits in the initial and re-
established phases attributable to a national unemployment rate of up to
4%, all sickness, maternity and retirement benefits, an& the administration
of the Act. The government financed regular benefits in the initigl and
re-established phases attributable to a national unemployment rate of over
4%, all benefits under the labour force and regional extended phases, all
regular benefits paid to claimant/trainees granted extensions after train-
ing, and all benefits paid to selfemployed fishermen. Employer and em-
plo}ee contribution rates were set annually. Any expected deficits or
surpluses vere to lead to contribution rate changes needed to gliminate
them, The employer contribution rate would be 1.4 the employée rate.
Employee contributions were set at $0.90/week for each $100 of insurable
earnings. Earnings classes were thus eliminated, Authority was also

granted to the Commission to establish a system of experience rating.(41)

.
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. ° Table 4-1 |
Actual and Expected Operation of the 1971 Unemployment Insurance Act: .
N _ 1971 < 1975 -

i
Year | Simulated Actual~ Expected Costs” Actual Costs’ Errpri
‘ Unemployment Unemployment total gov't % gov't total gov't ¥ gov't \
rate (%) rate (%) costs costs of total costs costs of total
o ) ‘ (millions .of dollars) (millions of dollars) (4)-(7
(1) (2) (3) (4) (5) (6) (7) "(8) (9)
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 1 069 238 - 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 1include benefit payments under all phases,
sickness, maternity, and retirement benefits, and administration costs.

A
Sources: Columns (2), ('4), (5) from Canada, House of Commons, Standing Committee on
Labour Manpower and Immigration, 28th Parliament, 2nd Session, Appendix M, (September
16, 1970), pp. 142 and 146; column (3) from Department of Finance, Economic Review,
April, 1976; columns (7) and (8) from Unemployment Insurance Commission., Annual Report,
1973 to 1975. '
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The 197F legislation was & reflection of the government's under-

-~

standing of the program &8 an income transfer scheme. Less concern was

expressed over insurapce-type issues. The problem of moral hazard was not

P

emphasized, and the fund was eliminated as an aspect of program structure.

The particular levels of the program's parameters were a reflection of the

government 's estimation of program costs, and its judgement of which groups

should pay for them. The interpretation of unemployment as an involuntary

phenomenon implied, to some degree, a social responsibility towards the

¥

meeting of its costs. Governmen:t thus assumed a greater proportlon of
them. This estimation of how the costs should‘"ﬁe\ shared was drastically
altered in the years following the Act' .s enactment. It became a major

factor precipitating the period of retreat from th&\ legislation's provi-

3

sions; the subject of the following section.

¢
™~
3y \~ L4 ks

-

4.3 REVISIONISM

The retreat fr;)m the ‘provisions of the 197'1 legislation :began
almost immediately after its passing. There were several factors that
precipitated and shaped it. They include unegpected program costs, the
increasing emphasis 8" government restraint in an era of econo;nié decay,
and the structure of the Canadian political process. Table 4-1, for
example, documents the exter/lt to which benefit payments under the.1971
legislation were underestimated, It is this unexpected component og pro-
gram costs that waé an important factor leading to program 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

LY

balance in actualb and in cyclically ad justed terms. The budget deficit as

~
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Table 4-2
Actual and Cyclically Adjusted Federal Budget Balances
1954 -1982

Year Federal Government Cyclically Adjusted Federal
Deficit or Surplus Government Deficit or Surplus

{miliions % (m11llions %

dollars) GNP dollars) GNP
1954 -46 0.2 .40 0.2
1955 202 0.7 36 0.1
1956 598 1.9 102 0.3
1957 250 0.8 54 0.2
1958 -767 -2.2 -543 -1.6
1959 -339 -0.9 -114 -0.3
1960 -229 -0.6 218 0.6
1961 -410 -1.0 240 0.6
1962 -507 -1.2 -162 -0.4
1963 ~-286 -0.6 -27 -0.1
1964 . 345 0.7 348 0.7
1965 544 1.0 368 0.7
1966 .. 231 0.4 ~215 -0.4
1967 -84 -0.1 -253 -0.4
1968 =11 0.0 -158 -0.2
1969 1 021 1.3 738 0.9
1970 266 0.3 ’ 527 0.6
1971 -145 -0.2 0 0
1972 -566 ~0.5 -665 "-0.6
1973 387 0.3 -590 -0.5
1974 1.109 0.8 . -455 -0.3
1975 -~ -3 805 -2.3 . -3 847 -2.3
1976 ~3 391 -1.8 -4 060 -2.2
1977 -7 303 -3.5 -6 812 ~-3.2
1978 -10 685 -4.6 -9 867 -4.3
1979 - -9 264 -3.5 -8 904 ~-3.4
1980 . -10 153 -3.5 - -8 .191 -2.7
1981. -7 979 -2.4 -6 191 -1.8
1982 -27.083 -6.0 ~11 705 -3.1

-

"Source: Department of Finance, Ecqnomic Review, April, 1983:
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costs to the private sector, not by cutbacks. -~ .
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>

a percent of GNP reached unprecedented proportions during the 1970s. Both
of these factofs signalled an era of restraint and as a result reversed the

liberalizing trend of legislative changes to the Canadian program of gov-

@

ernment payments to the unemployed.

The actual form and timing of this revisionist movement, however,
was influenced by the nature of the Canadian political process. Canadian
public policy making can be described as "deductive™: 'ipolicy proceeds
from the top down.'"(42) Once a prol;osal has been formulated by the ruling
party public discussion is of little influence in altering it. This struc-
ture_ allowed the r'uling party to pass legislation regarding the program of
payments to the unemployed ﬁthat was ?'.ncreasingly contentious as the decade
wore on, The imporj:apt exception to this was the NDP'—éuabil‘ity to prevent
the passing of restrictive legislation during the minority government of

1972-74. The fact that this was an exception, however, only proves the

general rule, ' :

There are two phases in the period of program revisionism. The

»

first, a period of muted restr;aint, lasted from the enactment of thg 1971

a

Act to late 1975. The 'major factor causing program c,ltbacks was its unex-

pected cost. These touched a sensitivé cord amongst predominant social

v

values and edéed public policy toward restraint. Program abuse, in fact,' *

became an issue in the 1972 federal election. The movement toward re—

|

d

straint, however, was tempered during this period by the minority Liberal ‘f
, . puint ~

government's -dependence upon NDP support. Commitments to income adequacy . }

\ ¢ }

{

i

' - o =,
«

and fairness in the, Act's provisions remained evident. “The government .

httengpted to address questions of income adeq@acy in a manner that shifted.
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AOf the program's provisiops characterized the second

phase. Government budgetary considerations became the overridiixg criterien

Overt cutbacks

determining program s{:ructure. The period of economic stagnation and the
worséning of the government's budgetu prompted a shift in the form of taxa-
tion. A greater emphasis was placed upon the payroll as qpposed to the
income tax. ip also caused important cutbacks in program structure.

The economic constraint wés not as severe in the former phase.
Table 4-2 shows that government bli(iget deficits, although worsening in the
early 1970s were, at least up to 1974, within thq_'realm of previous exper-

ience. Thére(were. two major bills introduced during this period of muted

restraint. The first in 1973, Bill C-124, removed the ceiling of $800 mil-

¢ .
lion on advances from the Coﬂzolidated Revenue Fund. Program requirements

had quickly begun to exceed the ceiling. The need for ‘an amendment to
remove it so soon after the 1971 Act underscores, once again, the degree to
vhich the new Act's costs were underestimated. - Government costs vere made
dependent upon the unemployment rate by the new benefit structure and as a
result bec?me difficult to predict. The Bill was given quick passage in
February 1973. A second Bill, also introduced in 1973, met exactly the °*
opposite fate,

Bill C-125 attempted to tighten the.Act's administration and reduce

' peré:%ived abuses. It focused on the disqualification conditions. Individ-

‘ ;
/ - N
uals voluntarily )‘eav}hg their employment without just cause, losing it for

reasons g/mi/sconduct/, or féiling to apply or accept suitable employment
would be required to work an additional eight weeks before being eligible
for benefits. Under:the 1971 Act this condition was 3 weeks. The Commis-~

sion would also be given the authority to make regulations determining when

. —— i &
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individuals were capable and available for work, and what suitably employed
was considered to be. The Bill, however, met with opposition in the House

of Commons and was eventually withdrawn because of the minority Govern-

“ \

ment's inability to gain NDP support.

'

:

This constiaiﬁnt on governmerit behaviour was removed with the
Liberal majority victéry in the 1974 election. The trend towards greater

restraint was signaled in' the Unemployment Insurance Commission's annual
T ‘ T

report of the following year. It provides the first restateméni; of the
program's objectives since the passing of the 1971 legislation.

The mandate of Canada's Unemployment Insurance Program is :
twofold; to offer temporary income support to unemployed e
workers while they find new jobs and to assist the unemployed )
in becoming reabsorbed into the labor force as quickly as

possible. (43)

Administration of the Act became tighter in 1975, (44) and the first sub-
stantive amendments to it were introduced in a Bill that summer. In intro-
ducing Bill C-69 to second reading in the House of Commons the Minister of ‘

Manpower and Immigration stated that it

is intended to complement measures outlined inp the June 23
budget and is in accordance,with our efforts to provide a more
rational allocation of government resources.... [The amend-
ments] will contribute substantially to the over-all effec-
tiveness of this program by elimination of some rigidities, by
removing some disincentives to quickly return to work, and by
cost reductions and better allocation of resources.(45)

~

The government was at that point in time paying 50% of program costs. The
Bill received Royal Assent on December 20, 1975 and ushered in a period of .

overt program cutbacks.
A
With the constraint of the minority government removed, and with

the further downturn in the economy a second major Bill to amend the UI Act

was introduced in December 1976. The estimated annual savings under the
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~proposals of Bill C-27, as it was finally passed, was $135 million.(46) A
motion was requ;red to limit debate in order to ensure the Bill's passage.
The most notable amen&mggys restricted the benefit duration. The Bill alsé
increased eligibility requirements.(47)
The Government's commitment to restraint was renewed in 1978,
Prime Minister Trudeay made a pledge to reduce federal government spending
by $2.5 billion in the next fiscal year.(48) Amendments to thé UI Act vgfe
" geared to im;roving,fhe incentives toward York and reducing f?deral gové}n—
ment costs. Bill C-~14 was introduced in *the fall. In his comments on ghe:
Bill the Minister of Manpower and ImmigratioQ stated that:

the essence of the changes we propose to the unemployment i\
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 gjcourage 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 UI 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 all Canadian workers to look for, accept and
remain at work.... .

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 werevadding to other problems in
the labour market. (49)

Eligibility conditions and benefit rates were both moved to more restric-
tive levels. Financing provisions were altered to shift a greater propor-
tion of costs onto the private sector.(50) The Government estimated that

costs would fall by $675 million in 1979-80 and by $885 million in 1980-8l.

The private sector contribution would increase by $20 million in the first,

-

" (
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yeér and fall. by $50 million once the proposal 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

L
recipients became 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 Introduction of a motion of closure in

late December 1978.

The election campaign of the following spring committed the newly

ooy

elected Conservative Governmené to a review of Bill C~14 and the program in

¥
general, A proposal to eliminate thre§hold financing by government (that

is, the mechanism through which the share of government costs are increased

(T} ) when unemployment exceeds a particular level), was included in the Budget

of December 11, 1979. LAll initial and labour force extended benefits would

be charged to the private sector. Also included was a proposal to charge

the cost of employment and related services under the Act to the Account.

These weére at the time paid by general governmental revenues. Contribution

rate increases accompanied these proposals.

S

~

Although these changes were ﬁoﬁ\;nacted because of the Budgetﬂs .

'y

defeat they did find fheir way into legislation under the re-elected

Liberals. In 1980 Bill C-3 along with other changes in regulations altered

the fipancial 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 occurred in two stages. gUnexpgcted program

. ,
C ’ costs precipitated the revisionist trend, but it was the removal of political

'y
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constraints on government action in the context of a deteriorating economy
that substantive cutbacks were introduced. Thé‘government was alile to enact
restriétive legislation even though opposition to them was great.

The program's structure was significantly narrowed after 1975. The
dimensions of this narrowing involved all aspécts of the program.a Coverage
was altered by Bill C-69 in 1975, The Bill reduced coverageato those under
65 years of age. Individuals between 65 and 70 would no longer contribute
to, or have a right to, benefits. A special severa;ce benefit at 65 would
conéinue to be paid if the individual had 20 insurable weeks of employment

—

at 65 years of.age.

. Eligibility requirements were also made more stringent. As men-
tioned the NDP thwarted the attempt to increase the disqualification period
in 1973. The proposal, 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 to a maximum
of 104 weeks for those involuntarily absent from the labour force: that
is, those incapable of work because of sickness, 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 eligibility after 1975 were all in a restrictive direc-
tion. fill C-27 in 1977 attempted.to in?rease requirements to 12 weeks
from 8 weeks. _This proved, however, to be a contentious issue in the
Bill's debate and the Government decided to alté; the form of the increase.
A Variable Ent}ance Requirement of 10 to 14 weeks according to regional

%

unemployment rates was introdqged.(iZ) It should be noted that the minimum
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eligibility requirement was nbnetheles; higher than the prevailing 8 week
.requirement. Furthermore, the Variable Egtrance Requirement was to be in
force for 36 months. Legislation would be required to extend it. “If such
‘legislation vas not forthcoming it'woﬁld 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 then 20 hours per week
or i1eceived less than 30% of maximum insurable earnings from insurable
employment. The Bill also proposed to raise entrance requirements. New .

entrants were singled out. They were define%\as'those individuals with

less than 14 weeks of employment in the year ﬁreceding their qualifying

w

°

period and required 20 weeks of insurable employment in the qualifying

period to be eligible for benefits. Those with 14 or more weeks qualified
i

E] >

according to the Variable Entrance Requirement. A special requirement was
also 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 acéording to the regional unemploy—-
mént rate. The Structure was designed to egcourage longer work attachments
and shorter claims.(53) A sunset provision was written into the'Variable
Entrancé Requirement. It was extended by Bill C-3 in 1980, and Bill C-156
in June 1983 for a further two years. )

The benefit structure was significantly ‘curtailed during the
decade. No changes were made in the waiting period. It will be recalled,
however, that.this was the only aépect of the structure that was tightened

in 1971 when it was increased from 1 to 2 weeks. Benefit rates were first

reduced in 1975. Bill C-69 eliminated the dependency rate of 75% of previous
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earnings: 66 2/3% would apply to all claimants in all benefit phases. The

[ .

Billhélso eliminated the payment of advance payments to major attachment
claimants. Benefit rates %Sié further reduced in 1978 under Bill C-14, TW(

<

<

view was taken that the benefit rate encouraged work disincentives and as a

L4
Pl

result was cut to 60%.

The major change in benefit structure concerned the duration of

benefits. Bill C-27 was introduced in 1977 after ‘the Department's Compre-

*

) hensive Review of that year. The Bi}l followed the .Review's proposal of

reducing the 5 phase structure to 3 phases. The initial and re—esta?}ished

,{rnz‘

benefit phases were replaced with a single inig}al phase. One week gf
benefit was paid for eaéh insurable week of&éﬁﬁgoyment in the p}e;igéé 52
weeks up to a maximum of 25 weeks. Labour for;e extended benefits con-
tinued to form the second phase. One week of benefits was paid for each 2
weeks oé employment for claimants with 27 or more insurable weeks of em-
ployment.(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 originally esgéblished,
but after debate of the Bill was altered to 32 weeks. Individuals were to
receive 2 additional weeks of benefits for éach 0.5Z that their regional

s

unemployment rate exceeded 4%, The maximum was attained when the regional

o

unemployment rate exceeded 11.5%. The conceivable maximum of 58 weeks of

benefits under all three phases was legislated to 50 weeks in.a 52 week

period. ‘ ,

[

The new structure was particularly restrictive toward minor attach-

. \ .
ment claimants.(55) The initial phase under the new schegg, although it

n
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wae a)maximum of 25 weeks long, ‘tied duration closer to employment record
by f% léminaeion of the re-established benefit phase. Further, the
labour force extended phase was restricted to those with 27 weeks of
employment as oppesed to the 20 weeks of the 1971 Act. Along wi;h the

T

elevated eligibility criteria these facts implied that new labour force

> entrants and ofhers with short attachment to emplo;gent faced s;gnificant
restrictions in benefit duration. 5,

Lastly, the setting of contribution rates wasqdone since the 1974

Act on the Wasis of the balance innthe UI Account. Tﬂese rates were °
changed throﬁghout the decade according to the accéount balance. 'Thehmajor
changes in the program's financial structure, however, concerns the shift
in the payment of program costs from government to the private sector. ’
Before the 1971 Act the government'Q‘share of program costs were f}xediat
20Z. By 1975 they had risen to as mgeh as 507. Amendments were enacted to
eventually reduce it to the 20% level. In 1975 Bill C-69 altered éhe 47
unemployment rate as a threshold for government financing. The new thres?-
old would.be adjusted aﬁnually according to an 8 year moving average of
monthly nationalqunemployment rates. Following this formula the 1976
threshold became 5.6Z. In 1978 Bill C-14 extended the tri-partite Yinanc-
ing scheme to the labour force extended benefit phase: a phase that thg

, government had been solely responsible for. The private sector wogld pay
for costs up to the unemployme;t threshold and the government would pay for
costs once unemployment surpassed the threshold.(56) In i980 Bill‘C-3
eliminated threshold financing of these 2 phases. All of the costs were

shifted directly to the priva%e sector. The federal government would pay

only the cost of regional extended benefits through general revenues.
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Regulatory changes concerning financing were announced at the same time.

th

-

Administr?tion'costs of employment services and of the UI program itgelf

. ~

would be met by employee and employer contributions.(57)

4.4 SUMMARY

The Canadian program of government payments to the unemployed is a

dynamic institution. Its structure has been open to the influence of

o

several different but related factors. These include the government's

- interpretation of the program;s nature; its interpretation of unémployment;

L 14

the prevailing economic conditions; and the government‘budgetary position.

~

The two.preceding chapters suggest that three broad phéses can be

v
LY 3

discernégjin the program's development according to the'cgnfigqration of

these factors. <
7

to the early 1960s, is characterized by the government's interpretation of

The first phase, which extends from thle program's origins

.

the program as an insurance scheme. A tightly structufed insurance-type
institution was deﬁeloped and put into operation in line with this inter—
pretation. 1However, as the institution was forced to operate in an economy
characéerized by heterogeneous individuals, cyclical fluctuations, and an
u;certain future, itlwas gradually expanded beyo;d its insurance basis.

The recession of 'the'late 1950s made clear that unemployment was an invol-
untary phenomenop, and théﬁ the program's ability to‘meet the needs of the
unemployed was constrained by insurance-type features.

) The concern with the adehuaéy'of the income of the unemployed
became a more influential criterion for program design as the insurance

conceptualization of.the program eroded. The second phase of the program's

" development is characterized by the development of an alternative governmental
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view of the proéram,°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 197ﬁ,Act. kGovernment payments to the unemployed were
viewed as‘transfer pa}ments. Program structure was altered accordingly. In
partichlar a fu?d was no longer viewed as a necessary element and was repléced

by ar account. The interpretation of government payments to the unemployed as

a public program requires a justification of its structure and its redistribu-~

_ tional impact in terms other than that of insurance. Government costs became

the relevant criterion. The government's expectation of contiﬁhed prosperity
resulted in a shifting of some of the burden of unemployment f;om the unem-
ployed to society in general. Eligibiiity reqmirements‘were significantly
reduced, and the benefit structure, though not replacing all of the income
lost as a result of unemployment, expanded. u

The third and final pﬁase of the program's development is chérac—
terizedaby the reassessment of the governmené's abiifty to meet the costs
of the program. This era of revisionism, which extends from the early
1970s into “the 1980s, was precipitated by the decay in the econdmy's per-
formance and Lhe large unexpected component of'progyam costs. It was
shaped by social values and the nature of the Canadian political process.
Program costs were the major criterion determining changes to the 1971
legislation. - The government first shifted the EOStS of the program to the
private 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.

-
P
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*

At no point durihg its history can the program of government 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 influences upon the program's structure. They represent a
particular rg??ﬁnalization of how the .costs of unemployment should be
distributed. The Canadian program 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.

i
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CONCLUSION . -t

MIn 1944 Eveline Burns claimed that

[f]lew topics of economic study present a more perfect example.
than social insurance of the interrelationships between
economics and other social sciences; sociology, social 4
psychology, political science and history, using 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 specifically 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

dmplicit value judgements into his "purely theoretical"

analyses.(1) .

[
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In its application to government payments to the unemployed this claim is

no less true today than it wes 40 years ago. "Interpreting such p%yments as

an insurance scheme is not a positivistic view, it is a normative stance.

Government payments to the unemployed do not ‘represent an insurance scheme,

i

they are rather, a publi¢ program of income transfer.

4

The present work shows that this is so in theory and in practice.

EN

Chapter 2 illustrates that unemployment is not an insurable.risk. The

probability of unemployment is 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 insuranc¢e sense. The income security needs of those

exposed to the gthreat of unemployment can only be met by a public program

®

of income transfer. Such programs transfer income between individuals

during a given time period.

2

The nature of unemployment and the uncertainty

to which the economy is subject dictate that government payments, if they

are to meet their objective, must function as such.

£y
s v
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o 3 'Chapters 3 and 4 reveal that the actual structure and‘operation of
- : the Canadian program dispels the’'notion that it functioned as an insurance
program. Coverage entailed, from the very beginning, the pooling of heter-

ogeneous risks. The seasonally unemployed, those that cannot be said toﬂ

have an insurable interest, have also been incorporated into the program.

Eligibility qualifications represent less a meafis of establishing that

4

) . recipients have lost an insurable interest and havg made ‘the requisite

J ! 4
contributions, than an importa@t gateway limitingvacqsss 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’ ..

\y

notions. The fact that benefits have consistently been set at a level

- - below employment income because of concern over issues of moral hazard does

, (Z} o not support the hypothesis that the program is an insurance scheme. It

»

: ' reveals, rather, that interpreting the program as such implies a tendency

s é’
' to shift the costs of unemployment onto the unemployed. Ipdividual equity
. has not been an aspect of the benefitJESeribution structure. Benefits and
» f”‘ (
' - ’ \\; contributions, furthermore, have been aliéred independently. '"Contribu-
. e

\
. }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 program design.

T L L A R M

Financing was done on a current basis after 1960.
! o Use of-the insurance model offers a rationale for’a.particular
' ' T configuration of the program parameters.‘ It stresses issues concerning the
optimal allocation of resources in a static context. The costs of the
program are emphasized by such an‘approath. Economists adopting the model

.

oo are directed to issues of work disincentives in their various forms. The

v 3
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setting of optimal benefit rates is done with concern for these costs. The

model gives the impression that these rates can be established according to

the criterion of actuarial soundness.
In reality this criterion offers a coarse and incomplete guide for
the determination of the program's parameters. Expectations of program

costs are certainly one factor influenci!ig them, but others have been just

" as impoftant. Modelling government payments«’to the unemployed as a public

——
O

——
program of 1nch‘eﬁxsfer provﬂés a framework that 1nco;porates the
. / f»ﬂ. -
e
- influence of these factors, It suggests that the government's budgetary
Lst ) —
pojslftlon, and the nature of the social welfare function are the determl—

_nants of program structure. Thé review of the Canadian program ini Chapters

.-3-and &4 interprets these categories to mean, on the one hand, the cyclical

- . ‘state of the economy, the government deficit, and the government's expecta-

~;‘i6n of program costs; and on the other hand, the government's interpreta-.
tion of the program"s)nature, and its interpretation of the nature of
rtinemsloyment. - The- structure of the society's political institutions
mediate betw'e“en these two broed categories of program determinants.
This perspectlve allows an analysis of the program through time,
:and in-a.way. that meshes with analyses offered by historians and political
“sc1entists. The insurance model is a narrow interpretation of the pro-
g gram’ s~nature.y Deviations of the program's actual operation from insurance
hprecepts can onLy be explalned as ad hoc ‘The interpretation of government
payments to the unemployed as a public program of income transfer is a more

accurate EOnceptualization of what the program is, without implying a

vision of what it should be.
" ; :
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This perspectivg“ depicts the program's operétion in a context of
: uncertainty and assumes heterogeneity of the actors involved. It offers
ayenues for further research at both the theorétical and empirical levels.
The heterogeneity of actors'limplié’s that the probability of unemploy;nent is
g;eater fof some than for others. Thefe exist, therefore, contrasting
expectations of the possib‘il:‘ity of being unemployed. Behaviour towards
risk may be asymmetric: thqse facing a small probability of unemployment
may ignore the risk altogether. lOnly 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 payments
to the unemployed may be ambivalent. This hypothesis was suggested in
* Chapter 2 and requires further examination. Is it true that small possi-
bilities of an event occurring do not influence behaviour until they
approatgh some critical level? If so what is the basis for such beh‘aviour?
With particular reference to the possibility of unempl_oymen’t, what ig its
relationship. to the structure of the work p}ace? Can such patterns of
behaviour be incorporated, :for eiample, into the tﬁeory of dual labour
narkets? _ . ) .
\\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 hf\ndividuals are forced to make decisions with;— v
_out having knowledge of the future. It is not likely that such asymmetric\,,//
behaviour would prevail in an economy where actors had knowledge of the -

‘ probability, distributions of future events; that is, an economy character-

ized by risk.

-

v af e
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The view of government payments to the unemployed as a public

program of income trax‘tsfer suggests a rat:wnale for the state operation of

r'
such programs. -’I‘hls is something that the insurance model cannot do. It

4

o wa w

is necessary to recognize not only the problem of moral hazard, but also the:

issues of worker heterogeneity, inr:er?fependence‘ of probabilities, the preva-

ness as criteria for prﬂgram design. When these factors are taken into
. i v

n

lence of uncertainty, and the explicit adoption of income adequacy and fair-

adcount the operation of such a program as a government program can be under-

stood. This is not to deny that many economists have adopted the insurance

model and find it persuasive; the reasons for this persuasiveness is a topic

‘for future consideration.:

The public transfer model suggests a parallel between government

a4

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 ?i?: possible to provide an overall framework for the analysis of

. . N,
government income security programs in these terms?
Workmen's Compensation and government operated medical ifnsurance

could conceivably be analyzed from the perspective of the public model of

income transfer. Income security programs could be categorized by the

extent of moral hazard, the degree of actor heterogeneity, the degree to
, .
which their probabilities are interdependent, and the extent to which ex

ante calculations can be validly made. These factors may provide the

rationale for state opefation of such programs. Is it possible by com—

. paring income security program's in these terms to explain differences in

the extent of public support for them?

Y
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The interpretation of government payments to the unemployed as a

’ \

. AN . . ‘o
Q&fflc program of inéome transfer also suggests directions for empirical

research. The use of the insurance framework has ‘skewed policy deba¥e

. toward the analysis of work disincentive effects. The public model of

income transfer suggests that greater attention be paid to the distribu-
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 Ao studies made of its poténtial
impact on income distribution. The Canadian program of government pay—
ments to the unemployed 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 puBlic ﬁol}cy.

This is not to suggest that program costs should 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 Teview of*the institution's operation presented in
Chapters 3 and 4 implies that the program's complexity has not been cap—
'tured in the empirical studies made of it. It is clear that from the very
beginning program structure has been influenced by the cyclical state of
the economy. Indeed, after 1971 benefit duration was explicitly tied to
the regional and national unemployment rates. Later in the decade this was
als; true of the i}igibility requirements. Yet, in all empirical studies
of possible disincentive effects the line of causality is reversed. Inter-
dependencé is not even recognized.(2) This fact suggests the need to

\
examine these studies in a critical vain. While two separate reviews do

- -

I —
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exist in the literature they do not critically assess the statistical
techniques employed and the extent to which the analyses are robust.(3) A

-

critical review of this research is in order.

A third avenue for possible emp;rical work concerns the program's
e
impact upon consuﬁption. The program's major objective is to maintain the
consumption possibilities of individuals during periods of uneﬁployment.
To. what extent does it achieve this goal? Is the marg{nal propgnsity to
cbnsume out of transfer payments greater or less than that out of other
income sources?

Finally, researcb is needed on the macroeconomie implications of
the program. The notion that the program is an automatic stabilizer is
held b} many. Is this so in reality? What changes in program structure
have the greatest consequence for the program's stabilizing pote;tial?
Studies of this sort have been few and far between.(4) In fact it is not
unreasonable to suggest the hypothesis that during the 1970s the program
has become an automatic destabilizer. While the development of the UI

Account in 1971 was a positive change in that it freed the program's

operation from the dictates of a fund, it represents a potentially negative

p .
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
1970s there has been pressure to eliminate deficits in the account over a

short period of time. hontribqtion rates are adjusted annually according

to the expected deficit. This narrow time horizon may erode the automatic®
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stabilizing powers of the program. How have policy makers actually

~&7
behaved? What have been the consequences for aggregate demand? These

v
.

issues remain to be addressed in the Canadian context. (5)

The pursuit of these research directions may ,ailow the development
of a broader vision of the C;nadian program of government paymen‘ts to the
unemployed. Only within sich a context can the nature and extent of policy
trade-offs be correc:cly understood. The first step in developing such a
vision éemains, however, the rejection of the insurance interpretation of

the program for one that recognizes it)s a public program of income

transfer.

]

&
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. Appendix
N DISTRIBUTIONAL CONSEQUENCES OF
THE CANADIAN PROGRAM: 1978

The foliowing tables reveal the pattern of redistribution resulting
from the Canadian program of government payments to the unemploye;d during
1978. " '

Table A-l1 shows that there was a transfer of income from males to
females and from those ‘in the middle-aged cohorts to the youth. While L
females paid 16.87 of total contributions they received 33.57 of total
benefits. Those between the ages of 35 gnd 54 subsidized, in large part,
15 to 24 year olds. Table A-2 illustrates that low income earners ?n
general are net recipients under the program. Those with a,nr;ual incomes
under $12,000 received 80% ($3,597 million) of total benefits, while those
with annual incomes above $12,000 accounted for 767% of all contributions
($3,421; million), A similar pattern exists under a family income basis.
\'While middle and high income families receive a high percentage of total
benefits, they account for an even higher percentage of prggram contribu-
tions. Families with annual incomes greater than $16,000 [received 55% of
total benefits ($2,485 million), but accounted for 85% ($4\429 million) of
total contributions. Families with an income of less than $20,000 per year
were n(et program recipients‘; The fact that redistribution among families
is not as great as among individuals is é result of the concentration of
many low income recipiénts in middle and high income families.(1)

Finally, the occupational and regional dixlnensions suggest that the

program transfers income to those most susceptible to unemployment.

Workers in seasonal or unstable occupations receive a transfer from the

101 N
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Tablek -1 ' i)
UI Transfers by Sex, Age, Family Status, and Occupation ‘
. 1978 (millions of dollars)

Benefits Contributions Transfer

(1) (2) (3)

SEX
Mzle 2879 1740 1557 3297 -417 N
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
55-64 429 238 268 506 - -77
65+ .5 3 96 99 -93
FAMILY EARNING STATUS ‘ ' R
Highest earner - 2448 1900 1615 3515 -1067 -
2nd highest 1698 590 . 240 830 868
Other 367 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 11
Sales 283 23% 185 420 -136 '
Services N 649 237 119 356 293 . "
Forest, Farm, Fish 314 53 52 105 209
Mining ' 440 217 141 358 82
Product Fabrication 399 269 171 449 -42
Construction 759 206 159 365 + 394
Transportation 439 228 152 380 60

(1) private (2) government (3) total

Source: Employment and Immigration Canada, "Distributive

and Redistributive Effects of the UI Program”, Technical : L
Study 10 of the Task Force on Labour Market Development, -
Ottawa: 198B1. -
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more stable occupations. Construction; services, forestry, farming-and

- IS

machinery, and to a lesser extent mining and transportation are all
occupations that received a net transfer. The major net contributo'r‘s'were
the managerial and administratdive, and the professional oqcupations:
Workers in teaching and sales alﬂso made net contributions. .

There is, furthermore, a regional transfer of income. Redistribu-
tion occurs from Ontario and the Prairies to Quebec and the Atlantic
provinces. Excluding British Columbia, some $1,130 million were trans-
ferred from the west to the east in 1978.

The data should be taken as indicative only. They are based upon
the gross income of the groups involved so that the role of taxation of
benefits and dedtlxction of contributions is not taken into account.

2

Furthermore, the results are to some degree ‘sensitive to the assumptions
made regarding government financing. '_The goverm;lent share 1is, considered a%
the surplus of premiums paid during the refere;nce year. It is assumed that
the government contribution is financed by personal income taxes. Excise

and corporate taxes and their final incidence are abstracted from 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 implicit assumption being that employer

contributions are shifted entirely to workers through lower wages.



N

UI Transfers by Family Income and Individual Income, 1978

Table A - 2

{millions of ddllars)

Annual Income

Family Income

Individual Income

Benefits Contributions Transfer

Benefits Coniributions Transfer

| (1) (2) (3) (1) (2)  (3)

under 3,999 94 10 1 11 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 48 204 508 1189 534 169 703 486
12,000-15,999 715 273 111 384 °311 517 576 281 857  -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

30.000-34.999 287 297 250 547  -260 }160 639 1108 1747 -1587
over 35,000 419 546 722 1268 -849 ]

(1) private (2) government (3) total

-3

(4

5] N
Source: Employment and Immigration Canada, "Distributive and Redistributive

Effects of the UI Program",
1981.

Development, Ottawa:

pu

Technical Study 10 of -the Task Force on Labour Market
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Table A -3
- UI Interprovincial Transfers, 1978 (millions $)

<

01 U1
Revenue Expenditure Transfer U
(1) (2) %
Newfoundl and 64.4 262.9 198.9 16.4
PEI R 13.8 46.0 32.2 9.9
Nova Scot1ia 132.6 226.8 94.2 10.6
, New Brunswick 99.2 260.5 161.3 12.6
Québec, 1144.4 1787.8 643.4 10.9
Ontario 1920.9 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 4.1
British Columbia 505.8 564.3 58.5 8.3

(1) aggregate UI revenue, private and government
* (2) aggregate UI Expenditure, benefits and
administration
U unemploymnet rate

Source: Employment and Immigration Cahada,

"Unemployment Insurance: Interprovincial Transfers",
Technical Study 9 of the Task Force on Labour Market
.Development, Ottawa: 1981l; statistics Canada, Labour

Forces Annual Averages, Catalogue 71-529, Occasional.

F_x

103

%




st phemiefns 4 RN gy e L e ns . [, SNB e ek e gl v F A WA R YR SOANMES o AT S W T e e PN - y N . e g n

R | © ENDNOTES

.
. .
t ) :
N R ¢ - , ,
! - -t E
’ 0 by v
' . Y
.

Chapter 1 o .
INTRODUCTION: THE' ECONOMIC EVALUATION OF GOVERNMENT

PAYMENTS TO THE UNEMPLOYED

1. See the introductory chapter of Herbert G. Grubel and Michael A.
Walker, eds., Unemployment Insurance: Global Evidence of its Effects on
Unemployment (Vancouver: Fraser Institute, 1978).

P \

2. In his survey of the literature Hum has stated“that an-
"investigation of the work-disincentive effects of unemployment insurance
is clearly an incomplete evaluation of the program since there are als
beneficial fedtures as well as other economic objectives. Unemployment
insurance cannot be viewed in isolation from the total social 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 Policy Directions," (Toronto: Discussion Paper
Series, Ontario Economic Council, 1981), pp.25-26.

o

)

3. For example, in discussing the program's financing Kesselman
states: "[s]ubstantial balance between benefits and premiums is
important in maintaining the popular perception that UI [Unemployment
Insurance] is a social insurance rather than a welfare program.

(' Participants will feel that they have "paid for" their insurance coverage
and have a,clear right to their benefits under well-specified

circumstarces." Quotations in original. Jonathan R. Kesselman, Financing
Canadian Unemployment Insurance.(Toronto: _Canadian Tax Foundation, 1983),

p-la.

.

B ' 4. A representative, but partial, bibliography would include the
following: Herbert G. Grubel, Dennis Maki, and Shelley Sax, "Real and
Insurance-induced Unemployment in Canada," Canadian Journal of Economics,
VIII, No. 2, (May 1975), 174-91; C. Green aad J.-M. Cousineau,.
Unemployment in Canada: The Impact of Unemployment Insurance (Ottawa:
Economic Council of Canada, 1976); D. Maki, "Unemployment Insyrance,
Unemployment Duration and Excess Supply of Labour,” Industrial Relations
Industrielles XXXI, No. 3 (1976), 368-78; D. Maki, -"Unemployment Benefits
and the Duration of Claims in Canada," Journal of Applied Economics IX
(1977), 227-36; Samuel A. Rea Jr., "Unemployment Insurance and Labour
Supply: A Simulation of the 1971 Unemployment Insurance Act," Canadian

T ’ Journal of Economics, X, No. 2 (May, 1977), 263-78; Fred Lazar, "The Impact

- of the 1971 Unemployment Insurance Revisions on Unemployment Rates:

Another Look," Canadian Journal of Economics, XI, No. 3 (August, 1978),
559-70; W. Craig Riddell and Philip M. Smith, "Expected Inflation and Wage
Changes in Canada, 1967-81," Canadian Journal of Economics, XV, No, 3°
(August, 1982), 377-94; C.M. Beach and S.F. Kaliski; "The Impact of the
1979 Unemployment Insurance Amendments," Canadian Public Policy, IX, No. 2
(June, 1983), 164-73. Ve

Y
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5. In fact the Economic Council of Canada, in summarizing
publisted work on the impact of the 1971 program changes noted that while
the disincentive effects may have added 60 to 75 thousand individuals to
the ranks of the unemployed, the stimulative effects may have increased the
number of employed by 80 thousand. See People and Jobs: A Study of the

Canadian Labour Market (Ottawa: Information Canada, 1976), p.154.

. Queen’s Printer, October 1950, revised January 1953), pp.13-14.

%

©

Chapter 2 - <.
THE NATURE OF GOVERNMENT PAYMENTS TO' THE UNEMPLOYED: A THEORETICAL PRIMER

.- 1. A.D. Watson, The Prihciples that Should Govern the Structure
and Provisions of a Scheme of Unemployment Insurance (Ottawa: Unemployment
' Insurance Commission, February 1948, revised May 1954), p.6.

2. For the discussion of the theory of insurance see Kenneth J.
Arrow, "Uncertainty and the Economics of Medical Care," American Economic
Review LIII, No. 4 (December 1963), 941-73; Robert J. Mehr and Emerson
ck, Principles of Insurance 6th edition (Richard D. Irwin, 1976);
J. Hirshleifer and John G. Riley, "The Analysis of Uncertainty and Informa-

tion An Expository Survey," Journal of Economic Literature XVII, No 4
(December, 1979), 1375-1421.

3. Arrow, p.960.

i 4. The source for the following discussion is Martin Neil Baily,
"Unemployment Insyrance as Insurance for Workers,! Industnalégnd 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 to the former may not necessarily be found in the latter. The
reader is referred to: . Martin Neil Baily, "Some Aspects of Optimal
Unemployment Insurance,"l Journal of Publlc Economics X (1978), 379-402.

S. Baily (1977), p.496. The reader should note that insurance
cannot be justified in terms of the magnitude of income loss due to
unemployment, only in terms of the risk of such a loss.

6. ibid., p.497.

7. ibid.
8. 1ibid.

9. ibid., pp.495-6.

10. Unemployment Insurance Commissipn, An Explanation of the
Principles and Main Provisions of the Unemployment Insurance Act (Ottawa:
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.11. See Chapter 1, n. 4.q e
. o

‘ 12. Indeed, in concluding his paper Baily himself states;

- "Although it is hoped that the analysis has some fairly direct policy
relevance, the real problem is sufficiently complex that the conclusions
need to be applied with caution. There remain unanswered questions- .
involving the response of firms, the problem of temporary layoffs, and.
particularly the differénces among workers. Young workers with a general .
skill in.a diversified labor market are in a very different position from
older workers with a narrow skill in a local labor Markgﬁ»" ibid., p.504.

5 S

13. Mehr and Cammack,'’p.36. ’ R \\j” NG

J
3,

v

14. This distinction and its significance is often not addressed :-

in any detail. Seetfor example Hirshleifer and Riley, p.1378. Two *”
exceptions are Frank H. Knight, Risk, Uncertalnty and Profit (New York:
Houghton Mifflin, 1921); and J.M. Keynes, "The General Theory of
Employment," Quarterly Journal of Economics (February, 1937).

~

15. See Lee Soderstrom, "Unémployment Compensation: A Different
View," in Unemployment Insurance: Another Victim of the- '80s (Ottawa' -
Canadian Centre for Policy Alternatlves, 1981), pp.48- 59

o

16. Baily, p.496.

.

17. " This is shown in Sargent. He develops a model that is similar
to that of Baily's, but introduces risk neutral firms into the analysis,
Profit maximization will provide sufficient incentives for firms to develop
a system of unemployment insurance. See Thomas J. Sargent, Macroeconomlc
Theory (New York: Academic Press, 1979), pp. 160 70. -

18. A. Asimakopulos, The Nature of Public Pension Plans: '
International FEquity, Funding, and Saving (Ottawa: Minister of Supply and
Services Canada, 1980), pX?9 Emphasis in orlglnal .

19. Indeed one ad$bcate of the insurance approach has gone so, far
as to say: "[i]nsured pensons, in their employment environment,.are highly
heterogeneous in nearly all significant characteristics ... It is
unrealistic to think in terms of the average person or of the average
employment or industrial conditions, for such averages are concepts
without practical meaning for insurance purposes." Watson, pp.10-11.

20. The literature on dual labour markets may provide a foundation
for the analysis.

-

21. That this in fact is the case in actual practice is
illustrated in Chapter 3.
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1

, - 22, The maJor references are: ®* A. Asimakopulos and J.C. Weldon,

l - =" "0On the Theory of Government Pension Plans," Canadian Journal of Economics,

‘ I, No. 4 (Novembei* 1968), 699~717; "On Private Plans in the Theory of
Pens1ons, Canadian Journal of ECOIlomlCS, IIT, No. 2 (May 1970), 223-36;
%.C, Weldon, "On the Theory of Intergeneratlonal Transfers," Canadian
Journal of Economics, IX, No. 4 (November 1976), 559-79.

Q
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¢ ’ 23. Asimakopulos and Weldon, (1970), p.224. Footnotes omitted,
quotatlons in original. -
- = . N . % $
T ' B 24. ~ibdid., p.225.
e ‘ 25. Asimakopulos and Weldon, (1968), p.701.

T © " 26. ibid., n. 7, p.702.

| ] 27. ~Asimakopulos, (1980), p.43; emphasis in original.
i - . — . .28, Professor Ingerman's comments on an earlier draft were helpful
: 7in formylating the following argument.

. 47 °

/ . , - 29. - It is well documented that in the industrialized nations
g support for pension programs is one of the strongest amongst income
s ; maintenance programs, while that for unemployment paymerits is weakest. See
(* . ' Arnold J. Heidenheimer, Hugh Helco, and Carolyn Teich Adams, Comparative
o Public Policy: The Politics of Social Choice in Europe and America, 2nd -
) . edition, (New York:  St. Martin's Press, 1983), pp.320-24.
o " B I
o 30. This logic seems to rest upon the assumption that utility
, functions are interdependent. A rationale exists for the transfer of
- ‘ ~ income much in the way that some have argued the case for charity. The
- ) “individual derives satisfaction from the increased consumption of others,
and would be willing to transfer some of his or her own income to this-
.affect. Bellemare reviews this perspective in her concluding chapter.

v e b neey e e e v e

4 ’ - . 31 The d1rect 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 process.
4 (See p.25; n. 30.

o o 32. In this respect Ashenfelter has stated: "A worker is viewed

‘as unemployed by the community if he is perceived as identical to other

o ) workers with respect to preferences and skills and yet is unable to find

o » ' the number of hours of work that others have both chosen and managed to

find, Thus, it is the inherent inequality of the constraints on cho:Lcé
implied by the presence of unemployment that defines it, and in my oplnlon
what makes, it seem so socially unacceptable.... On the other hand, those
who maintain that uhemployment is voluntary typically also maintain that

s C unemployed workers are different than fully employed workers, either

1 C} Lo because they have stronger preferences for leisure than do fully employed

[ o workers or because they have fewer marketable skills than do fully employed

i o m n
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 Queen's Printer, October 1950, revised January 1953), p.11.

. Chapter 3
.PUBLIC ASPECTS OF GOVERNMENT PAYMENTS TO THE UNEMPLOYED IN CANADA:

+ following discussion.
\

t

.workers. It is ﬁardly surprising 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 unemployment’ would disappear." Orley Ashenfelter, "The °
Withering Away of a Full Employment Goal," Canadlan Public Policy, XI, No.l
(March 1983), pp.117, 118.

.33. Committee of Jnquiry into the Unemployment Insurance Act,
Report (Ottawa: Queen's Prlnter November 1962), p.20. Parantheses and
emphasis in orlglnal

4 34, Unemployment Insurance Comm;v.sstn, An Explanation of the
Pr1nc1p1es and Main Provisions of the Unemploymefdt Ihdgrance Act (Ottawa:

-

35. Committee of Inquiry, p.103.

36. Unemployment Insurance Commission (1953), p.18\.

[y

© 37. Eveline M. Burns, "Private and Social Insurance and the
Problem of Social Security: Part II," Canadian Welfare (March 15, 1953),
p.12. Emphasis In original. - \

o
. .
8
4

o
i

THE PRE—1971 PROGRAM . -

>
s

1. The need for an unemployment 1nsurancef program was first
proposed by the Royal Commission on Industrial Relations. See James
Struthers, No Fault of Their Own: Unemployment and the Canadian Welfare
State 1914-41 (Toronto: University of Toronto Pressy 1983), pp.12-44,

* 2. These are discussed in Bellemare, pp,7-21.

3. On this point compare the analysis of Guest 'with that of

Struthers. The latter provides detailed evidence°to show that the

constitution was not the major barrier td reform. OStruthers, p pp.71-138;
Denis Guest, -The Emergence of Social Security in Canada (Vancouver: 1980).

4.’ For example, Cassidy argued for the establishment of ‘the

'Program in terms of the dictates of the fund. Harry M. Cassidy,

'Unemployment Insurance for Canada," Queen's Quarterly, XXXVIII (1931),
306-34. Struthers, pp.44-104 is the source for the following discussion.

5. Gary Dingle‘dine, A Chronology of Response: The Evolution of
Unemployment Insurance from 1940 to 1980 (Ottawas: Employment and
Immigration’ Canada, 1981), pp.25-42. This is the major source for thd .

\
3

B



M MCE v AR ——— W

e

N

- "

’

6. %@ttee of Inqﬁiry, p.105. -

7. A.D. Watson, The Principles that Should Govern the Structures
and Provisions of a Scheme of Unemployment Insurance (Ottawa: Unemployment
Insurance Commission, February 1948, revised May 1954), p.l2. L

8. Unemplnoylment Insurance Commission (1953), p.8. .
-9.‘ Watson‘, p.6.
10, ibid., p.8; see also pp.9-12.
JETETY ibid., p.6. ' ‘
J 12. _1_1_335_1_, p.6. |

13. The Minister of Labour, H. Mitchell, -stated in introducing the
legislation that the "Meffect of any social legislation is dependent on the
extent of the classes of persons covered ... It has been and still is the
policy of the government to widen the scope of the Act_as rapidly as
possible, and the changes effected, together with those projected, indicate
the progress being made.' Dommlon of Canada, House of Commons, Debate, 2nd
Session, 20th Parliament, Vol. III (1946), p.3103.

14, Committee of Inquiry, p.108.

15. Dingledine, p.21. This is the rgférence for the follbwing
discussion. ' ;

16. Section 42 of the Act empowered the Commission with the
.authority to establish additional conditions for contributions and benefits
for those normally employed only parts of the year. If the application of
the Act to such employees led to ‘'anomalies' with regard to the benefits of
other insured workers, the Commission could establish further conditions
for the payment of benefits. |,

17. Unemployment Insurancé Commission, 15th Annual Report (Ottawa:
Queen's Printer, 1956), p.52.

18. ' Unemployment Insurance Commission, 16th Annual Report (Ottawa:
Queen's Printer, 1957), p.24,

19. Dingledine, p.39.
20. “See p. 29of text.
21, Watson, p.35.

22, ibid., p.36.
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/ 23. In addition the Act contained conditions for repeat claimants
and conditions under which claimants could be disqualified, see
Unemployment Insurance Commission (1953), p.18 for a summary. ..

In the original Act a second claim could be granted only if 60 of
the required 180 days of employment occurred in the year after the last
claim ended. In 1943 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 1950 the requirements fpr a repeat claim became:

-.(a) at least 60-daily contributions in the period of one year before the -

claim, or in the period since the previous benefit year began, whichever
was shorter; or (b) at least 45 contributions-in the period of six months

- before the claim or in the period since the previous benefit year began,

\

N
N
.

- "Queen's Printer, 1960), p.29-30.

28, ibid., pp.38-9.

whichever was shorter. Dingledine, p.26.

24, Unemployment Insurance Commission, 15th Annual Report, p.48.

25. "Instead of 60 days during the last year (or 45 during the
last half year) a claimant has to build up credit for eight add1t10na1
contzibution weeks since the commencement of his previous beneflt.
Dirigledine, p.37.

26. Unemployment Insurance Commission (1953), p.l17.

-

27. Watson, p.l2.

3

29, Unemployment Insurance Commission, 15th Annual Report,
pp 49-50

30. Watson, p.l5. ' ' .

31. ibid., p.21.

) 32. Unemployment Insurance Commission, 12th Annual Report (Ottawa:
Queen's Printer, 1953), p.6. - ' .

33. Unemployment Insurance Commission, 7th Annual Report (Ottawa:
Queen's Printer, 1948), pp.25-7.

34, Dingledine, p.l15.

35. Unemployment Insurance Commission, 13th Annual Report (Ottawa:

36. Unemployment Insurance Commission, 19th Anrlual Rep;)rt (Ottawa:

. Queen's Printer, 1960), p.26.

—r

L

37. Unemployment Insurance Advisory Committee, ''Special Report of

the Unemployment Insurance Advisory Committee Resulting from Meeting,

October 27, 1960, l"The Labour, Gazette, LXI (1961), pp.122-9..
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38. ibid., p.125.

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 inte the Uneémployment Insurance Act,
Report (Ottawa: Queen's Printer, November 1962).

2. Canada, Unemployment Insurance in the '70s (Ottawa: Queen's

.Printer, Catalogue No. LV4-270, 1970).

>

3. Committee of Inquiry, p.4.
4. ibid., p.>S.

5 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 wark is not available is a necessary and important social dbllgatlon,
but is never an end in itself." Committee of Inquiry, p.3.

6. In fact since individuals could not. qualify for the second or
third part of the proposed program without first having qualified for and
exhausted their benefits under the initial part, the structure of the
entire program was considerably narrowed. o

7. Committee of Inquiry, p.106.
8. ibid., p.106-7.
9. 4ibid., p.107.

11 1

- 10. ibid., p.108.

—

11. ibid., p.110.

12, v The logic underlying this recommendation relies, once again,
upon the notion of indemnity for loss. It "cannot be held that .a person
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 insurable
employment in the previous 2 years with 8 in the year before the claim.

L
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14. Committee of Inqhiry, p.120.

15. ibid., p.124.

16. ibid., p.150.

17.- ibid., p.152. e
18. ibid., p.157.

19. ibid., p.159,

20, ibid., p.158. Even though the‘program was in principle
addressed to the problems of the unemployed the tie to the insurance based
program precluded it from serving the needs of new entrants, or those
involuntarily unemployed after a short attachment to employment.

I

21, ibid., p.159.

22. As previously stated the actual program was financed in large
part by the private sector: government contributed 20% of program costs.

23. Amendments were introduced to further liberalize the program
in 1968. These were not, however, related to the Committee'q three part
proposal.

24, Dingledine, pp.44-5.
25, ibid., p.47.

26. Unemployment Insurance in the '70s, p.6.

- R -

27. ibid., p.4.
28. ibid., p.3.

29. Civil servants at all three levels of government were
included. Previously the provinces could include workers on a voluntary
basis; with the new Act the choice was between including all employees, or
none at all,

*

30. The actual amount was to be adjusted annually with increases
in average wages and salaries. This provision made explicit what had
always been a target of policy, the gginfenance of the incomes of the
unemployed relative to the'incomes,o‘ the employed.

AY
31. Unemployment Insurance 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 hanges were, at the time, novel and seen as
a ma jor step towards falrness ‘and equity.

33. The maximum weekly rate for those with dependents could not
exceed 2/3 of the maximum insurable earnings level for the year. A minimum
benefit rate was established at $20/week.

34, The duration was structured as follows: 8 to 15 ‘weeks of
employment in the qualifying périod 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,vp.65.

38. Sixteen regions based on the Statistics Canada Labour Force
Survey were established. A 12 month moving average of #nad justed
unemployment rate was used by region.

39. The only exception to this were individuals taking training
courses designed to facilitate re-entry into the labour force.

40. The major side effect of this change was ,the possibility that
the automdtic stabilization properties of the scheme 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, Policy, and the Poor in Canada and the United States
(Cambridge, Mass.. MIT Press, 1980), p.35, ff. 4

43, Unemployment Insurance Comm1351on, 34th_Annual Report (Ottéwa.
Queen's Printer, 1975), p.l.

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.93.
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47. Among other things the Bill integrated the UIC with the
Department of Manpower and Immigration as well as adopting a provision that
repealed experience rating, and another that authorized developmental uses
of the UI fund. .

N

48. Dingledine, p.95.

49, Canada, House of Commons, Debates, 4th Session, 30th
Parliament, Vol. I, November 9, 1978, p.983.

’ 50, Also among the provisions were an increase in the penalty for
program abuse and the taxation of benefits from high income recipients. =
Dingledine, p.100.

» 51, Lematf, p.125.

52. The requirement was stipulated as follows:

Regional Unemployment Variable Entrance
Rate ’ Requirement
. - (weeks)
ug< 6.0 14
6.0 <ug.7.0 13
7.0 <u ¢ 8.0 12
8.0 <u¢ 9.0 11
9.0 <u 10

53. Regions with an unemployment rate greater than 11.5% were

exempted from the provision. This supposedly was now the limit that
signalled that unemployment was beyond the individual's control.

54, Under the 1971 Act the same formula applied to those with 20

~ weeks of employment.

55. Indeed, during the second reading of the Bill the Minister

" explicitly admitted that its provisions were directed to marginal groups.

Canada, House of Commons, Debates, 2nd Session, 30th Parliament, Vol. III,
Feb. 1, 1977, p.2591. ~

56. "The rationale for the change was that the number of weeks of
initial regulat benefits were related to the number of weeks of insurable
employment and therefore directly related to insurance principles. "It was
felt it would improve the consistency of the financing formula if benefits
simjlar in kind were financed in a similar way. Under this amendment,
1ab3ur 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 federal government would take over from there."
Dingledine, pp.99-100,
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57. It has been noted, p.85tjmt these changes were originally
proposed by the Conservatives in 1979.
/

»

Chapter 5 .
CONCLUSION

1. Eveline M. Burns, "Social Insurance in Evolution," American
XXXIV, No. 1, Supplement Part 2 (March 1944), p.199.

2. One Exception is Grubel, ‘Maki and Sax (1975).

3. Dereck P.J. Hum, "Unemployment Insurance 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.,
Unemployment Insurance: Global Evidence of its Effects on Unemployment

(Vancouver: Fraser Institute, 1978), 62-89. The latter reveal the
uncritical fashion in which these econometric 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 ¢ ratios; note that all six explanatory variables are
statistically significant by standard criteria, which is a tour de force in
itself with time series analysis." Bodkin and Cournoyer, pp.6/-8. 1In
fact, the estimated standard error of two stage least squares may be
infipite. 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
Economics and Political Science, XXVIII No. 2 (May 1962), 262-69.

5. Kesselman has also suggested that the stabilization properties
of the program may be open to dispute. See Kesselman, pp.27-28, 136-38.

-~
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Appendlx
DISTRIBUTIONAL CONSEQUENCES OF THE CANADIAN PROGRAM: 1978

1. Employment and Immigration Canada, "Distributive and ‘
Redlstrlbutlve Effects of the UI Program,”" (Ottawa: Technical Study 10 of

. the Task Force on Labour Market Development, 1981), p.39.

2. Eﬁployment and Immigration Canada, "Income Redistribution
Through UI: An Analysis by Individual and Family Income Class in 1977, "
(Ottawa: Technical Study 11 of the Task Force on Labour Market Development

1981).




BI BLIOGR APHY '

Aharoni, Yair. The No-Risk Society. Chatham, New Jersey:
Chatham House Publishers Inc., 1981.

Arrow, Kenneth J. “Uncertainty and the Economics of Medical
Care." . American Economic Review, LIII, No. 4 ’
(December 1963), 941-73.

Ashenfelter, Orley. "The Withering Away of. a Full Employment
i Goal." Canadian Public Policy, IX, No. 1 (March 1983),
114-25.

Asimakopulos, A. The Nature of Public Pension Plans: Inter-
generational Equlty, Funding, and Saving. Ottawa:
Minister of Supply and Services Canada, 1980.

*Public Pensions, the‘Federal Budget and Discrim-
lnation."” Canadian Public Policy, IX, No. 1 (March
1983), 105-13.

"Financing Canada's Public Pensions - Who Pays?"
Canadian Public Policy, X, No. 2 (June 1984), 156-66.

Asimakopulos, A. and J.C. Weldon. "On the Theory of Govern-
ment Pension Plans." Canadian Journal of Eccnomics,
I, No. 4 (November 1968), 699-717.

“On Private Plans in the Theory of Pensions."
Canadian Journal of Economics, III, No. 2 (May 1970},

223-36.
Bailyi Martin Neil: "Unemployment Insurance as Insurance for
‘ Workers." Industrial and Labor Relations Review, XXX,

No. 4 (July 1977), 495-504. .

"Some Aspects of Optimal Unemployment Ihsurance."”
Journal of Public Economics, X (1978), 379-402. °

Beach, C.M. and S.F. Kaliski. *“The Impact of the 1979
Unemployment Insurance Amendments.," Canadian Public

Policy, IX, No. 2 (June 1983), 164-73.

[t

Bellemare, Diane. "La Securite du Revenu au Canada: Une

Analyse Economique de 1'Avenement de 1l'Etat Providence."
Ph.D. Thesis, M¢EGill University, 1981.

' 116



[

Bellemare, Diane and Lise Poulin Simon. Le Plein Emploi:

Burns,

. s <
- et ] <n BT R VT € A e et L T W ok ot dayadgnt 4 e o e

117

Ll

«

~

Pourguoi? Montreal: Presses de l1'Universite du
Quebec, 1983. )

Eveline M. "Private and Social Insurance and the
Problem of Social Security." Canadian Welfare,
Parts I and II (February 1 and March 15, 1953).

"Social Insurance in Evolution." American

Cairns,

Economic Review, XXXIV, No. 1, Supplement Part 2
{March 1944), 199-211.

1

James P. ‘"Unemployment Insurance in Canada: The

Problem of Conflicting Principles." Canadian Journal of

Economics and Political Science, XXVIII, No. 2' (May

_1962), 262-69.

Canada.

Canada.

"Unemployment Insurange in the '70s." Ottawa:
Queen's Printer, Catalogue No. LV4-270, 1970.

-

Debates. House of Commons, various 1ssues. .

Cassidy, Harry M. "Unemployment Insurance for canada.™

Queen's Quarterly, XXXVIII (1931), 306-34.

Clouthier, J.E. "The Distribution of Benefits and Costs of

Social Security in Canada, 1971-75." Ottawa: Economic

Council of Canada, Discussion p?Per 108.

Committee of Inquiry into the Unemployment Insurance Act.

*

Report, Ottawa: Queen's Printer, Novembher 1962.
{

Danziger, Sheldon,and Robert Haveman, and Robert Plotnick.

"How Income Transfer Programs Affect Work, Savings,
and the Income Distribution: A- Crltlpﬁﬁ Review.
Journal of Economic¢ Literature, XIX,”No. 3 (September
1981),°975-1028. —

Dingledine, G. A Chronology of'Response: - The Evolution of

Unemployment Insurance from 1940 to 1980. Ottawa:
Department of Supply and Services, 1981.

§

Econom%g Council of Canada. People and Jobs: A Study of the

Canadian Labour Market. Ottawa: Information Canada,
1976.

In Short Supply: Jobs and Skills in the 1980s.

Ottawa: Minister of Supply and Services Canada,
1982.

Ehrlich, I., and Gary S. Becker. '"Market Insurance, Self

Insurance and Self Protection." Journal of Political
Economy, LXXX, No. 4 (July/August 1972), 623-48.




e
-

P
Yen e o NeBE

T T S S U SO

LI TN )

Employment and Immigration. Unemployment Insurance in the

- et o B PPN TR R a S -
emr oy 2t A R ST Sy s Sty e s r e 9 P Al s we e [PV

K

T C¢ 118 i

-

1980s. oOttawa: Minister of Supply and Services

Canada, 1981.

Technical Study 9, Ottawa: Task Force on Labour MarKet

"Unemployment Insurance: Interprovincial trati;%;g
Development,; 1981.

“Distributive and Redistributive Effects of the

UI Program." Technical Study 10, Ottawa: Task Force
on Labour Market Development, 1981,

"Income Redistribution through UI: An Analysis ‘by

Individual and Family Income Class in 1977." Technical
Study 11, Ottawa: Task Force on Labour Market Develop-

ment, 1981.

National Survey of Unemployment Insurance Claimants

51X Months after their Claims Ended. Ottawa: July 1978

Feldstein, Martin. "The Economics of the New Unemployment.*®

The Public Interest, No. 33 (Fall 1973), 3-42.

"Unemployment Compensation: Adverse Incentives

and Distributional Aanomalies.”" National Tax Journal,
XXXVII (June 1974), 231-44. .

“The Effect of Unemplo&ment Insurance on Temporary

Layoff Unemployment." American Economic Review, LXVIII,
No. 5 (December 1978).

"Temporary Layoffs in the Theory of Unemployment."”

Journal of Political Econemy, 84 (October 1976),
937-57.

Glenday, Graham and Glenn P. Jenkins. "Labour Adjustment:

an Overview of Problems and Policies." Technical Study
11, Ottawa: Task Force on Labour Market Development,
Employment and Immigration Canada, 1981.

“Patterns of Duration of Employment-and Unemploy-

ment." Technical Study 12, Ottawa: .Task Forcé on
Labour Market Development, Employment and Immigration
Canada, 1981. !

4
'

"The EmploymeﬁfvExperience of the %nemployed.a

Green,

a

Technical Study 13, Ottawa: Task Force on Labour
Market Development, Employment and Immigration Canada,

1981.

C. and J.-M. Cousineau. Unemployment in Canada: The

Impact on Unemployment Insurance. Ottawa: Economic
Council of Canada, 1976.




o s o e

(:y.

¥

Grubel, Herbert G. and Dennis Maki, and Shelley Sax. "Real;
and Insurance-induced Unemployment in Canada." Canadian’
Journal of Economics, VIII, No. 2 (May 1975), 174-91.

Grubel, Herbert G. and Michael A. Walker (eds,). Unemployment
Insurance: Global Evidence of 1ts Effects on Unemploy-
ment. Vancouver: Fraser Institute, 1978,

Guest, Denis. The Emergence of Social Security in Canada.
Vancouver: 1980.

Gustman, Alan. "Analyzing the Relation of Unemployment -
Insurance to Unemployment." Research in Labor Economics,
Vol. 5, JAI Press Inc. (1982), 69-114.

Hansen, Bent. "Excess Demand, Unemployment, Vacancies and

. Wages." Quarterly Journal of Economics, LXXXIV,
(February 1970), 1-23. )

Hasan, A. and P. De Broucher.: “"Duration and Concentration of
Unemployment Canadian Journal of Economics, XV, No. 4

{November 1982) 735-56.

Hauser, Mark. H. and Paul Burrows. The Economics of Unemploy-
ment Insurance. London: George Allen and Unwin Ltd.,
1969.

Heidenheimer, Arnold J., Hugh Helclo, and Carolyn Teich Adams.
-Comparative Public Policy: The Pplitics of Social Choice
i1n Europe and America, 2nd ed. New York: St. Martin's
Press, 1983, ) .

o
Hirshleifer, J. ana John G. Riley. "The Analytics of
’ Uncertainty and Information - An Expository Survey.

Journal of Economlc therature‘ XVII, No. 4 (December
1979), 1375-1421.

Hum, Derek P.g. "Unemployment Insurance and Work Effort:

Issues, Evidence, and Policy Directions." Toronto:
Ontario Economic Council, Discussion Paper Series,

1981. ' . - .

Kapsalis, C. "“Equity Asbects of the Unemployment Insurance
Programme in Canada." Ottawa: Economic Council of
Canada Discussion Paper 116 (June 1978).

"Unemployment Insurance: Insurance or Welfare?
ploy

A Comment." <Canadian Public Policy, V. (Autufn 1979),
553-9, . . -




e

ny M‘Lu

-

-
-, )
iy .
. N . '
R anatanaer

(,” ‘ ’ B - . '.-‘:
S T T 1o

Kelly, Laurence A. "Unemployment Insurance in the 705.

Kesselman, Jonathan R. Financiﬁg canadian Unemployment

A Look at the White Paper.," ° Canad;an Tax Journal,
XVIII. (1970) 301-09. L .. .

v

Insurance. Toronto:. Canadian Tax Foundation, 1983.

Keynes-, J.M. “The General Theory of Unemployment Quarterlz’
) .

‘Killingsworth, Mark R. Labor Supply.,

Journal of Economics. (February 19

. )

London: Cambridge

University Press, 1983.

Knight, Frank H. Risk, Uncertalnty and ‘Profit. New,; York:

Lazar,

aQ

" Leman,

Maki ,

Houghton Mifflin, 1921. . S -

Fred. “The Impact of the 1971 Unemployment Insurance
Revisions on Unemployment Rates: Another Look.” '
Canadian Journal of Economics, 'XI (August 1978), 559-70.

) ™
Christopher. The Collapse of Welfare Reform: Political
Institutions, Polaicy and the Poeor in Canada and the U.S.
Cambridge, Massachusetts. Massachusetts Institute of
Technology, 1980. ’ ; ’

Dennis R. “Unemployment Insurance, Unemployment‘
Duration and Excess Supply of Labour." Industrial
Relations Industrielles, - XXXI, No. 3 (1976), 368-78.

’

“Unemployment Benefits and ‘the Duration of

Mehr,

Claims in Canada." Journal of Applied Economics,. IX
(1977), 227-36. - = .

I .
Robert J. and Eme;son Cammack. Principles of Insurance.
6th ed. Richard D. Irwin, 1976. ) A

o

Osberg, Lars. "Unemplo ment Iﬁ%unance in Canada: A Revféw

&

-of the Recent Aame dMentsq# Canadlan Public POlle,
VvV, No. 2 (Sprlng}l979) 223-34,

‘»

Nickell, Steéphen. "Estlmatlng the Probability of Leaving

i \
'

4

éal, Leslie A. “The Fall and Rise of Developmental Uses

Pauly,

<

“1979), 1249-66. :

Unemployment . Econometrica, 47, No. 5 (September. .

of UI Funds." Canadian Public Polqu, IX, No. 1. 7.
(March 1983), 81-35. - )

Mark V. "The Economics of Moral Hazard: ,Commentfﬁ -
American Economic Review, LVIII, No. 3 (June 1968), .-
531-37. ﬁ) : ‘ . .

. . I'd

-
~



‘

of T ey
[

! H

‘

-r 121
o‘.‘ '
- o O\‘ at A
Rea, Samuel A. Jr. ‘"Unemployment Ihsurance and: Labour
Supply: A Simulation of the 1971 Unemployment .
Insurance Act. Canadian Journal of Economics, X,

(May 1977), 263-78. .

Reid, Frank and Noah M. Meltz. "Causes of Shifts in the .
Unemployment - Vacancy Relatlonshlp. An Empirical
Analysis for Canada. Review of Economics and Statistics,
61. (August 1979), 470 75.

Riddel, W. Craig, and Philip M. Smith. "Expected Inflation
. and Wage Changes in Canada, 1967-81. “Canadian Journal
.~ of Economics, XV, No. 3 (August 1982), 377-94.

Sgréent, Thomas J. Macroeconomic Theory. New York: Académic
Press, 1979. . : ¥

Skolnik, M.L., and F. Siddiqua. "The Paradox of Unemployment
and Job Vacancies: Some Theories Confronted by Datad"
Industrial Relations Industrielles, XXXI (1976), 32-56.

— .

Smith, Alister M.M., J. Eden Clouthier, and David W. Henderson.
"Poverty and Government Income Support in Canada, 1971-
75: Characteristics of the Low Income Population.”
Ottawa: Economic Council of Canada Discussion Paper

130 (April 1979). . .
Soderstrom, Lee. "Unempldéyment Compensation: A Different
View." . Unemployment Insurance: Another victim of the

*80s. ' Ottawa: Canadian Centre for Policy Alternatives,
Conference Proceedings, Series No. 2 (1983), 48-59.
Stﬁnding,‘Guy. "The Notion of Voluntary Unemployment
International Labour Review, CXX, No. 5 (September-
~ October, 1581), 563-79.

“The Notlpn of Structural Unemployment." Inter-
national Labour, Review, CXXII, No. 2 (March- Aprl I§§3)

137-53. ‘ ‘

Statistics Canada. é\gtistical Report on the Operation of the

Unemployment Insukance Act. Catalogue 73-001 Quarterly.

~ R A% - v
Struthers, James., No Fault' 'of Their Own: Unemployment and

the Canadian Welfare State 1914-41., Toronto: University
.of Toronto Press, 1983,

Unemployment Insurance Advisory Committee. "Special, Réport
of the Unemployment Insurance Advisory Committee
. Resulting from Meeting, October 27, 1960." The Labour
' 'Gazette, LXI (1961), 122-9.

, - o N - -
?/"wmu LIS BRSPS QA ST TR LR L MR (1 At w3 o s e < ey« .o St e e e bt

- “'*“*Wla*qukhw

e

i,

ORI




PR St

.t oty b

)

e d

At

av s

., - T e TR T SRR E VTR ST S TN AN AR P, Yt

LY
s

R e T T TR S VTS ST SIS S SEV S
. .

= | ' | 122

Y

& - Unemployment Insurance Commission. An._ Explanation of the
- } L Principles and Main Provisions of the Unemployment

Insurance Act. Ottawa: October 1950, revised January
¢ 1953,

' “ Annual Reports. Ottawa: Queen's Printer, various
c1ssues. . ' -

Comprehensive Review of the Unemployment Insurance
Program in Canada. Ottawa' 1977.

Wallace, Thomas W.  "The Effects of Unemployment Insurance
on the Measured Unemployment Rate." Institute for
Econgmic Research, Queen's Unlver51ty, Discussion Paper,
No. 155 (1974).

v ) "Watson,‘A.D: The Principles that Should Govern the Structure

-

and Provisions of a Scheme of Unemployment Insurance.
Ottawa: Unemployment Insurance Comm1551on (February
'1948, revised May 1954),.

Weldon, J.C. "On the Theory of Intergenerational Transfers."”

¢ o ’ Canadian Journal of Economics, IX, No. 4 (November 1976),

. ‘ 559-79.

(j;_ ‘ : . ‘ . "Intergenerational Transfers and Saving." Item

No. 3, 12-October 1983, unpublished lecture notes._

(&)

- . Torvaad b aidaans

T i e O e R T

)




