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UNEMPLOYMENT INSURANCE IN CANADA

SUMMARY

The scope of economic science in dealing with existing
measures of economic policy is confined to judgements, on econ-
omlic grounds, of how completely and efficlently the measures
attain their postulated ends. From this viewpoint, the Canadian

Unemployment Insurance Act, 1940, is studied by analogy to sim-

ilar Acts which exist (or have existed) in Great Britain, Ger-
many, and the United states of America. The ends it desires to
attain are carefully deduced from the provisions of the Act, and

analysis and analogy, from both the short- and long-run points
far

~of view, show how eemp&e%e&y—aﬁ&—effﬁeéeﬁ%&y-the Act will be
complelely and esriciently,

likely to fulfill its aimgA On the basis of conclusions reached
here certain recommendations are made. The study ends with a
final evaluation of the Act as it now exists, and of its place

in the Canadian Economy both during and immediately after the

war.

¥ olso submitted separately.
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UNEMPLOYMENT INSURANCE I!T CA''ADA

CHAPTER I: INTRODUCTORY

Ao Plan Of the WOI‘k.

In 1935, an Act was passed establishing a national scheme
of unemployment insurance in Canada; but this measure was later

declared ultra vires of the Dominion Parliament. Mackenzie

King's government, however, initiated similar legislation after
the constitutional difficulties hindering it were removed by an
amendment to the British North America Act. This measure cane
into operation in the summer of 1941.

This brief "historical introduction" states nothing more
than the fact that unemployment insurance now exists in Canada.
But it is sufficient introduction to our study, whicii aims =2t
being analytical in nature. It is our purpose to investigate

the Canadian Unemployment Insurance Act, 1940, in an asttempt to

determine its probable effects on the Canadian economy. The
work has been arranged within a definite structural form.
"Unemployment insurance" as we shall use it is a general

term, covering almost all types of assistance for the jobless

which are financed by a fund previously accumulated for this

purpose. Contributions to an unemployment insurance fund may

come from various sources, coverage of workers may be voluntary
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or compulsory, the plan may be national, regional, confined to
certain classes of workers, to certain industries, or in some
instances even to a single plant. In different plans, the bene-
fits are distributed under varying conditions and according to
different criteria. In order fully to understand £aiZF the
problem with whicin we are dealing, then, we must make a brief
higtorical study of various unemployment aid schemes which have
existed in other countries throughout the world. We shall
choose for study only those plans we will arbitrarily designate

as unemployment insurance plans; this empirical method will en-

able us to induce from our study a definition of unemployment
insurance suitable for our purposes.% Such a definition is vi-
tally necessary, for since we propose to examine and criticlze
the Canadian Act by the method of practical analogy, we must

be careful to compare it only with other true unemployment in-
surance schemes; confusion on this point has vitiated many other
studies and criticisms.

Again, before proceeding to a detalled study of the Can-
adian Act, its aims and objects, a general statement of the
principles and purposes underlying all social legislation is
necessary, for proper orientation. We shall inquire into these,

then discussing how, in certain fields, social insurance best

carriea out the purposes of soclal legislation, =and concluding
our general study with an inquiry into the way in which unen-
ployment insurance, in deealing with the problem of unemployment,

satisfieg these aims.X

% gee Chapter II, Parts A and B, below.
x see Chapter II, Parts C, D, and E, below.
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We will then be ready for our study of the Canadian unem-
ployment insurance scheme. This study will first take the form
of a point-by-point comparison with three other national unem-
ployment insurance schemes: those of Great Britain, the United
States of America, and Germany.* These three are chosen for the
reason that they are analagous, in all esgentizal respects, to
the Canadian Act; a comparison with them, and a later criticism
of the Canadian Act on the basis of a study of their effects,
may thus be justified.

In our specific work on the Canadian Act, we now go on to
a deduction (from the above, and still using analogy) of the
aims, 1in detail, of the measure.%* We must then inquire how
completely, and how efficiently, the Act will carry out these
aims,x and what, on the basis of previousg experience, its long-

# of

run economic effects are likely to be.XX The conclusion
the thesis will contain suggestions, based on criticisms made in
egrlier parts of the work, for improvements in the Canadian Act,
together with a final evaluation of its worth and a short con-

sideration of the effects of introducing it in wartinme.

B. The Scope and Alms of this Inquiry.

Since the above ig a general outline of the study, an

apologlia for the viewpoint dictating our metiod of approach

should be attempted before proceeding. We can do this best by

devoting a few pages to discussion of a distinction which is

% gee Chapter III of this thesis.
#% Chapter IV.

X Chapter V.

XX Chapter VI

# Chapter VII.
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obvious and commonly accepted, yet so geldom discussed that much
confusion and "fuzzy thinking" occur, all through econonic lit-
erature, on this point; which is, the scope, aims and metiiods of
economic science, and the function of the economist. In 1ts en-
tirety, this is by no means a simple topic; but there are certain
fundamentals about which there should be no argument, and these

will bear re-statement here.

l. THE SCOPE A!'D AIMS OF LECONOMIC SCIENCE.

(1)

Professor Pigou, writing of economic scilence, has saild,

"It is a positive science of what is and tends to be, not a nor-

- L) ,’ L] o el
mative science of what ought to be."” This is an acceptable de-

scription . . .
of economic science; but the gscope of the science can-

not be dissociated from its methods, nor, more especially, fron

its aims -- and he goes on to say,

If it were not for the hope that a scilentific
study of men'social actions may lead, not necessarily
directly o¥f immediately, but at some time and in sone
way, to practical results in social improvements,
then not a few students of these actions would regard
the time devoted to their studies as time migsvent.
Phie 1s true of all sciences, but especially true of
Economics. For Economics s a study of mankind in
the ordinary business of life'; and . . . when we
elect to watch the play of human emotlons that are
ordinary =-- that are sometimes mean and dismal and
ignoble -- our l1lmpulse is not the philosopher's im-
pulse, knowledge for the sake of knowledge, but ra-
ther the physiologist's, knowledge for the healing
that knowledge may help to bring, (2)

(1): Pigou, A.C., The Economics of Welfare, p. 5. (In all cases,
pages referred to are those of the editions specified in the
bibliography to this thesis.)

% underlining here, AND BEILOW IN ALL CASES WHERE IT IS NOT
OTHERWISE STATED, 1s my own,

(2): j._g_?_{ﬂ_, PD. 4“'5-
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On these grounds, Pigou goes on to construct his "Eeonomics Of
Welfare"; and yet I cannot accept that great wori as being, pri-
marily, a work of economic science. Though Pigou's definition

of the scope of economics brands it as a positive science, his

ldea of its aims involves a moral judgement -- a2 Judgement on

grounds not strictly economic of what ought to be -~ tiaus mak-

ing his book a work of normative science, which cannot be econ-

omic science, Ve must be careful iIn this criticism of Profess-
or Pigou to record that he does justify "welfare" on purely
economic grounds; but nevertheless, his method requires s judge-
ment of what economic ends are good, which is an ethical judge-
ment.

As long ago as 1891, Mr. John Neville Keynes(B) tried to
point out the fact that economic science, by its very nature,
could form no ethical judgements. The functlion of economic
science, as he saw 1t, was to investlgate facts and dilscover
truths, not to prescribe lows of 1life. He drew a distinction
that few later writers, save Mr. Lionel Robbins,(4) have had the
acuteness to see and the courage to state. Economic science, he
felt, must stand neutral between competing socizl schemes. The
economist, it is true, is equipped by his knowledge to turn his
attention to vractical applications of economic science, but "not

in his character as a pure economist, but rather as a soclal

philosopher."(5) And ". . if this distinction 1s drawn, the so-

cial and ethical aspects of practical problems -- which may be

(3): Keynes, J.N., The Scope and Methodg of Politicel Econonmy.

(4): Robbins, L,, The Hature and Significance of Economic Science

(5): Keynes, op. cit., p. 13.
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of vital importance -- are less likely to be overlooked or sub-
ordinated."(6)

What 1s the significance of this? Simply, that the econ-
omist, gua economist, may not criticize what is commonly known

as economic policy. That policy is set by the government, or by

powerful organizationsg acting through (or perhaps in spite of)
the government. It is set in view of ethical as well as econ-
omic factors, political considerations of expediency as well as
economic considerastions of long-run effect. The scope of
"Applied economics consists of provositions of the form, 'If
you want to do this, then you must do that.' 'If such and such
is to be regarded as the ultimste good, then this is clearly in-
compatible with 14, (7) Robbins, too,recognizes the economist's
function as a social philogopher, advancing another reason for
the advisablility of this:
Nor is it in the least 1lmplied that economists

should not deliver themselves on ethical questions, any

more than an argument that botany is not sesthetics 1is

to say that botanists should not have views of theilr own

on the lay-out of gardens. On the contrary, it is great-

ly to be desired that economists should have speculated

long and widely on these matters, since only in this

way will they be in a position to appreciate the impli-

cations as regards given ends of problems wilcn are put
to them for solution. (8)

However it is our aim to function solely .as an economic

scientist in this study. We may thus define its scope 1n terms

of the aiove: Perhaps the cilef limitation under which this work

is carried out is the fact that unenployment insurance now

(6Y: Xeynes, op. ¢it., p. 13
(7): Robbins, op. cit., p. 149.
(8): idem, pp. 149-50.
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exists in Canada. Thus, a discuscion of other schemes -- vol-
untary rather than compulsory, based on other fundamental prin-
ciples -- which could have been adopted by our Dominion legis-
lature has no utility here. We need make no judgement as to
whether the scheme adopted was the one best suited to Canadian
conditions =-- the government has already decided that it is. Ve
need make no judgement, that is to say, regarding the value of
the specific ends of the Act. Our task is rather to attempt a
clear analysis of these ends, and then inquire how completely,
and how efficiently, the Act will carry them out. e may quest-
ion whether certain changes in the Act might not make the carry-
ing out of its aims more likely, and whether other changes migfnt
not carry them out with less economic waste; we may suggeet cer-
tain modifications, but 1t is completely futile to suggest an
entirely new and different type of orgenization. For the place
of the economist in practical affairs is as a constructive ra-
ther than o destructive critic. Fer-flung webs of theory are,
too often, of value only as an exercise in logic; it 1s not for
the economic scientist, with his neglect of -- rather, inabili?y
to deal with -- the spheresg of ethics and political technique,
to say what should be done. Instead, he should give advice on
how best to do what 1s being done.

Our task, again, 1ls to determine the most effective and
efficient ways of carrying out the given alms of the Canadian

Unemployment Insurance Act. In our role as an econonist, this

obviously necessitates an inquiry into the question of whether

the long-run economic effects of the Act will vitiate any of
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its declared aims. R.S. leriam, writing on a subject similar

(9)

to our own, sald,

The scope of this paper has been limited to the econ-
omic theory of unemployment reserves, in order to deal
exclusively with those problemg of logical analysis
where the economisgst's specialized logic 1s peculiarly
appropriate. The importance of other parts of the
problem is not to be minimized; the trend of politicel
events and opinions, the ideals of justice and fairnesc,
administrative expedients in 2ll their legal and tech-
nical aspects, all must be considered in forming a final
judgement. There is a2t least some truth in the clalim
that we should consider the logic of events rather than
the logic of academic theory. However, even wnen we

face the insistent demand that something be done at once,
we remember the after-effects of the emergency expedients
adopted in the past. There is still need for the econ-
omist's specislist technique in formulating those <uest-
ions of principle which must be faced squarely. There

is still need, in other words, to look beyond the obvious
and consider the long-run influences so belittled by the
adherents of myopic economics. The purpose of theoret-
ical analysis 1s not to ralse ertificial issues but to
clarify those speculative guestion: which we encounter
inevitaly when facts are ambiguous.

It will be noted that this paper was written at a time wnen nat-
ional measures of unemployment insurance were yet to be intro-
duced into the United states. Dr. Meriam could thus, justifi-
ably, consider the pros and cons, economically speaking, of
different schemes -- lumped under the general term '"unemployment
reserves" -- for assisting the Jjobless. The existence of the
Canadian scheme prevents our doing this, but glves us greater
freedom along other lines; we may concern ourselves with the
question of whether "the ideals of justice and falirness" as we

deduce them to be set down in the Act, are prevented from oper-

ating by any of its economic effects. And since "administrative

(9): Meriam, R.S., "Unemployment Reserves; Some Qliestions of
Principle." The guarterly Journal of Economics, XLVII (1933),

p. 3l2.




-9..
exXpedients in all their legal and technical aspects" have been
laid down by the Act, we are justified in crivicizing their ef-
ficiency. But in a later part of tals thesis” we will be fol-
lowing Dr. lferiam's stated method quite closely. To take an
exaimle: one of the problems to be considered under "Long-Run
Effects of the Canadian Act"¥™ is the effect of the Act in in-
Creaging or diminishing the ravages of the trade cycle. Ye need
not consider, for reasons stated 2bove, whether consumption-
subsidization in general, op different forms of unemploymen:t in-
surance, will affect the trade cycle. But applying a process of
econoni€ anclysls directly to the Canadian Act, we mey try to
diecover what effect it will have on the cycle. Because we de-
duce (below) that one of the z2ims of the Act must necessarily
be the mitigetion of the cycle, we are justiified in maxing this
study.

If the scope of economic science 1g delimited as =zbove,
wnat varticular ends nay 1t serve? In particuler, what may this
tnegis hope to accomplish? We have quoted J.MN. KeynesX as say-
ing that the scientific approacir allows the economist full scope
while ensuring that no other aspedts of any given problem will
be neglected. For aznother general statement, we turn again to
Robbins:

There is nothing in economics which relieves us

(i.e., as individuels) of the obligation to choose

(between difrerent ends). . . . (But) it can make

clear to us the implications of the different ends
we may choose. . . .1t makes 1t possible for us to

o

# gee Chapter VI
x above, p. 5.
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select o svstem of ends which are mutually consistent with
each other . . . this (rational choosing) will not be the
€ade unless . . . citizens . . . are fully conscious of
the step they are taking. And in an extensive modern
society it is only as a result of intricate economic an-
alysis that they may be placed in possession of this
knowledge. (10)

Working still under the disadvantage of discussing a measure
already in operation, we may be able to contribute something of
value if; having deduced the aims of the Canadian Act correctly,
we can make a purely economic judgement as to how far those ends

ckficiently,
are being carried out, and how eeeremtestity¥. Finally, 1if we find

that any of "the implications of the different ends" are such as
to defeat their own purpose, we may be able to find modified ways
of achieving these ends which will avoid this. We may make simé
ilar suggestions when we find any ends "mutually inconsistent

with each other."

2. THE METHODS OF ECONOMIC SCIENCE.

In common with formal logic, Economlcs has three general
methods of soliing problems and investigating phenomena. They
are the methods of analogy, deduction, and induction. The third
mentioned, the highest type of analysis, will be used hardly at
211 in this work, for as in most works on "institutional" econ-
omice no broad general principles may be induced from what we
will say, nor is it our purpose to search for any.

Much has been written on the limitations of the method of
analogy (which we purpose to ugse extensively) when used in an-
alyzing economic problems. That need not be repeated here. Suf-

fice to say that we realize the difficulties and dangers of

(I0): Robblins, op. ¢cit., pPp. 152-53.
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drawing analogy between phenomena occuring at different points
in time and space, and that we will observe all reasonable care
in drawing our comparisons. Wherever possible, determinacy will
be ensured by allowance for differing local conditions and his-
torical factors. Where such determinate analogy is impossible,
none will be attempted.

Again, a definite exanple will show, better than further
discussion, the exact way in which deduction and analogy will be
used. It has been charged that the British Unemployment Insur-
ance scheme acted, after the war, to rigidify money wages; and
that thls rigidity prevented wage reductions wiiich were necessary
to ensure maximum employment; some writers go so far as to blame
the post-war depression in Britain, through this sequence of
events, on unemployment insurance,

We must consider the possibility of a similar consequence
of the Canadian plan, below.* The method used will be of this
nature: first, deduction from the provisions of the Canadlan Act,
and the declared policy of the Canadian Government in regard to
it, of whether the Act 1is designed to avold any causation of un-
employment. If we decide that it 1s so designed, we nust cpply
the metnod of deduction in another way: from economic data, we
must deduce whether the British unemployment insurance scheme
was causal in rigidifying money wages. Third, if we so decide,
we must again turn to economic datc to deduce whether this rig-
idity prevented maxinmum employment. If so, fourtnly, we turn to
the method of analogy: could a similar state of the economy arilse

in Canadae? if so, would the effects of unemployment insurance

% Chapter VI.
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be the same? With the answering of =21l these questions, our

study of that particular problem would be complete.

2« RECAPITUI ATION,

In the practical sphere, the economist qua economic scient-
ist may not determine the ends of economic policy, nor may he
criticize those ends. But once an end is decided upon by those
in authority, he may recommend the most economic way of attain-
ing that end. When a measure in operstion aims at achieving cer-
tain ends, he may criticize it -- not from an ethical nor politi-
czl expediency standpoint, but -- on economic grounds, as to
vnether or not it carries out those ends, and carries them out
in the most economically sound way. In studylng sucii phenomens
he may use most profitably the methods of analogy and deductilon.
His criticism should be constructive rather than destructive.

On the basis of thls, we have laid out our thesigs along the
following lines: after the elucidation of the plan of the work
and statement of the general zttitude underlying it, we proceed

survey

to 2 brief historical ewsdiwme of unemployment insurance measures.
Thig outline is used in the formation, by induction from it, oI a
definition of unemployment insurance., For the purpose ol gener-
ally orientating ourselves to the study, & statement of the ainms
underlying sociallgéga%%g%gnis followed by =z discussion of how

socizl insurancé, and in particular uncuployment insurance, best
carries out certain of these aims. We are then ready to proceed

with our comparative, non-criticel study of the British, American,

German and Canadian unemployment insurance schemes. The aims of

the Canzdian schemc are then deduced from all ovailable data,



- 13 -

and by analogy with the first three plans mentioned (whose
similarity to the Cgnadian Act is first established) the extent
and efficiency with which it will carry out its aims 1is decid-
ed. By deduction from the general body of economic theory, to-
gether with o further use of analogy, the long-run effects of
the scheme are discussed from the viewpoint of their effect on
the carrying out of its aims. The thesis concludes with certain

suggestions based on the criticisms made of the Act.

The above section is wordy and repetitious; we can only
plead that it was a difficult section to write. If it conveys
some 1ldea of the scope of this thesis, and the methods employed,
it will have achieved its full purpose; for it is our contention

that no plece of eonomic literature is of prazctical value unless

the viewpolnt dictating its form and choice of analytical meth-

ods, and determining its scope and ailms, is made clear.




CHAPTER II: UNEMPLOYMENT TNSURAMNCE AND SOCIAL IEGISLATION

In this Chapter we first employ a brief history of unemploy-
ment insurance measures to induce a satisfactory definition of
unemployment insurance. We proceed to a general study of the
aims underlying social legislation, seeing how in certain cases

soclal insurance best carries out these aims, and finally which

of the characteristics of social insurance are displayed by what

we have defined as unemployment linsurance.

A. A Brief History of Unemployment Insurance Measures.*

Such schemes as aré generally known, in European and Brit-
~ish terminology, as "unemployment insurance" and in the United
gtates as "unemployment reserves" or "unemployment compensation"
will be discussed here. No definition of unemployment insur-
ance will be attempted until the section immediately following;
it may be well to repeat what we have said®® in that connection:

"We shall choose for study (i.e., in this "Brief History") only

¥ General references for this section: Wolfenden, Hugh H.,
Unemployment Funds; Stewart, Bryce M., "Some Phases of Europ-
ean Unemployment Insurance Experience," Proceedings of the
Academy of Political Science, XIV (1930-32), p. &93; Gibbon,
I.M., Unemployment Insurance; Schloss, David F., Insurance
Against Unemployment; Rubinow, I.M., Social Insurance; Stewart,
Bryce M., Unemployment Benefits in the United States.

#% gbove, p. 2
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those plans we will arbitrarily designate as unemploynent

insurance schemes; this empiricel method will enable us to

induce from our study a definition of unemployment insurance.,"
With this purpose in mind, this section has been made a
selective rather than an exhaustive study. An attempt has been
made to arrange historically a limited number of schemes, each
differing from the others in some optional matter of nrinciple,
method, or administrative expedient. From such a study the es-
sential characteristics of all unemployment insurance -- 1if
such there be == . sghould emerge, and form the basis for a def-

inition.

The first unemployment insurance schemes were instituted
in the 1890's, and were for the most part voluntary, small-
scale ventures. In ged}al, trade unions and fraternal orders
were the first associations to enter this field, with the pro-
vision of benefits for their own jobless members. Few gener-
alizations regarding these schemes may be made, since they
varied from country to country, from union to union. Where the
mere fact of unemployment was sufficient, without a "means test",
to establish right to benefit, they may be considered unemploy-
ment insurance of one type.

Usually, no fund was speclally set up for the payment of
benefits under these schemes; they were distributed out of
general trade union funds. Though there was a definite scale of
benefits in most cases -- sometimes with dependents' allowanceg—-
the period of benefit was seldom limited except bythe duration of

the period of unemployment. The schemes were most common where
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trade unions were strongest -- notably, in Great Britain and
Germany. "In Great Britain, the principal trade unions in
ten years (1898-1907) distributed nearly §20,000,000 in un-
employment benefits out of a total budget.of over $86,000,~
000 . . ."(1)

The decision of trade unions to insure unemployment meant
that they had to gsolve problems which beset all such schemes.
Obviously, unemployment insurance benefits are payable upon
the occurrence of only one contingency: unemployment. Yet it
has always been true that an objective test of involuntary un-
employment is difficult to find; "malingering" results in a
dangerous wastage of unemployment insurance funds. Again, in
schemes operating on a small scale, "bad risks" are zpt to pre-
donminate. Rubinow tells us briefly how trade union schemes
solved such problems as these:

The moral hazard of malingery is naturaelly reduced
to a minimum. A trade union knows the conditions of
its labor market as no one else can know them. Often
it takes an active part in placing the unemployed; it
also knows the conditions of employment so as to be
able to see the difference between a reasonable and an
unreasonable offer. It is almost impossible for a
refusal of an reasonable offer to remain = secret. And
as to an offer of work for sub-gtandard wages, it is
the direct policy of a trade union to prefer the pay-
ment of an out-of-work benefit to a permission to
accept such employment.

Not only these broad difficulties but even the
technical ones also vanlsh. There is no unfavorable
selection of a few trades because each union organizes
its unemployment benefit system within the limits of
one well-defined trade or group of closely related
ones, where the risk of unemployment is fairly uni-
form. Nor can there be a personal selection of bad risks
because, though from the point of view of general
law voluntary, these out-of-work benefit systems are

{1y Rubinow, I.M., social Insurance, p. 458,
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usually compulsory within the limits of the trade

organization. Thus, the financial strength of the

benefit fund is not undermined by only poor risks

assumning insurance. (2)

Nevertheless, these schemes were not without thelr 4if-
ficulties. Beccuse special funds were seldom set up for the
payment of benefits, the finances‘of the plans were poor.
Where placement services did exist to find jobs for the bene-.
ficiaries, these were iﬁadequate, unsatisfactory. Funds were
commonly used up for strike benefits, leaving no reserves for
the more serious contiﬁgency of depression. And fron the sO -
cial point of view, the plans could contribute little to solu-
tion of thé general problem of assisting unemployment. Thelr
scope, though in some ceases consideraeble, could not extend

beyond the limits of the trade unions themselves.

In the United States, trade unions took almost no part
in providing unemployment benefits. Privately-instituted
schemeg, which trailed European developments by many years,
took a different form.

%

In some cases plans which Wolfenden classifies as

compensation were set up for philanthropic reasons, or as part

of labor policy, by a few individual employers. Such plans
gave (a) benefits for temporary unemployment or (b) dismis-
sal compensation. Funds were set up by the employer e=ig
(the worker did not contribute), who made a definite, period-

ic contribution in the name of each employee; and upon

(2): Rubinow, Op. Cit., PDP. 4556-59.

% gee below, page 28.
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dismissal or temporary laying=-off ==f o definite amount --
often 50 to T4 per cent of wages -- was pald for o predeter-
mined length of time.

If the employee also contributed to such o fund, it be-
came a reserve fund. These voluntary plans were similar to

. %
the compulsory State plans introduced in later years.

With the gradual awakening of the state to its respons-
ibility in the social sphere, governments began to look about
for some organized method of aiding unemployment. In many
cases they turned to unemployment insurance as the "best" way
(according to the ends they postulsted) of doing so.

Two methods were open to them. They could woric through
the orgenizations already set up by the trade unions, or they
could, for various reasons, set up their own plans. A further
choice was open to them in that they might inscitute voluntary
or compulsory plans.

A typical way of utilizing existing plans was for those
public authorities who decided that unemployment insurance was

worthy of support to subsidize trade union schemes. Two clags-

ic casges will illustrate the principles and metinods used.

In the year 1900 the communel council of the city of
Ghent established & subsidy for unemployment insurance schemes.
It granted monies to all approved schemes operated by trade
uniong or other organizations, the scope of the grant being so
wide as to include even recompense to those who used up their

private savings in times of unemployment. This liberality is

#gee below, pages25-6; also see p.32, footnote,
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commented upon by Mr. Gibbon:

The provision (i.e., against unemployment) which
1s subsidized may be made . . . through an organizat-
lon which provides insurance against unemployment. In
practice, all such organizatione are trade unions.

The fullest freedom is left to the associations in
determining the conditions on which they will pro-
vide insurance from their own funds. Some authorities
which have established schemes on the model of that at
Ghent have fixed conditions which must be fulfilled by
the organizactions, if the subsidy is to be received by
their members -- conditions, for instance, as to the
kind of association, as to separate administration of
the unemployment insurance funds, as to minimum number
of members, and so forth. At Ghent a very liberal
policy toward the affilisted associations has been
followed; restrictions have been limited so far as
poszible to the conditions on which subsidy is grant-
ed. Not a little of the successgs of the scheme has
been attributed to this liberal policy. (3)

The conditions on which subsidy was granted were indeed
liberal. Though it was not to exceed 100 per cent of the bene-
fit paid from the private source, was not to exceed 19¢ per
day, and was not to be paid for more than sixty days to any
person in any one year, it is worthy of note that there was no
actual supervision over the manner in which the private funds
were set up, nor over the conditions under which benefit was
paid. In practlse, it is astonishing that the subsidies de-
manded did not bankrupt the municipal authorities in the first
week of operation. The saving grace of the scheme seems to
have been the fact that affiliated (subsidized) associations
included trade unions of differing political convictions, who
were only too anxious to check mutually on unjust claims and
unfair practises. The scheme worked well in Ghent, but it

seems impossible that conditions favourable to the operation

3Y: Gibbon, I.G., Unemployment Insurance, p. 84.
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of such a "liberal" plan could exist in many other places.

In 1903 the town of Liege set up & subsidy scheme which
contained more effective checks on the type of fund assisted.
The scheme differed from that operated in Ghent in that the
subsidies were paid directly to the trade unions, instead of
t0 insured nersons in receipt of benefit. "The payment of
subsidies directly to the trade unions themselves has been de-
fended as a more liberal policy toward institutions whicn are
Of social benefit and should therefore be encouraged," says
Gibbon;(4)‘gﬁg he admite that a more effective check on the type
of assistance offered was possible: "Subgidy is paid only . . .
in respect of u~employment due to csuses beyond the will of the
workman, except sickness and accident; it is not paid therefore
when the unemployment is due to a strike, but i§ paid when the
unemployment is due to a 1ock-out."(5) The second essential
difference from the Ghent plan was the provision that subsidy
should be paild to the unions partly as a per cent of benefits
distributed by them, and partly as a per cent of contributions
collected. The raising of individual contributions high enough
to put individual schemes on a sound actuarial basls was thus
encouraged.

Such subsidy schemes, in thelr full development, had many
advantages. The administration of such schemes by the workers,
who paid for a large part of their own benefits, ensured zn ol-
most compléte absence of "malingering"; the attraction of "ba

risks" only, a common reason for thc failure of voluntary schemes,

(#): Gibbon, op. cit., p. 15I.
(5): idem, p. 151,
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was largely avoided -- since insurance usually was compulsory
within each subsidized orgenization. But from the community
point of view, the worth of these schemes is doubtful. It is
quite possible that the subsidizing of a certain class of work-
ers -- organized workers, in most cases belonging to suxilled
trades -- and, in effect, subsidization, througn faulty con-
trol, of one class of the community (labor) in its struggle
against another class (capital) -- true because, there being
little restriction, benefits were often paid to strikers --
was economically harmful. And the lack of supervision over the
trade union funds themselves must often have been the cause of

considerable waste of community funds.

The general problem of unemployment assistance could never
be solved by these plans. But another type of scheme, in which
community control was absolute -- voluntary unemployment insur-
ance, set up by public guthorities =-- was of little more value.
Here the advantages of the trade union subsidy plans were made
obvious by the failure of the voluntary community plans; and
compensating advantages of the latter, impossible under trade
union control, were not recognized nor made use of.

The municipality of Cologne established a fund to provide
voluntary unemployment insurance in 1396. Any able-bodied
worker resident in the municipality for at least one year, over

sixteen years of age and following o definite occupation, could
be insured; cggual laborers and women were excluded. Benefits

were paid only for unemployment occuring between December 1 and
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March 1, as the primary object of the plan was to assist winter
unemployment. And as it was found easier to place unskilled
than skilled workers in the wintertime, rates of contribution
were respectively 9¢ and 1l¢ per week. Other sources of rev-
enue were grants from the municivality, and gifts; a gift of

$45 or over by an individual to the scheme made him a patron
and gave him a voice in its admivlicstiration. lany of the detalls
of the scheme were gsimilar to those of the compulsory insur-

ance schemes which will be examined in the next Chanter; for

instance, involuntary unemployment only was to be as:isted;
contributions had to be paid for a definite length of time (34
weeks) before the insured was eligible for benefit; a wait-
ing period of three days had to elapnse between the tine un-
employment was reported =nd the day on which beneiits commenc-
ed; labor exchanges endeavoured to find work for the benefic-
iary, who was required to report to them daily, and was re-
quired to accept any suitable job they offered him. A worker
who habitually applied to the fund eacnh year received less in
the way of benefits than did one who had applied seldom. Total
benefit payable in one yeur was distributed over s period of
eight weeks, and was a payment of about $27.00; since this was
paid after minimum contributions of §3.06 (9¢ for thirty-four
weeks) or 43.74 (1ll¢ for thirty-four weeks), the advantage of
belonging to the voluntary fund seems obvious. In spite of
this, the fund attracted only "bad risks". The average per-
centage of membérs of the fund applying for benefit,yearly

between 1896 and 1909,was 79 per cent. On an average, total
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contributions pald into the fund over the same period were only
47 per cent of total benefits distributed. The chief defect of
all voluntary schemes is at once clear. The steadier workers,
those less liable to unemployment by virtue of their work in a
"stable" occupation, or beczuse of their personal efficiency,
will not insure themselves under such a scheme. By the numer-
ous expedients given above -- egsentially the same ones used by
present compulsory schemes -- the danger of malingering, and
kindred dengers, were eliminated. But the scheme, due to its
attraction of bad risks, could not onerate without a subsidy
amounting to 53 per cent of the benefits paid; 1t seems useless
to hope that such a provision would be possible on, say, a nat-

ional scale.

One further Eurppean scheme is worthy of mention. The an-
cestor of all compulsory, community-controlled unemployment in-
gurance schemes was set up in the Canton of St. Gall, Switzer-
land, in 1894. The Grand Council of the Canton passed an Act
enabling municipalities to setl up compulsory unemployment in-
surance plans within their own boundaries, and the town of St.
Gall actually did so. Those compelled to insure were workers
earning less than 96¢ per day. Table A on the following page
shows the rates of contributions and benefit. Benefits were
payable only if work tsuitable" to the worker could not be found.
They were payable only after contributions had been steadily
paid for six months. Administrative costs were to be borne

(Heaven knows why) by the Fund of the Police Force; all other

expenses would be covered Dby the contributions, by gifts, and by
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TABLE A¥

SC&EDULES OF THE ST, GALL UNEMPLOYMAEMT INSURANCE SCHEME.
Wééklyd“%* “"Representative Weekly Premiunm as % Benefit
Earnings Wage"¥ Premium of "Represent- (per day)

() (%) ()  ative wWage". (4)
up to 3.46 3.46 .028 0.8% « 346
3,46 - 4,61 4,06 .038 0.9% 404
4061 haet 5.76 5022 0058 l.l% .460

% dala taken from Schloss, David F., Insurance Against Unem-
ployment, Chapter II. Monetary unit converted from shillings
(as given by Schloss) to dollars at the rate 1/-  24¢.

#¥% cgsuning six working days to the week

X calculated as the mean between the two extremes of wages given
in each wage group (except, of course, the first).

grants from the municipality, the Canton, and the stape. The
benefits were payable for o maximum of sixty days in any one year
and were not payable to men who were (a) discharged for miscon-
duct; were unemploymed due to (b) strikes or (c) sickness or ac-
cident, or (d) refused to accept work offered, without reasonable
grounds for refusal.

The scheme outlined above 1s even more similar to the Can-
adian, German and British schemes than was that of Cologne, for
it combines with the other similar features of the Cologne plan
the element of compulsion. The St. Gall plan was a model, on a
amall scale, of the national schemes in force in many countries
today. The st. Gall scheme, however, feslled after a brief life

of three years. Its failure could be attributed largely to ad-



- 25 -
administrative faults -- faults which have been corrected in
more recent schemes, no doubt partly as a result of the st. Gall
experience. We are not enough interested in historical analysis
to go iInto these corrective processes.

Another reason for its failure was the fact that it was a
purely local scheme; the "good risks" migreted from the town ra-
ther than submit to compulsory insurance which, because of the
many abuses which crept into the scheme, was squandering the

money they contributed.

The national compulgory schemesg of four large countries
will be treated in the next Chapter, fully enough to permit
omission of national schemes here. But some mention should be
made of the compulsory plans instituted by various States of the
United States of America. These fall into two general groups:

1. Pooled Reserves Plans (Ailabama, California, Massachusetts,

New York, and others): Each employer covered by these Acts
(usually, all "industrial" enterprises employing more than a
small minimum number of men) pays to a central State fund a
definite percentage of his payroll, ranging from one to three per
cent in different States. In many States the worker must also
contribute up to one per cent of hls wage. Benefits are payabvle
upon the occurrence of involuntary unemployment, after a waiting
period ranging from three to six weeks, for a certain maximunm
period of time. They are in every case o percentage (usually

50 per cent) of the wage the worker received prior to his dis-

charge, but must not exceed a maximum which in different States
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varies from $15 to $18 weekly. Contributions must have been

paild for from ten to twenty-six weeks before benefiis are

payable,.

2. Company Reserves Plang, typified by the Wisconsin scheme: in

these plans, the only feature unlike the poaled reservesg plans

i1s that the contribution made by each employer and his workers
is kept in a2 separate account. The worker becoming involuntar-
ily unemployed may draw only upon the fund set up in the name
of his previous employer, and the usual provision that he may
draw no further benefits when his legal right to them is ex-
hausted ig further limited b, the provision that he has no re-
course when the fund held in the name of his employer is ex-
hausted. The advantages claimed for this plan are greszster ac-
tuarial soundness, and plecing of the respongibility for pre-
venting unemployment on an individual employer basis. The enm-
ployer is encouraged to stabilize msgenvloyment by being exemvnt-
ed from further contributions when the fund set up in his name

has reached a certailn level in relation to the number of his em-

ployees.

It may be said in criticism of the above section that we
have stepped from the path of inqulry which was laid Jown so de-
finitely in the introductory Chapter. Not content merely to ex-
smine different schemesgs of unemployment insurance, we have elaob-
orated the difficulties encountered by "subsidized" and vol-
untary plans. As we have said, we are dealing primarily with

[ ] L] () . *
the Canadian plan which, since 1t 1is compulsory and universal

#% universal snould be construed as meaning the coverage of a
M
large proportion of all workers throughout the country.
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should not be subject to such troubles. We have admitted our
limitations in dealing with a plan already in oneration; was 1it,
therefore, a waste of time to consider these matters?

Not entirely. For though the elements of compulsion and
universality solve many of the problems we mentioned, others
remain. We were not exclusively interested, gbove, 1in showing
that compulsory and universal unemployment insurance is the best
type of plan. We are not concerned with whether it ig, or not.
But we pointed out some of the difficulties of other schemes,
whicn it solves, so that it might later be easier to make clear
the problems it does not solve, and even more, those it raises
in the very process of eliminating the worse features of volunt-

ary, particular and local unemployment insurance schemes.

B. A Definition of the Term "Unemployment Insurance".

“Unemployment insurance" is a term which may be used in a
variety of extended or restricted senses. Everyone having oc-
casion to use the term -- be he actuary or president of a private
insurance company; civil servant, econonist, or soclologist --
defines 1t according to his own convictions and the use he wishes
to make of the term. We seec no reason why we should be an ex-
ception to this rule, especlally since our plan to compare the
Canadlian unemployment insurance scheme with others makes essential
a complete understanding of the nature of (what we shall call)
unemployment insurance.

Our survey immediately above, of plans which may for the

nmoment arbitrarily be called unemployment insurance plans, shows



us that they may vary in many respects. But on further consider-
atlon, characteristics common and escential to all emerge, and it
is these that we must specify in our definition of unemployment
insurance. But first of all, it will be as well to have a brief
classification of all schemes for dealing with unemployment. Hugh
H. Wolfenden has given(6) a clear classgification of which we may
profitably make use, if it is understood that his definition of
"insurance" need not be the one we adopt:

1. A plan of real "Insurance®™ . . . implies simply the

co-operative association of a large number of persons,

who agree to share among themselves the burdens re-

sulting from . . . unemployment . . . by the payment

of the necessary contributions into a common fund from

which benefits, related strictly to these contributions,
are distributed . .

2. In "gaving"plans the return receivable by any in-
dividual . . . 1s always the preclse equivalent of the
total contributions plus interest and after the direct
or indirect deduction of expenses . .

3. Under "Compensation"™ plans the payments are made to
the beneficiary without any prior contributions on his
part, and the condition for their receipt 1ls the estab-
lishment of previous injury for which the beneficlary
has the right of recompense.

4, . . . "Relief" means in effect charitable assistance,
for which The beneficiary has not paid money in advance
as in "insurance" and "savings" plans, and need not, as
in"compensation® plans, have furnished labour or any
other effort as the result of whicih a clalim to benefit
has been established. The reasonable . . . condition
for the receipt of such "relief" must, of course, be
something in the form of practicable tests of "means"

and "need'.

and two hybrid types, often used beccuse neither "insurance",

"gavings", nor "compensation" plens in their pure form are entirely

satlisfactory:

(6): Wolfenden, Hugn H., Unemployment Funds, pp. 1-7
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5. "Employer Reserve" plan . . . funds accumulated by
or on behalf of the employees of each separate employer

. « o+ shall be used for the payment of benefits . . .
to (his) own employees.

6., "Pooled Reserves". . . by pooling all the contribut-
ions of the employees of the several employers, provide
that the available funds shall be used to pay benefits

to any eligible employee of any eligible employer.

The distinction between these plans (i.e., Nos. 5

and 6) and true "insurance" methods is . . . that under

a "reserve" plan the benefits, although prescribed and ssrs&s
anticlpated in accordance with contributions which are
supposed to be sufficient, will definitely be discontin-

ued upon exhaustion of the “reserve," without any breach

of contract being caused thereby, whereas under a true
“insurance" plan, the payment of certzin specific bene-

fits is undertaken without any such provision for their
discontinuance. The so-called "reserve'" method is there-
fore, in reality, a kind of "limited liability insuraence."

1. VARIABLE CHARACTERISTICS OF UTEMPIOYNEYT INSURANCE

It will be sufficient to list these characteristics and
explain briefly their significance. We wish to note and dls-
miss them to clear the path for a consideration of essentials.

(a) Unemployment insurance plans may be "provided" or self-
established; that is to say, they may be provided, as sO many
schemes are, by some public authority =-- municipal, regional,
or sovereign -- or by some philanthropic organization, or by
employers (as in the case of some American schemes we have men-
tioned). On the other hand, they may be established by the
workers themselves; the outstanding exanple of this type being

trade union plans.

(b) They may be community-sponsored or private; under the

Cicats . . |
formerdog.;s': ';:ould come all publicly subsidized or instituted

schemes, under the latter all schemes -- whether provided or
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self-established -- set up by other than governmental agencies.

(c) The schemes may be local, regional, or national. Such
local plans as those of the municipalities of Ghent, Liege,
Cologne and St. Gall have been mentioned, asg have the schemes
started by individual plant-owners in the United States. Reglon-
al (e.g., in Canada, Provincial; in the United States, State)
schemes may be those set up by the regional legislature; also,
some trade union schemes may be regional, or even national. The
large-scale compulsory schemes now in force in many countries
are national in scone.

(d) They may be particular or general; that is, they may be
confined to one industry o:r i, cover the entire working pop-
ulation of a country {in the latter case, within limits te e
noted below). Many trade union plans are confined to one in-
dustry, though extending throughout a country; many loczl and
regionsl schemes are more general, when sel up under government-
21 sponsorship -- for instance the State schemes in the United

tates. The Canadian, British and German plans are what we have
termed universal in scope.

(e) They may be voluntary or compulsory. Employer-sponsored
plans in the Unlted States were for the most part voluntary; on
the other hand, trade union schemes though noil compulsory in the
eyes of the law, were often compulsory within the unions. Sever-
al of the municipal plans we have mentioned have been voluntary,
while the nationdl plans yet to be considered are compulsory for
211 workers coming under the provisions of the Acts.,

(f) Workers only, employers only, the public authorities, any

two, or all three of these classes may be contributdrs to the
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scheme. Trade union schemes, for instance, Were supporived by
workers alone where the employer was not forced to contribute
by a collective agreement, and where the public authorities
did not subsidize the scheme. But plans set in operation in
the United States by employers were often supported solely by
them, as are several of the State schemes there. In other Stat
schemes workers and employers contribute jointly, while in the
British and Csznadian plans the national government pays a sher
as well. Sometimes the state's share is contributed indirect-
ly through its payment of administrative costs -- part of the
Canadlan Government's share in the expenses of 1ts schene 1is

paid thus. No cases of unemployment insurance have been broug

to our attention.in which the publlic authorities were the sole
contributors.

(g) The schemes may or may not be associated with employment
exchanges, and rehgbilitation, technical training, or vocation
al guldance schenmes.

(h) The relation of benefits to contributions nay vary. Here
we may profitably refer to Mr. Wolfenden's classification™ of
unemployment gssistance schemes. In what he calls pure "“insur
ance" schemes there would be no relation between the aemount of
contributions paid and the amount of benefit payable. The bene
fits would continue as long as the contingency -- involuntary
unemployment -- against which the beneficizry was insured con-
ss his
tinued, no matter how many nor how few had been &= contribut-

lons. Some reserve schemes operate on this principle, with th

proviso that no more benefits were to be paid out when the fun

% above, page 28,
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was exhausted*. The more common type of scheme, however, stip-
ulates that no person may draw more than a certsin maximum of
benefits in aiy year; within the limits of this provision, many

schemes have the savings principle that benefits should be in
relation |

direct/to the number of contributions vaid.
(1) The plans may vary through an almost infinite variety of
administrative set-ups, depending upon who initiates the fund

and what principles and aims it is designed to carry out.

This listing, by no means exhaustive, may give some ides
of the many ways in which unenployment insurance schemes vary.
Some idea of the principles dict=ting choice between these var-
lable characteristics, in different schemes, will be given in
e later section%f But it is clear that we cannot look to them
for the essentials which will lead us to a definition of un-

employment insurance.

2, THE TYPE OF UNEMPLOYMENT COVERED BY INSURANCE

We have indicated that unemployment insurance may be either

¥ Here again is a statement of this attitude: "An unemployment
reserves plan doeg not contract or guarantee To pay any given
number of benefits to an 1ndividual. Reserves are accumulated
for the purpose of paying out benefits to unenployed persons
in so far as the funds permit. Should it be found that the rate
of unemployment exceeds that whici had been gontemplated in the
plan, the number of benefits paid to any individual might be
rduced so as to spread the benefits among a larger number of un-
enployed. In the event that =2n unexpectedly large volume of un-
employment should occur and that even with such reduction of
benefits the fund should become depleted, no contracts would be
violated and no employer would be obliged to pay & single cent.
--~Hansen, Alvin H,, and Murray, Merrill GC.,

A New Plan for Unemployment Reserves, D. 28.

%% below, Section E of this Chapter.
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"particular" or "general” in respect of the number of occupat-
lons 1t covers. But there are limits to the type of employment
which even a general scheme may cover.

There are several considerations here. Firsti of all, for
pure%g administrative reasons, there are some types of work in
which/iggnot be insurance against unemployment. Farming, though
1t may be assisted under some schemes, is ususlly considered to
be an uninsurable occupation. The administrative difficulties
are (1) that the incidence and extent of unemployment are hard
to estimate in such an occupation even if, as 1s usually not the
case, figures for past years are available; (2) the collection
of contributions is difficult and costly; (3) the existence of
unemployment actually entitled to compensation uander the pro-
visions of an insurance scheme is difficult to ascertain.

A second, and more important consideratvion, is based on
recognition of different types of uremployment which exist%.

We may approach a classification of unemployment from several
directiong; the cause of unemployment, from the point of view
of business conditions in the economy as a whole; thnec cause
from the point of view of its probable effect on the worker;
the cause from the point of view of individual reasons for un-
employment.

Consideration of the economy as a whole allows us to sub-

divide unemployment into: (a) That of a frictionasl nature. Con-

stant slight shiftings and readjustments are ez tailing

place in the economy, resulting continually in the temporary

% WFor purposes of scientific investigation or preventive organ-
ization [or, we may add, insurance] the analysis must be not of
the numbers unemployed, but of the causes of unemployment, and
the extent to which they are essential or accidental in the

exlsting economic order or in human nature.f
---Beveridge, W.H., Unemployment, A Problem of Industry, p. 27
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unemployment of a certaln number of men. (b) There is also
that unemployment caused by long-term, technological changes --
supplanting of old productive methods by new, cessation of
demand for certain products, permanent stopprage of supply of
raw materlals required in certain manufactures. The general

problem of technological unemployment and the increasing re-

placement of men by machines has caused a few economists to
ask whether unemployment will not be 2 phenomens of progress-
ively greater occurrence in our economic life, but we are not
concerned with such large questions as these; we nust recog-
nize it as a type of unemployment, in which the worker is
usually left with a skill no longer required in industry, and
see what unemployment insurance can do to asgict it. (c¢) Bus-

iness conditions are also responsible for cyclical unemploynent.

A direct result of the business cycle, this classification
contains huge numbers of unemployed when the cycle 1g in the
depression phase. (d) The fact that, because of variations in
demend, long-standing custom, or climatic conditions, some 1n-
dustries employ more workers at one time of the year than at

other seasons, produces geasonal unemployment.

But these types do not entirely exhaust this clascificat-
ion. We may have under-employment, occuring witen a manufactur-
er, in time of depression or of seasonal slackness for his trade,
tries to maintain the whole body of his workers to a certain
extent, by limiting the number of hours per day, or the number
of days per week that each works, to a lower Iigure than 1is
usual, Lastly we have casual labor. Industrial conditions are

responsible for this phenomena 1n the cases wiere men are



_35-

employed only by the day; then a large working populztion is
often supported meagrely on work which is sufficient to employ
only a fraction of the men each day.

From the point of view of its effect on the worker, Sir
W.H., Beveridge(T) hag classcified unemploymént:

(2) the unemployed with a presumption that, within
a period not too long to cause demoralizstion through

ldleness, they will be able to find work again in their
own trades and places

(b) the unemployed with the ability and desire to
work, but with & presumption that they will not again

(within a period . . . as above) find work in their
own trades and places.,

The first effedt on the worker is caused by unemployment aris-
ing from seasonal or cyclical causes; the second is the effect
of what we have czlled technologicsl unemployment.

Personal causes of unemployment are given thelr simplest

clasgification by Commons and Andrews(B):

« . o Unemployment may be defined as the fallure to
make a labor contract. This failure may be traced to
one of three causes: (1) cessation of work arising from
labor disputes; (2) unemployability, or disability, owving
to sickness, 0ld age or other personal conditions; and
(3) inability of men who are willing to work to find
employment.

If unemployment may be classified in these different ways,
which categories may be covered by unemployment insurance
schemes? First,

A man to have an insurable interest must be subject
to the loss of his employment, and consequently Ho the

loss of income earned during employment. This ilmplies
that employment and income therefrom exist. The chronic

{7) quoted in Wolfenden, Hugh H., Unemployment Funds, p.

(8) Commons, John R., and Andrews, John B,, Principles of
Labor Legislation, p. &
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idle have no employment subject to loss, and, to a large
extent, part time or temporary workers are in the sane
category. There will always be gsome who have little or
no employment income, and consequently cannot lose in-
come. (9)

Consequently, these have no insurable interest and thus cannot

be insured. Thig fact is recognized by all unemployment in-
surance schemes, forming the first of their essential charact-
eristics. A condition for the receiot of benefits by any in-
dividual is hisg prior contribution to the scheme, or contribut-
ions made to the fund,in his name, through virtue of the fact
that he was employed, for a certain minimum period. Such a
requirement definitely excludes casgual labor and uneaployables
-~ and may be designed to exclude part-time or under- employed
workers.

But there is a further restriction. "We wisn to make the
point that all the schemes we considered were designed to cover

one specific risk: involuntary loss of employment by persons

continulng willing and able to work. We take this, for reas-

ons which will be seen more clearly later, as one of the prime
essentials of unemployment insurance. True insurance, that is

to say, leaves to other measures the providing of compensation
for loss of work due to sickness, accident, or old age. In

most countries schemes are specifically designed to cover these
risks which are, in any case, outside the scope 0f unemployment
insurasnce. In so far as certain trade unlion schemes paid bene-
fit for loss of employment due to strikes, siciiness, or accident,

those schemes were not true insurance. For unenployment cessss

(0 Craig, James D., "1s Unemployment Insurance Feasible and
Practicable?" p. 6.
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insurance covers one risk, and one risk only. There must be an
i1isurable interest, and in casec where unemployment ig incurred
voluatarily, or through causes not compatible vith continued

desire and ability to work, that interest does not exist.

3. THE RESTRICTION OF THE PERIOD OF BENEFIT.

Granted that unemployment insurance is designed to cover
. %*
only involuntary unemployment , is there any limitation to its
coverage of frictional, seasonal, cyclical and technological

involuntary unemployment? This question is tied up with that

of the limitation of the period of benefit, both in relation to
the contributions paid, and absolutely. Wolfenden's classificat-
ion shows us that the relation between benefits and contributions
varies in each type of plan, according to the fundamental prin-

ciple involved. In compensation plans, for instance, where the

employer is the sole contributor, there can be no relation be-
tween the amount paid by, and that paid out to, tne insured. In

reserves plans, too, the relation of contributions to benefits

is set at some arbitrary figure compiled with a view to keeping

the fund solvent., In plans having more of an insurance nature

(in Wolfenden's use of the term), there 1s usuall” some definite

and logical relation between the contributions and the period of

but . . . s
benefit; £== a pure insurance plan, paying benefits to each in-

sured person for the complete period of his involuntary unem-

ployment, cannot exist. The incidence and extent of unemployment

cannot be calculated with sufficient accuracy to permit this; and

% nenceforth, to avoid repetition, the term involuntery unem-
ployment should be construed as meaning "involuntary unemploy-
ment of persons continuing able and willing to work."
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that 1s what actuaries mean when they brand true “insurance
against unemployment" as impossible.

It follows that there must be a predetermined maximum per-
lod of benefit. And from this follows the fact that unemployment
insurance, though it may assist frictional, seasonal, cyclical,
and. technological unemployment, is unable to assist any of them
for longer than a specific period. It igs the essence of insur-
ance that it must have an actuarial basis, and only in the above
way may the maximum possible amount of demand upon the fund be

determined.

4, PREDETERMINED RELATION OF BENEFITS TO CONTRIBUTIONS.

For this reason -- that the actuarial bassgis of the plan

must be determinate, or it is not ilnsurance -- the demands upon

the fund must be made predictable by the establishing of a defin-

ite relation between benefits and contributions. In compensation

and reserves plans, this requirement is in effect side-stepped

by the limitation of total benefits to the total samount contained
in the fund, But though this makes 1t less neceasary, iln pract-
ise, to exercise care in setting the schemes on & sound actuar-
ial bagis, some definite ratio 1s usually set up with the expect-
ation that the fund will be able to ascist unemployment on the
scale it indicates. With national plans, definitely committed

to pay benefits for a certazin period of time following invol-
untary unemployment, the ratio of benefits to contributions

must be predetermined so carefully that no possible contingency

will maeke the demands upon the fund exceed the amount it contains.
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5. THE ACCUMULATED FUND
We have assumed that the fund should be based upon actuar—
ial calculations without as yet giving any reasons for this.

Since the schemes are to be insurance schemes, they must be

pald entirely from an accumulated fund. The worker is entit-
led to benefit because, having been employed, he has devoted

a certaiv@art of his wages -- or his employer has set aside a
certain portion of the wage fund -- to provide for the contin-
gency of involuntary unemployment. There can be no other bas-
is for unemployment insurance paymentis -- relief, on the other
hand, being distributed on the basis of need alone. If payments
are to be made, then, golely from an accunulated fund, the fund
must be so set up that it will be able to meet the demands made
upon it. The actuarial basis of unemployment insurance, and
the above expedients to ensure actuarial determinacy, are thus

justified.

6. THE RIGHT TO BENEFITS

One further essential of unemployment insurance need be
considered. If the worker is insured under such a scneme, then
upon the payment of contributions he helps build up a reserve
fund. From this, under the provisions of the scheme, he 1is

entitled to receive benefits when the specific contingency

against which he is insured occurs. The sole criterion for re-
ceiving benefits must then be the question of whether that con-
tingency has or has not occured. Benefits are payable as of
right, in contrast again to non-contributory unemployment re-

lief, where the chlef criterion is that of need. There nmust be
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no “means test" attached to the receipt of benefits in a true

unemployment insurance scheme.

f. THE DEFINITION

Having seen, in the preceding five subsections, the es-
sential characteristics of unemployment insurance, we may state

A
our definition :

Unemployment insurance 1is a scheme by which funds are accum-
ulatedl by or in the name of the insured2 to provide benefits,
received as of rightB, at a predetermined rate4 and for a defin-
ite maximumn period5, upon the proved6 occurrence of involuntary

unemployment to insured persons continuing able and willing to

7

work .

The reasons for these various provisos being:

1: as we have said, the fund must be accumulated in advance of
the contingency, so that only those with an insurable risk will
be insured, and because only payment into sucn 2 fund can es-
tablish a right to benefit.

2: this requirement is necessary so that only bona-fide work-
ers will be insured.

3: there may be no means test.

4. we have seen that this is necessary to put the scheme on a
sound actuarial basis.

5: no matter what the type of unemployment, it cannot be
assisted for an indefinite period by insurance.

6: if proof or disproof of involuntary unemployment is
difficult in any occupation, that occupation is uninsurzble.

7. this being the specific risk that unemployment insurance
is designed to cover.

® {his definition i1s in effect an extension of the following:
"Unemployment insurance 1s a scheme by which reserves are
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3. UNEMPLOYMENT INSURANCE VERSUS RELIZF

It has been very difficult to discuss independently the
various "essential" characteristics of unemployment insurance,
because 1 fact these characteristics are all interdependent.
For example: the prerequisite to the payment of benefits as of
right is the existence of an accumulated fund set up on a2n act-
varial basis; this entails limiting benefits to compensation
for a specific contingency; and to ensure that benefits are paid
for this contingency only, contributions from (or on behalf of)
the insured must be exacted; this results in the accumulation

of a fund, and implies the payment of benefits as of right. Ve

have therefore been indulging in what Professor Marshall termed
"ecircular reasoning’, and have arrived at our definition of un-
employment insurance without exploring wnat may be called the

essential nature of the phenomena, the independent factor upon

which 21l these interdependent factors depend. It is hoped that

this essential nature will become more apparent as we continue

with the later sections of this Chapnter, but we may at least
touch on it at this stage by a reference to the distinction be-
tween unemployment insurance and relief. By this latter term is
meant unemployment assistance pald out of public funds to the
needy jobless -- charity to those who, through loss of work, are

without means for sustinence.

First we must make clear the point that the title of this

socumulated in order to make payments to unemployed persons
in a systematic manner without resort to tax funds."
--=Hansen, Alvin H., and Murray, Merrill G.,

A New Plan For Unemployment Reserves, D. 24,

—
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subsection ("Unemployment Insurance versus Relief") does not
imply any conflict between these two types of unemployment aid.
On the contrary, relief must almost always co-exist with in-
surance in any country, since the latter cannot assist all un-
employment. This section 1s not intended to be a. discussion of
factors determining the choice between these two methods, but
rather a glimpse of the fundamental differences between then.

Unemployment relief hasg come to be a heavy drain on fiscal
monies in our depression-ridden age. The usual criterion for the
payment of relief prover is the existence of need, resulting
from loss of employment through any cause -- voluntary or in-
voluntary, due to strikes, sickness, old age, or actual lnabil-
ity to find work. The money paid out comes from general tax
funds.

In most countries unemployment insurance was concelilved as
one part of a social welfare progreom; it was to gystenize un-
employment assistance and force the worker to vrovide for bad
times in days of plenty. A mixture of saving, risk-spreading

and compensation, it is not insurance in the pure sense of the

word; but neither 1s it relief. The essential nature of unem-

ployment relief is its ald to the needy for humanitarian reos-

ons. The essential nature of unemployment insurance is its

building up of a fund, upon which workers may draw when they
suffer involuntary unemployment. Here, humanitarian motives are

not directly involved.

This distinction between insurance and relief 1is a vitcl

one, which must be kept in mind. We will return to the point

geveral times, in later Chapters.
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C. The Principles of Social Legislation.

Any consideration of the rise of social legislation, and
the motives underlying it, must commence with at least a brief
discussion of the outstanding phenomenon in recent economic
history. 1In the field of economic policy, every nation in the

world has been gradually but inevitably forced to abandon the

0ld policy of laissez-faire.

More and more our leaders have come to understand that,
in our complex modern economy, individual enterprise -- liber-
ally allowed full freedom -- did not follow Adam Smith's opre-
cepts. The system did not wori out so that each person's self-
seeking in the economic gphere totaled up to the maximum good
for 2ll. On the contrary, with the growth of large-scale cap-
itelism came large-scale abuses =-- monopolistic competition;
exploitation of classes with little economic power =-- which only
the state had the authority to control. Gradually, the state
began to realize that it must use that authority. As it tried
"yelfare" to atone for the blunders of canitalisn, we had the
"Jaw of increasing government expenditures." But this was not
enough, and such devices as anti-trust laws and nininum wage
regulations were brought in to further eliminate social conflicts,

Dr. Richter(lo) sunnarizes the new attitude as follows:

Man has always lived in groups; these groups grow

in number as civilization progresses -- fauily, tribe,
orovince, state, then nation. The smaller groups

{10): Taken from notes on Dr. Lothaor Richter's lectures on
Modern Economic Problems given in Dalhousle University.
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retain thelr primary functions as the larger ones grow
up; and other groups, such as labor unions and church
congregations, which are not totally in harmony with
the purposes of the state, may continue to function or
may come into being. When groups or classes clash we
have conflicts, and a social problem c-rises. The groups
face each other, or defy the state, threateninc to
destroy the whole community. Ironing out the differ-
ences is necessary, and the groups should be integ-

rated into the community while still retaining their
identity.

Social legislation aims at safeguarding all classes
of society and minimizing conflicts so that the pur-
poses of the state as a whole will be furthered. When
we observe these class clashes and disharmonies we
should try to remove the causes razther than merely the
symptoms of the discontent. For instance, we should
remedy wage and working conditions rather than zttempt-
ing to dissolve trade unions. The real 2im of social
legislation is to achleve the true purposes of the state.

This sociological approach to social legislation is o good start-
ing point, thouch it lacks emphasis on certain ports of these
measures. Dr. Richter will not attempt 2 guess as to the "true
purposes of the state," considering this supposition,and out of

the field of economic analysis. Bul we may say that soclal

legislation is usually initiated because of a desire to maximize

economic welfare and security for every member of the state.

The question of achleving economic security is one which
has received grezt emphasis from writers on social legislation.
Though, in the early days of growth of demands for economic dem-
ocracy, stress was laid on establishing a certeln minimum in-
come for every member of the state, today's troubled econonmic
1ife has added to that a demand for economic security. If the
purpose of the state be to ensure, for all, the maximum econonic
welfare compatible with the existence of present institutions,

the first problem it must conslder is this: 1t must provide
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funds to care for the economically weak when they are faced
by contiﬁgencies against which, because of their slim means,
they are unable to provide in advance.
For reasons into which we are about to inguire, social

legislation has often been judged the best way of providing

this economic security.

D. The Aims of Social Insurance.

We may ascsume that the state holds the following view: so
far as it is possible, every member of the community in good
standing should be assured of a certain minimum standard of
living. This necessitates, first of all, a minimum real income
for those engaged in productive activity. But it further neces-
sitates some provision for the times when, through no fault of
his own, the worker is unable to earn income. The most common
causes of loss of income are accident, sickness, 0old age, and
inability to find employment. All these contingenclies may be
covered by social insurance. A further field is protection of
the wage-earner's family when he dies, 1s uncble to earn, or
earns insufficient income to maintain them 1n health and decency.
In general, it may be said that the state has made a policy of
providing such insurance for those whose incone is too low to
let them provide it for themselves, Granted that providing
economic security was good, soclal insurance promised more re-
turns for each contribution from the worker than could «a¥ other
schemes, such as the only likely alternstive -- individual sav-

ings. Those who could afford only the cheapest method of
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insurance were given it by the state -- the risk was spread on

the broadest possible base,and as a general rule the schemes

were heavily subsidized.

But it may be asked, why did the government not go the
whole way; why did it not provide these insurance benefits free
of all cost to the worker? All the remaining elements of liber-
alism in the community thunder "No!" to such = proposal. They
can give a hundred reasons against it -- it would degenerate
into support of a class not economically self-suvporting, it
would break down the moral fibre of the assisted clasces; in
other words, it would be & wicked waste of public money. In
truth, where actual need has forced the support of members of
the community without any prior contribution on their part --
unemployment relief, non-contributory old age pensions -- such

social diseases as pauperization have occured. The criterion

of need is the only one which present-day socileties are willing

to recognize as a prerequisite for free help, and i1t is to be
hoped that the encouragement of individual self-help through
social insurance schemes, no matter how heavily subsidized,
will prevent prevent the worker from sinking to this low ebb of
existence =- where actual lack of food and shelter for hinself
or his family forces him to 2vply to the community for zid. If
people are to build up reserves against contingencies, then,
social insurance, spreading the risk throughout the whole in-
sured population, is the cheapest way of accomplishing this. If
there is a certain clasc of men who wish to make no provision
for the future social insurance, in forcing them to do so, pre-

vents the later occurrence Of actual need.
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E., Unemployment Insurance as Social Insurance.,

Unemf#ployment insurance was a late-comer to the social in-
surance field because for s long period of time many held the
view that unemployment was not an insurable risk. As we have
seen, the addition, to the insurance nature of unemployment in-
surance, of savings and compensation principles, made unemploy¥
ment insurance actuarially possible. 9Since experience proved that
large portions of the population could be unemployed at one time,
and the mere sharing of risk could not provide benefits for all
in times of deep depression, the savings element along with the
limitation of the benefit period was required; but the final re-
sult was actuarially sound unemployment insurance.

We have discussed briefly the differences between unemploy-
ment insur:nce and relief. Now, in the light of the above sec-
tion, the chasm between them becomes clear. The criterion of
right, and the criterion of need, as bases for benefit payments,
are completely irreconcilable and no scheme can combine them. We
will remember this when we see some of the difficulties the Brit-

ish and German unemployment insurance schemes got into.

1. INDIVIDUAL JUSTICE VERSUS THE COIMOMN CGOOD

We have not emphasized the fact that social insuraence im-
plies some compromise between the concepts of individual justice
and of the common good or welfore. Individual injustice involved
in such a scheme may be of two classes -- subjective or object-

ive. Subjective injustice is a feauvure of any compulsory insurance
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scheme, since the exact degree of "insurable interest" to be
protected in each case can only be a matter for subjective de-
cision. The discrepency between the premium exacted and the
psychic benefit received is apt to be greater than the object-
ive discrepency -- and even this is great.

Objective injustice, arising from a difference between the
cost and the benefits of compulsory unemployment insurance to
any individual, may occur in two ways. First, the risk of un-
employment to which a person is subject depends to a marked ex-
tent upon his occupation. This is readily seen in cyclical un-
employment, for instance, some industries being gseverely affect-
ed by the cycle while others are scarcely touched. And yet,
national unemployment insurance schemes seldom grade contribut-
ions as between different occupatioﬁs.

Second, the risk of unemployment 1s obviously dependent
upon personal factors; when the working force of a plant must
be cut down, the inefiicient 2re the first to be discharged.
gince all workers within a glven wazge group pay the same prem-
ium, this has led to the charge that unemploymen£ insurznce
neans saddling efficient workers with the burden of providing
relief for the inefficient.

Many phases of this individusl injustice arise from the
administrative difficulties inherent in a large-scele, compulsory

insurance scheme. Even 1f the efficlency of each worker could

be estimated in determining his contribution, there is no reas-
on to believe that his risk of unemployment could be accurately
calculated from this -- in today's economy, unemployment may

arise from so many other different factors that it 1s impossible
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ment throughout the whole body of tie insured is the only one
which may safely be used in calculoting contributions.

In connection with this whole question of classifying the
unemployed according to efficiency or according to occupational
risk of unemployment, we may return for a moment to the nature
of unemployment insurance. In an attempt to show that such in-
surance 1s not true insurance, the President of the Metropolitan
Life Insurance Comvany has wriltten:

To be sound scilentifically and fundamentally, it 1is
essential to an insurance plan thsat:

1l. 4 fund be accumulated, in advance of the event,
out of which definite payments can be made upon the
occurrence of the contingency agalnst which insurance
is provided.

2. The insured must have a definite interest in the
contingency against which he is insured, which need not
be monetary, but which must be capable of approximate
measurement in money, computed by the law of averages.

3. The rate of occurrence must be predictable with-
in reasonable limits and be beyond individual control,

. and those insured must be placed in homogeneous groups.

L, It must not be possible for the contingency to
happen to too large a proportion of the grouv at one time.

5. The actual occurrence of the contingency must be
easy of verificstlion and of proof that it falls within
the scope of the insurance contract. (11)

Now, unemployment can comply with certain of these re-
quirements, and side-step others by the introduction of savings
since experience proves that the contingency of un-

principles (

employment can “happen to too large a proportion of the group

at one time") and by the postulation of a limited liability type

' 5 7 LIS
T1Y: Ecker, Frederick H., "Is Unemployment Insurable?”; Proceed-
gngé of the’Acade@X of Politicsl Science, XIV, No. 4, pp. 2&--32.
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Of insurance. But the fact that, in contravention of Mr. Eck-
er's third requirement, the rate of unemployment -- either in
the general or in the particular -- cannot be accurately pre-
dicted from past experience, and the fact that administrative
difficulties will not vermit placing the insured in homogeneous
classes, makes perfect individual justice impossible.

And there is a deeper factor than mere administrative dif-

ficulty. For unemployment insurance must involve some sacrifice

of the principles of individual justice in the interestgs of the

common welfare. The fact that the insured cannot be "placed in

homogeneous groups" according to their rigk of unemployment,
need not delay a social insurance scheme. If the common good 1s
to be benefitted by the plan suca things need not be considered
too seriously.

In so far as sai%ngs principles are involved in the plan,
individual justice is considered to some extent; for though these

are ] they do
principles 2 introduced to ald actuarial soundness, &=%==s helD
ensure that the worker will receive from the scheme benefits in
some measure proportionate to the ziount he haos paid in.

But the insurance principle compells spreading risk on the
widest possible base -- lnsuring = large portion of the state's
workers, in order to provide against the highly variable contin-
gency of unemployment. ToO this end contributions nust be exacted

from all. If unstable industries are benefitted at the expense

of stable ones, of inefficient worlers at the expense ol the
efficient, the end 0I insurance against unemployment is enough

gocially desirable to compensadte for this.

It will be one of our more important tasks, below, to attempt
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an estimate of the exact balance between in dividual justice and

cormon welfare aimed a2t by the Canadian Act, and see just how

well the Act achieves the desired balance.

2. THE ALLEVIATION AND THE PREVEITION OF UNEMPLOYLELNT

The primary purpose of unemployment insurance is always
the provision of an efficient scheme for the alleviation of un-
employment. But obviously sucih a scheme would be defeatin: its
own ends 1f 1t resulted in an increace in unemployument. Secondary
alms of the insurance must therefore alweys be the encourazenent
of employment, and avoidance of any causation of increased un-
employment by tiie scheme. Many different expedients ore used in
connection with the schemes to encouragce employment; and non-
discouragement of employmnent as well as encourzgseuent of employ-
ment must be considered in relation to the long-run effects of the

schemes. Here, again, 1s a major problem to be considered later

in relation to the Canadian Act.



CHAPTER III: NATIONAL COMPULSORY UNEMPILOYMENT INSURANCE.

This Chapter is a comparison of

The Unemployment Insurance Act, 1940 (Canada)

with

The Unemployment Insurance Bill (Britain), 1935,

The Employment Exchanges and Unemployment Insurance

Act of 1927 (Germany).

4
The Social Security Act (United states), 1935.

The comparison will be point-by-point. The alims of the
Chapter are (1) to show the extrcomely close resemblance between
these plans; (2) to build up a fund of knowledge regarding the
Canadian Act, for use in the later deduction of its aims; (3)
having shown the 1ikenesé of the British, German and American
plans to the Canadian Act, to use them (by analogy) in the de-
duction of the aims of the Canadian Act, and (4) the analysis
of its probable efficiency, and short- and long-run effects.

The provisions to be considered may be grouped under the
following general headings: (1) the scope and limits of the

schemes, (2) contribution- collecting procedure, (3) benefit

% the complete text of which is given as an Appendix to
Douglas,Pavl H-, Social Security in the United States.
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procedure, (4) administration, (5) employment exchanges, (6)
provisions for encourazing employment.

The discussion of the German scheme is based largely on
the authoritative account of its provisions gilven by Miss Car-
roll(l), and concerns that scheme as it existed before the ad-
vent of the Nazl regime. It 1s entirely unlikely that any such

scheme exists in Germany at the present time.

A. The Scope and Limits of the Naotional Schemes.

The first point to claim our attention in connection with
the national schemes is the occupations covered. Section 13 (1)

of the Canadian Act states that

*

. ; : all persons who are employed in any of the en-
ployments specified in Part I of the First Schedule to
this Act, not being employment specified as excepted em-
ployments in Part II of that Schedule shall be insured
against unemployment in manner provided by this Act.
employment being, according to Part I of the
First Schedule, “Employment in Canzdec under any contract of ser-
vice or apprenticeship . . ." Part II of the Schedule lists
nineteen excepted employments, Of which the most important are
agriculture, forestry, fishing, lumbering and logging, hunting

and trapping, transportation by water or air, stevedoring, dom-

estic service, service in hospitals or charitable institutions,

and employment for which "no wages or other money payment is

made."

(1): Carroll, Mollie R., Unemployment Insurance in Germany.
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The British Act says,

l. Subject to the provisions of this Aict, all per-
sons of elther sex, whether British subjects or not,
being persons who have attained the maximun age for en-
try into insurance under this Act and are employed in
insurable occupation, shall be insured against unemploy-
ment in manner provided by this Act.

Here again, the First Schedule to the Act contszsins the list of
uninsured employments. The list is gimilar to the Canadian one
- agficulture, domestic service, nursing, teaching, and again
employment for which "no wages or other money payment is made,"
are excepted employments. Aside from this (the similarity of
language strongly supports a belief that the Canadian Act 1is
modeled after the British one), Yemployment in Great Britain
under any contract of service o¥ apprenticeship . . ." is insured.

Carroll says of the German Act,

The occupational groups compulsorily insured 1in the
health and szlaried employees insurance funds conmprise:
(1) laborers, journeymen, aporentices, and domestic ap-

. prentices; (2) the administrative staff of industrisl
or commertial establishments, foremen, and other employ-
eegs of similar occupation, if this work constitutes
their main occupation; (3) clerks in stores, offices and
drug stores, and apprentices in the last named occupgt-
ion; (4) actors and musicians, regardless of the artistic
value of their performances; (5) teachers and instruct-
ors, and persons employed in connection with education,
instruction, nursing and welfare work, 1f these are
their main occupations and main sturce of income; (6)
domestics; (7) crews of German seagolng ships; (8) in-
dustrial home workers, wino are included withlin the

health insurance law. . . (2)
and of excepted occupations,

Exception from compulsion to insure is granted to

(2): Carroll, op. cit., p. 50 n.
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certain agricultural, forestry and fishery workers
. « . Certain casual workers, who are regularly em-
ployed less than 26 weeks in twelve months, may,
upon application, be excused if the job is only
their secondary occupation. (3)

Evidently a different criterion ag regerds exception of
occupations 1s the rule here; unstable employments are not ex-
cluded for the reason that their inclusion would ruin the ac-
tuarial basis of the Act -- they are rathci "czcepted from com-
pulsion to insure," presumably, Miss Carroll concludes, because
exacting contributions in these employments would discourage
workers from engaging in then. Déspite the fact that the Act
covers only a specified number of occupations, it anvears to
have fully as broad a base as the Canadian and British and Canad-
ian Acts, which include all occupations except those specifically
exennted, rather than enumerating occupations to be included.

Because of constitutional difficulties, the American plan
took a peculiar form which may be briefly indicated. The Social
Security Act exacts contributions from any "employer . . . (in
regard to whom it is known that) on each of some twenty days
during the taxable year . . . the total number of individuals
who were in his employ . . . was eight or more."(4) But this
amount was not to be used directly in the payment of unemploy-
ment benefits; its actual purpose ig to stimulate the setting up
of unenployment insurance schemes 1n every state -- for the amount
paid to such schemes by the employer may be credited agalnst

the amount owing under the above Act, up to 90 per cent of the

total tax. The money actually collected as above, together with

(3) Carroll, op. cit,.,, pp. 50-51.
(4) The Social Security Act, Sec. 907, subsection (a).
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subsldies granted by Congress, is granted to the States to cover
the administrative costs of their schemes, if apnroved.

The result of these provisions has been that unemnployment
insurance schemes have been set up in every State of the Union.
The Act imposes no restrictions on the occupations covered under
these schemes, but generally they cover those indusiries which wou
would otherwise be taxed under the Feder=l Act. This Act after
December 31, 1937, imposed a three per cent payroll tax on all
wages pald 1n respect of employment; and Section 907(c) states

The term "“employment"™ means any service, of whatever
nature, performed within the United States by any employee
for his employer, except—---

the mosgt important exceptions beling
agricultural labour, domestic service in a private home, service
in the employ of the ﬁnited Stategs Government or the Government

of a State, or service 1in the employ of a charitable orgonization.

A further provision in these Acts is the limitation of in-
surance coverage to those earningz less than a certaln awount. In
Canada, those earning more than two thousand dollars a year are
not insured; in Great Britain the Maximum income covered ls 250
pounds sterling (say, $1200) and in Germeny 6,000 maris (say,
$1500). There appears to be no such limitation in the Social
Security Act, although various State schemes limit coverage to

persons earning less than $2500, or in other cases $2000, a year.

The British, Canadian and German plans provide for exclucion

of seasonal occupation. But aside from the fact that certain
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Obviously seasonal employments are entirely excluded from cover-
age, and the requirements for benefit exclude other seasonal
worxers, the onus for obtaining exemption from coverage rests on
the seasonal worker. ®Section 16(1) of the Canadian Act says,
Where any employed pcrson proves to the satisfaction
of the Commission that he is . . . employed in any occup-
ation which 1s seasonal and which does not ordinarily
extend over more than twenty weeks in any year and 1is not
ordinarily employed in any other occupation which is
insurable occupation . . . the Commission shall grant
him a certificate exempting him from liability to con-
tribute under this Act and the holder of such certificate
shall not be insured under this Act.
The provision in the British Act is much the same, as 1s the
3%
German provigion. The American situation 1s again hard to gen-
eralize.
In discussing the scope of these plans, we may label them
"national" in that they cover workers of the insured categories
throughout the nations concerned. The American scheme in effect

does this, since it has induced the setting up of State plans in

every State .x

B. Contributions and Thelr Collectlion.

In the Canadian, British and German schemes contributions
are collected from all insured workers, and from their employers.
The American Federal plan ilmposes a tax upon employers anly,
though many of the state schemes exact contributions from employ-
es as well.

In the Canadian scheme the workers are classified into groups

according to the wage earned, and each group pays a specified

# see above, page 54. )
X in this thesis State (c«p.‘talused) always re¥ers Yo
a State of the American Union,
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contribution. The Table given on this vage shows how the em-
ployer's and the worker's contributions both vary with the wage

paid, and gives a rough idea of the vroportion of wages paid,

in each case, as benefit.

TAELE B

CONTRIBUTIONS PAYABLE UNDER TIE CANADIAN INSURANCE ACT.*

"Repres- Contributions Contributions

Weekly Wage antative Worker Employer as % of "R.Wage"

($) Wage" {weekly) Worker Employer

% % ¢

less than 5.40 540 0 0.27 0 5.0 %
5.40 = 7.50 6.45 0.12 0.21 1.9 % 3.3
7050 - 9.60 8050 0.15 0025 1.8 209
9.60 - 12.00 10.80 0.18 0025 107 203
15,00 - 20.00 17.50 0.24 0.27 1.4 1.5
20.00 - 26.00 23.00 0.30 0.27 1.3 1.2
26,00 - 38,50 32,00 0.36 0.27 1.1 0.85

# figures from the Seeéond Schedule to the Canadian Unemployment
Insurance Act, 1940.

In Britain, in contrast to the Canadlan scheme, the work-
ers are clagsified for collection of contributions, only accord-
ing to age and sex. No matter what wage he earns, a male work-
er "who has attained the age of 21 years" is required by the
Third Schedule to the Act to pay contributions of 104. per week.
Men between the ages of 13 and 21, women ¢ver 21, women betueen
18 and 21, boys between 16 and 18 and girls between 16 and 18,

form other classes paying progressively lower rates of contribution,
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In both the American and German plans the contributions ex-
acted from insured workers are an exact percentage of wages; in
Germany the contribution from the worker is not to exceed 1% ver
cent, and this contribution may be decreased when the nationsl
fund has reached a specified level, in any district where income
to the national fund exceeds demands made upon it for three con-
secutive months. Many of the States of the American union heve,
in addition to the three per cent levy on employers induced by
the Federal Act, imposed a tax of one per cent, to be paid by the
worker, upon his pay check.
In these schemes thec employer's contribution usually bears
a definite relation to the worker's contribution. In Canada, as
Table B shows, the employer's contribution, like the worker's,
ls scaled according to the wage group into which each worker
falls. In Britain, where a flat rate of workers' contributions
prevails, the employers' contributions are also paid at a flat
rate. The employers' contributions in respect of each individual
worker are equal to the contribution which that worker pays, and
thus vary only with the age and sex classification of that worker.
The German plan also collects from each employer a contrib-
ution, in respecé of each worker, equal in amount to that paid
by the worker. Since the latter's contribution is 15 per cent
of his wage, the employer's contribution is also 1. per cent of
his payroll. An exception 1s any district where the contribution
levied against both employers and workers may have been reduced
owing to a low incidence Of insurable unemployment.

The American plan, as we have geen, exacts from the em-

ployer at least three per cent of his payroll; for if the State
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levy is less than this -- in many cases it is 2.7 per cent --
the balance is collected under the Federsl Act. Those States

which impose a three per cent tax on the employer render him
liable to a total contribution of 3.3 per cent, since only 90

per cent of the Federal tax is offset by contributions to State

funds.

Governmental contributions to the fund vary in the four
countries we have been considering. The most liberal provisions
are the Canadian and British; under the former plan, the govern-
men?édds to the Unemployment Insurance Fund one-fifth of the
total funds vald in by employers and employees, and in addition
bears all costs of administering the scheme -- the Sections of
the Act specifying this make it clear that no charge except bene-

fit payments is to be levied =2gzinst the Fund:

11. The cost of administration of this Act including
renunerstion of Commiscioners, officers, cleriks and emn-
ployees; shall be pald out of moneys provided by Parl-

iament.

(1) There shall be a special account in the Con-
solidated Revenue Fund called the Unemployment Insurance
Fund « . . to which the Minister of Finance shall from
time to time credit all moneys received from the sale of
unemployment insurance stamps and all contributions paild
otherwise than by mezns of such stamps. . .

(2) The Minister of Finance shall also credit in
like manner from time to time out of moneys provided by
Parliament an amount equal to one-fifth of the aggregate
credits from time to time made as aforesaid . . .

(1) . .. the Minister of Filnance nay, subject to
the nrOV1s1ons of this 4Act, on the requisition of tne
Commission or its authorized officers, pay out of the Fund
claimeg for insurance benefit and rerunds of contributlions
but no other payments shall be made a charge on the

Fund *

# underlining uere, as before, is my own.
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In the British plan the administrstive expenses are paid
directly from the insurance fund, but here the Government makes
a larger contribution =-- one-half of the total contributions
paid by employers and workers. That 1s to say, in respect of a

male worker over 21 Jears of age, the worker, his employer, and

the state each pay a contribution of 104.

Carro11(5) writes that the administrative costs levied a-
gainst the British unemployment insurance fund amounted to as
much as 12.5 per cent of that fund. Ma<ing the assumption, per-
haps justified, because of the resemblances between the two
schemes, that Canadian administrative expenses will not rise
above this amount, then the total vercentage of cost of the scheme
borne by the Canadian Government will be 16 2/3 (direct contrib-
utién) plus 123 per cent of the fund, which totals 29 1/6 per
cent; this is slightly lower than the Britisih government's di-
rect contribution to its fund of 33 1/3 per cent.

In the German scheme, "while thc contributions of employers
and workers cover ﬁhe normal chargces of unemployment and allied
gervices, special assistance is granted fron public funds."(6)
Emergency unemployment benefits, wihich will to be referred to
later, were paid by the state; but all strictly insurance bene-
fits, and all administrative costs were borne by the fund alone;
the fund was not subsidized by the state. "Industry's obligation
for financial support of unemployment agsistance and allied ser-
vices was taken for granted," and the government made no contrib-
utions to the cost of the insurance. Even the Health Insurance
3): Saem, . 78
7): Idem, p. 48

cit., p.87.

PN N N
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scheme, which collected unemployment insurance contributions,
charged the latter fund a fee for thig service.

In America, the situation is much the same. The States
pay no direct contribution to any of their schemes, nor do they
Day the administrztion costs of their unemployment insurance
boards or offices, since these ore paid by the Federal Government.
The money used for this is paid out of ~unds granted by Congress,
but whether it exceeds the 0.3 ver cent (nminimum) payroll tax
collected from employers by the Federcl Government, is douhtful.
There is probably no net government subsidigzation of the "™ited

States schemes, any more than there is subsidization in Germany.

In all cases the worker's contribution is collected as =a
payroll tax -- that 1s, the awmount of his contribution is deducted
from his wages, by his employer, before he receives them. The
employer is responsible for paying the worker's share in the ex-
penses of the scheme, as well as his own. Provigions of tae

Canadian Act are detalled on this point:

18. Except where regulations under this Act otherwise
preséribe, the employer shall in the first instance be
liable to pay both the contributions payable by himself
. . o and also, on behalf of, and to the exclusion of,
the employed person, the contribution payable by that

person.

19. (1) where the employed person,receives any wages
or other pecuniary remuneration fron the enployer, thg
amount of any contribution pald by the employer on behalf
of the employed person shall . . . be recovereble by
means of deductions from the wages of that person or feom
any other pecunlary remunera.ion due from or payavle by
the employer to that person and not otherwise;

21, Notwithstanding any contract to the contrary, the
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enployer shall not be entitled to deduct from the wages

of, or o?herwise recover from, the employed person, the
employer's contribution . . . i

23. (1) Any sum deducted by an employer from wages

Oor other remuneration under this Act shzll be deemed to

have been entrusted to him for the purnose of paying the

contribution for which it was deducted.

The provigions of the British Act on these points ore al-
most identical. In the Geriien and Americzn schemes, zlso, the
employer is responsible for the collection o7 his workers' con-
tributions as well as his own. In Germany, "the employer for-
wards to the health insurance fund botilr his own and the workers'

w(8) In the United

contributions to unemployment insurance.
States the contributions are forwarded to the States Insurance
Boards, and the employer forwards the Federal levy directly to
the Federel Government. The provisions to ensure that payroll
deductions will not be greater than intended under the law are,
in the German and Anerican plans, sinilor to the Canadlan.

In regard to the employer's =ctual payment of contributions
the Canadian and British schemesg are again similar. Except as
may be specially provided in a few cases, the Canadian employer
buys from the Post Office, Unemployment Insurance stamps, which
he pastes into each worker's Unemployment Insurance book. The
stamp affixed in each case represents the sum of one contributlion
by the worker and the employer. The book remains in the possess-
jon of the employer == thougn the worker has the right to inspect
his own book -- until the worker bGCOmes:g&ployed, wien it is

returned to him and he deposits it witnh the Employment Exchange.

(8): Carroll, op. cit., D. 43.



- 64 -

The book will contain the complete record of contributlions

made by or on behalf of him, and will be used in calculating
his benefit period. The funds obtained by the Post Office from
the sale of Unemployment Insurance stemps are placed to the
credit of the Unemployment Insurance Fund.

Under the German Act, as we have seen, the contributions
are forwarded to the Health Insurance fund, which acts as the
collecting agency; Carroll does not give the exact administrative
procedure set down to ensure that the conﬁributions paid by, or
in the name of, each employee, are credited to him. The Amer-
lcan plan does not use uneinployment insurancc books or stamps,
but each worker is assigned a Social Security Number which he
retains through life, and which is used in recording his con-
tribution total.

gome further administrative detzils of the Canzdian scheme
may be recorded for future reference. Where the worier, naving
proved himself a seasonal worker within the meshing of tne Act,
is exempted from contribution, the employer 1is none the less re-
quired to pay the cppropriate contribution in respect of him.

A person earning less than 90¢ per day, or a young worker less
than 16 years of age, is not required to contribute to the Fund,
but the employer must make contributions in resvect of him.
when a worker works the full working weex for any employer, no
other employer is required to pay contributions in respect of

1 f he works for each of two employers for less than the

him;

full working week, in any one week, both employers are llable
to pay contributions in respect of him at a daily rate whici 1is

exactly proportionate to the weekly one, for the number of days
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he 1s employed by each respectively. Contributions made in

error by either employers or workers are recoverable under

the provisions of the Act.

C., The Payment of Benefits.

The conditions under which benefit is payable under the
provisions of the Canadian Act are somewhat conmplicated, and
the Act must be quoted at length to make them clear. Comparison
with the other Acts will clso be lengthy; benefits and their
payment are perhaps the most important parts of the schemes,

and the features which it is most egssential that we understand.

1. QUALIFICATION FOR BENEFIT.

Under the Canadian Act,

27. Every person who being insured under this Act is
unemployed and in whose case the conditlons laid down by

this Act . . . are fulfilled, shall, subject to the provisions

of this Act, be entitled to receive payments . . . €0
long as the statutory conditions continue to be fulfilled
and so long as he is not disqualified under this Act for

the receipt of benefits . . . .

8. The receipt of insurance benefit by an insured per-
son shall be subject to the following statutory conditions,

(1) that contributions have been paid in respect of him
| while employed in insurable employment for not less
than one hundred and eighty days durlng the two
years immediately preceding the date on which a

claim for benefit is made;

(ii) that he has made application for insurance benefit
in the prescribed manner, and proved to have been
unemployed on each day on which he claims to have

been unemployed;
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(111) that he is capable of and available for work but
unable to obtain suitable employment; and

(1v) that he proves either that he duly =ttended, or
that he had good cause not to attend, any course
of instriiction or training approved by the Com-
mission which he may have been directed to attend
by the Commiscion for the purpose of becoming or
keeping fit for entry into or return to employment.

31. Any insured person shall not be deemed to have
failed to have fulfilled the third statutory condition
by reason only that

(a) he is attending a course of instruction or training
approved by the Commission in his case; or

(b) he has declined

(1) an offer of employment arising in consequence
of a stoppage of work due to a labor dis-
pute; or

(ii) an offer of employment in his usual occupation
at wages lower, or on conditions less favour-
able, than those observed by agreement between
employers and emnloyees, or falling any such
agreement, than those recognized by good em-
ployers; or

(iii) an offer of employment of a kind other than em-
ployment in his usual occupztion ak waces lowver,
or on conditions less favourable, than tiose
which he might reasonably have expected to ob-
tain, having regard to those which he hablt-
ually obtained in his usual occupation . . .

Provided that after the lapse of such an interval
from the date on which an insured verson becomes unem-
ployed as, in the circumstances Of the case, 1s reason-
able, employment shall not be deemed to be unsuitable
by reason only that it is employment of a kind other
than employment in the usual occupation of the insured
person, if it is employment at wages not lower and on
conditions not lesc favourable than those observed by
agreement between employees and employers or, falling
such agreement, than those recognized by good employers.

32, Notwithstanding anything contained in this Act
no insured person shall be disqualified for receipt of
benefit by reason only of his refusal to acceplt employment



1f by acceptance thereof he would lose the righnt—--

(a) to become a member of, or

(b) to continue to be a member and to observe the
lawful rules of, or

(c) to refrain from becoming a member of

any association, organization or union of workers.

37T. An insured person who has in any benefit year
exhausted his benefits shall not thereafter be entitled
to benefit for any day in that benefit year, nor shall
he become entitled to benefit in his next benefit year
before there ig paid in respect of him the last of the
contributions specified in paragrapvh (b) of subsection
one of section forty.

Which contributions are, according to the above-mentioned para-

graph, the requirement that

.« . o S8ixty days' contributions have been pald in
respect of him since the last day for which he received
benefit for his benefit year immediately preceding.

43, An insured verson shall be disqualified for re-
ceiving benefit=--

(a) if he has lost his employment by reason of a stoppage
of work which was due to a labor dispute =t the fac-
tory, workshop or other premises at Vhich he vas em-
ployed, s . . but this disqualification s@all last
only so long as the stoppage of work continues, and
shall not apply in any case where the insured proves

(1) that he is not participating in, or financing or
directly interested in the labour dispute which
caused the stoppage of work, and

(1i) that he does not belong to a grade or class of
workers of which immediately before the comaence-
ment of tiie stoppragse there were members employed
at the premises at which the stoppage is toking
place any of whom were partigipating.in or finan-
cing or directly interested in the dispute . . or

(b) if on a claim for benefit it is proved by an ofiicer of
the Comaission that the claimant---
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(1) after o situation in any employment which is
sultable in his case has been notified to hin
by an employment office or other recosnized agency
or by or on behalf of an emnloyer as vacant or
about to be come vacant, has without ood cause
refused or failed to apply for such o situation,

or rgfused to accept such situation when offered
to him, or

(11) has neglected to aveil himself oF an opportunity
of suitvable employment, or

(ii1) has without good casuse refused or failed to carry
out any written direction given to him by an of-
Ticer of the employment office with o view to
asslsting hinm to find suitable employuent . . or

. employment

1f he has been discharged from his md e by reason

of misconduct or 1f he voluntarily leaves his employ-
ment without just cause; or

while he is under sixteen years of age; or

while he ig an innate of any prison . . « Or . . while
he 1s a resident . . . ouk of Canada; or

if more than half of the number of contributions made
in respect of him in the one year immediately preceding
a claim for benefit are at the lowest rate of contrib-
ution specified in the Second Schedule.

44, A person shall not be deemed to have been dis-

charged from his employment by reason of his own mis-
conduct if he is discharged on account of membership in,
or of lawful activity connected with, any ascociation,
organization or union of workers.

45, Where =ny claim for benefit by an insured person

is disallowed by the court of referees or the umplire, on

the
(a)

(b)

the

ground ..

that the third statutory condition is not fulfilled
in his case; or

that he ig disquelified for receiving benefit under
paragraphs (b) or (c) of section forty-three of this
Act,

court of referees or the umpire shall declare the in-

sured person to be disqualified from recelving benefit
for a period not exceeding six weeks Deginning from such
date as may be determined by the court of referees or

the umpire, as the case may be.
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The British Act in its provisions is, arzin, extremely
similar to the Canadian. The four "statutory conditions" which
the insured must comply with before qualifying for benefitis --
payment of 180 days' contributions, application for benefit 1in
the prescribed manner, ability and willingness to work, attend-
ance at training courses =-- are the same. Here, too, the insured
is not considered voluntarily unemplojed if he refuses a position
because of his attendance at an approved treining scheme, or be-
causg the position offered 1s vacant as result of a labowr dis-
pute, or because he 1s offered a job =t substandard wages in his
own or another occupation. The clause specifically protecting
trade union membership is not included in the British Act; but as
in the Cancsdian scheme, a person exhausting his benefits in any
benefit year must pay sixty days' contributions before zgcin be-
coning eligible for benefit. Persons becomin;; unemployed as re-
sult of g strike in which they are directly interested are inel-
igible for benefit, as are inmates of vrisons or charitable in-
stitutions. Workers discharged for misconduct, or quitting vol-
untarily without food reason, may be disqualified as in the Can-
adian scheme for a period of six weeks.

The German plan specifies that to drow benefits

The worker must have fulfilled the occupational re-

quirements. He must be zble and willing to work and
involuntarily unemployed. He must not neve exhausted

hig claim,.

Eligibility for beneflits obtains only afiter a person
has, during a year, worked 26 weeks in a compulsorily in-
sured occupation. It may not be goined through mere pay-
ment into the unemployment insurance fund. Employment
jtself ig a prerequisite . . .

A person who voluntarily leaves on insured occupation
to work independently or without pay is ineligible for
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benefits. An unemployed person receives no benefits cdur-

ing the period when he accepts wage o i
! S Or compensciion in
liéu of them . . . ° pERsEe

___ The foremost condition for eligibility is ability and
w1111ngme§s to work. Unemployment musi be involuntary . .
A person 1s not considered able to work if he is sufficient-

ly i1l or incapacitated to draw benefits from the health
or invalidity insurance funds .

There are legally justifiable bases for refusing a
position. An unemployed person is not required to take
up a position that is prohibited by law or that is ocainst
good morals. Seemingly self-evident, this maxim has im-
portant consequences. The unemployed need not accept a
position under conditions contrary to the laws protecting
labor. He may refuse work that pays a wasme or salary that
is lower than the legal or customary rate. He may not,
however, decline a position because its remuneration is
lower than that to which he is accustomed. For nine weeks,
employment that is unsuitable to his training, previous
occupation, vocationdfuture, or physical condition can be
rejected. After that time only the last consideration
excuses him. During the exlistence of =zn industri:l dis-
pute he can decline a position thereby mede availaeble.
Work that is vhysically or morally unsuitable may be re-
jected. He may refuse a position that offers insufficient
remunerztion to provide for his dependents.

Inability to keep a job is a measure of one's ability
and willingness to work. The person who gives up nis job
without "weighty" or "justifiable" reasons, or has lost
it because of his conduct, forfeits claim to benefit for
four weeks, although the penalty may be reduced to two.
The term may cover utilization of vocationol training or
reBducation offered free of charge. An individual wno
rejects such instruction loses title to benefits for four
weeks . . . Unemployment because of a strike or lock-out
is not considered involuntary, and l1s therefore not cover-

ed by linsurance. (9)

According to the Social Security Act, State sciaeues nust
comply with certaln regulations pursuant to the insured person's
qualification for benefits. Agoin we quote:

gec. 903. (a) The Social Security Board shall =porove

any State (unemployment insurance) law submitted to it,
within thirty days of such submission, which it finds

{9Y: Carroll, op. Cita., pPp. 51-55.
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provides that

(1) All compensation is to be paid through public em-
ployment offices in the State or such other =z~encies
as the Board may approve.

(2) No compensation shall be vayaible with respect to
any day of employment occuring within two years after
the first day of the first period with respect to
which contributions are required;

(5) Compensation shall not be denied in any such State
to any otherwise eligible individu:zl for refusing to
accept new work under any of the following conditions:
(A) 1f the position offered is vacant due directly to
a strike, lock-out, or other labor dispute; (B) if the
wages, hours, or other conditions of the work offered
are substantlally less favorably to the individual than
those prevaliling for similer work in the locality; (C)
1f as a condition of being employed the individual
would be required to join a company union or to resign
from or refrain from joining any bona fide labor
organilzation.

2. THE WAITING PERIOD

Another requirement for receipt of benefits in these
schemes is that a certain period of time must elapse between
the day on which the insured makes applivcvion for benefit, and
the day on which payment of benefit begins. This period allows
the émployment exchange a short time to attempl.to find a job
for the unemployed person, and also ensures that tne schemes will

not assist very temporary unemployment. Under the Canadian Act,

36. An insured person shall not be entitled to re-
ceilve benefit

(a) for the first nine days of unemployment which occur
in any benefit year . . .

and the term unemployment is explained by Section 30:

a period of unemployment shall be deemed to
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begip on.the date on which the insured person melzes
appl%catlon for benefit in the nrescribed manner :
Provided that regulations may be made authorizing
some earlier date to be substituted for the date
of an application where good cauge is shown for de-
lay in making application.

Under the British Act the waiting period is six days:

31. (6) Benefit shall be payable in respect of
each week alter the first weeir of a period of con-
tinuous unemployment.

Miss Carroll's statement in regard to the waiting period

under the German Act reveals sever:l peculicr features:

After he reports to the labor exchange that he 1is
unemployed, a pverson must wait six days. Then, if all
efforts to place him are unavailling, payment of bene-
fits begins. Concessions may be made, however, to the
person's decreased earning power durin~ the time im-
mediately preceding unemployment. The waiting perlod
may be elimimated if he has held a Job less than six
weeks., The same holds true if he has been only partly
employed for two weeks or more and nas been paid at
least one-third less than hils usual waze. Also if he
has been incapacitated for work or has been incarcer-
ated in a public institution for ot least a weell the
rule may be waived. The walting period may, under
certzin conditions, be reduced to three days. It may
be lengthened in case of widespread unemnloyment 1ln a
particular occupation in order partislly to counter-
balance special risks. (9)

Each of the State schemes in the Unlited States lays down
2 waiting period. These periods are 1in genercl longer than those
described above; for instance, in llassachusetts the period is

four weeks, in Washinston six, in Utah two, 1n New York State
T ————_

three.

3, THE PERIOD OF BENEFIT

79): Carroll, op. cit., Db 55-56
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Under the Canadian Act,

.34. An insured person shall . . . be entitled to
receive benefit in any benefit year for a number of
days equal to the difference between

(a) one-fifth of the number of days for which contrib-
utions have been paid in respect of him in the
prescribed neriod of five years preceding the
begefit year for which the computation is made,
an

(b) one-third of the number of days, if any, for which

benefit has been paid to him in a precsribed per-

iod of three years preceding the benefit year.
Above and beyond thig, we have already in another connection
gquoted Section 37 as saying that no person, having exhausted
his benefits in any benefit year, may draw further benefits in
that year, nor in a following year unless sixty days' contrib-
utions have first been paid in respect of him. Bult we have not

quoted the Act's official definition of the term benefit year:

40. (1) For the purpose of this Act, the expression
"benefit year" shall mean, in relation to an insured
person, the period of twelve months beginning on the date
on which, in application for benefit, he proves

(a) that the first statutory condition is fulfilled (i.e.,
at lecagst 180 days' contributions Paild in the last two
years) in his case; and

(b) except for his first benefit year, that sixty days'
contributions have been paid in respect of him since
the last day for which he received benefit in hils
benefit year immediately preceding;

and every twelve months commencing on the date on which
that insured person proves the matters aforesaid after

his benefits rights in hlsg last preceding year have
either lapped or been exhausted.

A hypothetical example may help show how these somewhat

complicated regulations will work out. Suppose a man to have
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worked steadily iq an insured occupation, full-iime fdr fifty
weeks a year, during three Jears. !Nine hundred doys' contrib-
utions would then have been paid in regspect of uninm.

At the end of these three years, the man becomes involun-
tarily unemployed and proves himself elirible for benefit. After
waliting nine days, he is paid benefit for four full weelzs, at
the end of which time he regains his o0ld job. He worls a fur-
ther one hundred days, then again becomes unemployed. Note that

this second period of unemployment is in the same benefit year

as the first period. 1In this benefit year, he is entitled to
a total of 180 days benefit (one-fifth of 900 days). Of this,
during his first period of u.employment, he had drawn benefit
for twenty-four days. His second period of unemployment contin-
uing, he draws the 156 days' benerit to which he is still entitled.
Just ag he exhausts his benefits, he 1g able again to return
to hig former employment, aend before the beginning of his second
benefit yezr, he works and pays contributions for sixty days.
Should a thrid period of unemployment now ensue, he 1s c eln en-
titled to draw benefits. The total number of days for which he
may draw benefit in this, his second benefit year, is one-fifth
of the total number of days he has contributed in the past five
years (1/5 of(900 plus 100 plus 60), i.e. 1/5 of 1060, or 212
days) minus one:third of the number of days' benefits received

in the lagst three years (1/3 of 180, or 60 da.ys) walcn 1s 152

days.

The provisions of the British Act in regard to the benefit

period have less of a savings, more of an insurance charactecr.
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An unemployed insured person is entitled to receive 156 days'
benefit in a year, with an additional day of benefit for every
ten days' contributions peid in the last five years; one-fifth
the number of days' benefits paid in the last five jears to be
subtracted from the added days under this provision. The pro-
vision requiring sixty days' contributions to be paid before thne
insured is qualified for benefits in any benefit year following
one in which benefits have been exhausted, and the definition
of the term "“benefit year", are identiczl with tie Cancdicn Act.

In the German Act,

Title to benefits normally lasts 26 weeks. After
that time further benefits may be paid when the individ-
ual has established a fresh clzim. However, o Derson
who takes o position after he has drawn insursnce is nop
required to work 26 weeks at a stretch before he c.saln
becomes eligible to benefits. It is only necesszry that
work total 182 days within the space of = year pre-
ceding his loss of the job. (11)

As we noted before, the ordinary requlrement for receipt of
benefit is thot the insured must hove worked 26 weeks in o com-

pulsorily insured occupation.

Requirements in the various State schemes vary. Usually
the worker must have worked from ten to twenty-six weeks in an
insured occupation in the previous year to quzlify, and the
benefits are paid as of right for =z definite period, wnich is
sometines increasgsed in proportion to past contribution. The
Alabama plan for instance pays 16 weeks benefit, plus one weel
for every twenty weeks! contributions made in the past 260 weels.

The Massachusetts plan pays 16 weeks plus one wecik for each 18

(il): Carroll, op. citl., D. 56,



TABLE C

RELATION OF RATE OF BENEFIT TO RATE OF CONTRIZUTION
IN THE BRITISH UNEMPLOYMENT IYNSURANCE RILL, 1935.*

Age and Sex Group Workers' weekly Weekly Benefit

contribution benefit Contribution

Men, 21 years and over 104. 17/- 20 .4

Women, 21 “ " " 9d. 15/ - 20.0

Men, 18 - 21 years 9d. 14/~ 18.7

Women, 18 - 21 " 8d. 12/- 18.0
X

Boys, 16 - 13 years 5d. 9/~ 21.6
X

Girls, 16 - 18 " 43d. /- 18.7
X

boys 6/ - 36.0
Boys and Girls under 16 2d. %

girls 5/- 30.0

* figures taken from the Third and Fourth Schedules to the ~ict.

X these benefits are payable to boys between the aes of seven-
teen and eighteen, cirls between seventeen ond eighteen, boys
under seventeen, and girls under seventeen, respectively.

benefits which may be received 1ls fairly constant except in the
case of very young persons -- see Table C on this page. The pro-

visions in respect to allowances for dependents are somevnat

different:

36. . . benefit . . shall be as the rates set out in
(the Fourth Schedule to the iAct). . .
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Provided that younz men and young women who are be-
@ween t@e ages of elghteen and twenty-one years and are
in receipt of an increase of benefit under either of the
two next following Sections shall be entitled to benefit

a? tpe same rate as men and women respectively who have
attained the age of twenty-one years.

3Te==(1) Where an insured contributor who is entit-
led to benefit has a dependent child or dependent child-
ren, the weekly rate of benefit shall be increassed by
two shillings in respect of each child .

. L]

38.==(1) Where the insured contributor is entitled
to benefit the weekly rate of benefit shall be increased
by nine shillinge in the following cases, that is to
sy t=-

(a) where the insured contributor has residing with hin
or is wholly or mainly maintaining his wife; or

(b) where the insured contributor is whollyv or mainly
maintaining her husband who 1s preventéd by physical
or mental infirmity from supporting himself; or

(c) where the insured contributor has residing with him
and is wholly or mainly maintaining --

(i) his father or step-father . . . or
(ii) his widowed mother . . . or
(iii) a female person who has the care of the de-
pendent children of the insured . . .

It will be seen that the British Act is much more liberal
in the granting of dependents' allowances than is the Canadian;
benefit under the latter plan is l1ncreased by two shillings in
regpect of each dependent child of the insured person, as well
as the large increase of benefit, similar to the only dependents'

allowance granted under the Canadian Act, for a dependent wife

or parent.

The rates of contribution in the German Act were set as
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TABLE D

BENEFITS PAYABLE UNDER THE GERMAN UNEMPLOYIENT I''SURAICE PLAN.*

Wage
Class

IT
ITI
IV

VI
VII
VIII
IX
X

XI

%* taken

X marks

Average weekly  "Representa-  Benefits, according to
wage rate for tive Wage" number of dependents, as
three monhhs (weekly) for a, nercentagse of the
previous to the class "Representative We.e."
unemployment o x
(in $)X (in &) o 1 2 3 4 5
2.50 2.00 75 80 80 80 80 80
2.51 - 3,50 5,00 65 70 75 80 80 80
3,51 - 4,50 4,00 55 60 65 70 75 75
4,51 - 6,00 5.25 47 52 57 62 67 T2
6,01 - 7.50 6.75 40 45 5O 55 60 65
7T.581 - 9.00 3.25 4o 45 50 55 60 65
9.00 - 10.50 9.75 375 425 475 525 575 62.5
10.51 - 12.00 11.25 35 40 45 50 55 60
12,01 - 13.50 12.75 35 40 45 50 55 60
13,51 - 15.00 14,25 35 40 45 50 55 60
over 15.00 15.75 35 40 45 50 55 60

from Carroll, Unemployment Insurance in Germany, p. 58.

converted to dollars at the rate 4 mk. equal $1.00

a percentage of wages; benefits were determined in a peculiar

way which can best be made clear by the Tacle, D, above. Note

that here again, the dependents' allowances were much more liber-

al than those granted under the Cenadian Act.
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The State schemes in the United States provide, for the
most part, that benefit shall be a cert:-in nercentece of the
wages received immedistely prior to unemployment, but weekly
benefit payments shall not exceed a certsin maximum amount to
any individual; sometimes there is the further proviso that
they shall not be less than o certain sua. In the California
Act benefits are to be 50 per cent of warmes, but must not be
more than $15 nor less then 7, per week, 4o ony beneficiary.
Most other States set benefits at 50 per cent of former wa es,
although the more libersl District of Columbisz noys 65 per cent,
and is also one of the few schemec to [ rent dependents' allow-

ances. Most Stetes specify a 515 maximum weekly payment, and

where a2 minimum benefit is set this ranges frou $5 to $7 weekly.

5. THE PAYMENT OF BENEFIT

In Canada the approved benefit clalms are to be paild
through the Employment Exchanges, and in fact this is a cou-
mon feature of all the schemes we are considering. The Employ-
ment Exchanges, to fulfill properly their primary function,
must have many local branches, and this makes them suitsole for
the payment of benefits. This method of payment also enables
the plans' officials to keep & closer check on the lezitimacy
of claims than they could if, for instance, elalins were paid
by maill. In places where there are no Employment Exchanges
the beneficiary may collect his payments at the Post Office.

This provision in the Canadian AcCt 1s phrased in much the same
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way as Section 50 of the British Act:

Regulations may be made by the Minister under this
Act, with the concurrence of the Postmaster-General,
providing for the payment of benefit through the Post
Offices and for enabling cluilants for benefit to
make their claims through the Post Office.

Carroll, giving details of the German Act, mentions some
further provisions under this ict to ensure, by use of the ex-
changes, that legitimate claims only will be paid. The same
detailed provisions will probably be fixed by administr:=tive
regulations under the Canadian Act, as they are under the
British:

The unemployed person must personally report to the
labor exchange in his place of residence. He may not ap-
ply by letter or through another person. The unemployed
must himself give evidence of the fact and the duration
of his employment . . . During the period in whicn a per-
son receivesg benefit he 1s reqguired by law to report to
the employment office at least three times a week. More
frequent attendance may be exacted. 1In some cases dally
reporting is expected. However, exceptions to the rule
demanding three reports a week moy be granted 1f they
benefit the u~employed person and do not violate the pur-
pose of the rule., Fallure to comply with this nrovision
without due cause results in losz of benefit for the days
on which the unemployed person feils to renort. (13)
The sole restriction placed by the Social Security Act on

the payment of benefits is, as we nnve noted, the requirement
that benefits be paid "solely througn public emplojument offices

in the State or such other agenciles as the Board may anprove.®

6. PROVISIONS FOR UNDEREMPLOYMIEMT

Though the British Act specifies (Section 31(6)) that

(13): Carroll, op. cit., p. 55.
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"Benefit shall be payable in respect of each weelr after the

i A 1 3 L -
first week of & continuous period of unemnloyment," it further

states that

.35.--(1) Any three days of unemployment, whether
continuoug or not, within a period of six consecutive
days, shall be treated as one continuous period of un-
employment, and any two such consecutive periods sep-
arated by a period of not more than ten wecks shall be
treated as one continuous period of unempnloyment, and
in this Act the exprescion “continuously unemployed"
shall be construed accordingly. i

The Canadian provision regarding underemployment 1s

slightly more liberal:

25. An insured person who 1is unemployed for six
full days in any calendar week . . . shall receive
benefit . . . and for any calendar week during o por-
tion of which he is unemployed, he shall receive bene-
fit days in that week at the d=ily rates prescribed
in that Schedule.

provided only that he shall not be entitled
to receive benefit for the first nine days of unemployment 1n
any benefit year, nor
36. (b) for the first day of unenployment in any

calendar week,

(i) unless the insured person is unem-
ployed for the whole of that week, or

(ii) unless the first day of unemployment
in that week immedizately follovs a
period of continuous unemployment of
not less than one full weelk;

D. Administration,

The Canadian Act gets up an Unemployment Insurance
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Commission, Insurance Officers, Referees, Unpires, and an Unem-

ployment Insurance Advisory Committee a2s administrative bodies

in connection with the gschene.

The duties of of the Commission, which consists of a Chief
Commissioner, a Commissioner representstive of labor and one
representative of employers, all appoinied by the Governor-in-
Council, include the general administration of the Act:

4, (1) This Act shall be administered by a Commission

to be called "The. Unemnloyment Insurance Commiszion"™ . . .
The powers of the Commigsion are wide -- it may employ or coppoint
persons to carry out the provisions of the Act, make regulations
in gpheres delegated to it by the Act -- for the removal of anom-
alies which may arise in the payment of contributiong or bene-
fits, or in connection with employments covered by the Act; to
ensure that the Act carries out its true nurposes; to clarify
administrative procedure. For linstance:

14, (1) Where it appears to the Commisscion that the
terms and conditions of service of, and the nature of

the work performed by, any class of persons employed 1in

any excented occupation are so simllar to the terms

and conditions of service of, and the nature of the work

performed by, a class of persons emnloyed in an insurable

employment as to result in anomallies in the operation of

this Act, the Commission may, by regglatiog, condition-
2lly or unconditionally provide for including---

(a) the class of persons employed In insurable employ-
ment among the classes of persons employed in ex-
cepted employment; or

(b) the class of persons employed in excepted employ-
ment among the classes of persons employed in in-

surable employnent.

A different power of the Commission is specified in almost every
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subsection of every Section of the Act, It is the body in
control of the carrying out of the Act, and in order to pre-
vent undue rigidity in the scheme, many of the administrative
detalls are left to its discretion and for its exact rezulat-
ion. It is an autonomous body in the sense that it is not
under control of any government devartment, but rather direct-
1y under the control of Parliauent. Subject to the authority
of the other administrative bodies set up in connection with
the Act, and subject to review by Parlizument, it has control
over the carrying out of the measure.

The Commission nas the power to avnoint, along with many
other officers, Inspectors whose duty 1is to ensure that no evas-
ion of the provisions of the Act occurs; and these Inspectors
have legel richt to enter private nremises and make inguiries.

The appointment of Insurance Ofricers, Referees, Courts of
Referees, and Umpires, is laid down by the Act:

52. (1) The Commission may in each rersional district
established under this Act authorize sucn of its officers
or employees as the Governor in Council may epprove, Lo
be insurance oflicers for such division.

(2) the Governor in Council may appoint such

number of persons =s are deemed nececssary to be chalrmen
of courts of referees in each division.

(3) the Governor in Council may, from amongs}
the judges of the Exchequer.Court of Can%da, and.of the
superior Courts of the provinces of ganaaa, eppoint an
umpire and such number of denuty-umpires as he may ?eem
necessary for the purposes of this Act, and, subject to
the nrovisions of this Act, may prescribe thelr juris-

diction « . .

5%, (1) A court of referees for the purposes of this
Act shall consict of one or more members chosen to re-
present employers, with an equal number of members chosen
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to represent insured bersons, and a chairmen 2ovointed

as provided in subsection two of section fifty-two.

Except for the Insurance Officers, who are appointed by
the Commission -- with the epproval of the Governor in Council --
the powers of these above-mentioned bodies impdse certain lim-
itations upon the powers of the Commission.

The main duties of the Courts of Referees and the Unpires
are to act as courts of appeal, for the insured, from decisions
of the Commission or its officers. This duty 1is detailed in
sections fifty-six to sixty-six of the Act, under the heading
“"Clain Procedure," and the reader should refer to these sections
for a complete understanding of this function. In the main, the
Insurance Officer must refer to the courts of referees, for al-
lowance or disallowsnce, all claims where he feels the insured
has notv proved himself willing and able to woriz, where he be-
lieveg that the insured has been discharged by reason of his own
migsconduct or has voluntarily quit his Job, or where the insured
has refused to attend recommended training schools. If a claim
is disallowed by the Insurance Officer on other grounds =--
grounds whicihh are within his cuthority to judge -- tae insured
may himself appeal to the Court of Referees, 1f he does so with-
in 21 days. An appeal from the Court of Referees to an Umnpire
is permitted in any case at the instance of an Insurance Officer,
or of a woriking-men's organization of which the insured 1is a
member; and at the instance of the insured in any case where the

decision of the Court of Referees was not unanimous, or where the

chairman of the Court gives permission for the appeal. The de-

cision of the Umpire is final in any case.
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The courts of Referees and the Umpires have thus been set up

under the Act primarily to ensure justice in the vayment of bene-

fits.

The final administrative body in connection with the Act
is the Unemployment Insurance Advisory Committee., Thig com-
mittee consigts of a chairman and from four to six members, an-
pointed by the Governor in Council. the duties of the committee
have to do with safeguarding the financial soundness of the Act,

and are laid down in Section 84:

84. (1) The Committee shall, not later than the
end of February in each year, meaie a report to the
Governor in Council on the financizcl condition of the
Unempnloyment Insurance Fund as of the thirty-first
day of December last nreceding, and shall also make
a report to the Governor in Council on the financial
condition of the Fund whenever tne Committee consid-
ers that the Fund 1s or is likely to become, and is
likely to continue to be, insufficient to discharge
its liabilities, and may make a report of the finan-
cial condition of the Fund at such other times as
the Committee may think fit.

(2) If the Committee ai any time reports that
the Fund is or is liikely to become, and 1s likely to
continue to be, insufficient to discherge its liabll-
itieg, the report shall contaln recommendations for
the amendment of the provisions of this Act, or of any
reguletion made thereunder, either generally or in its
relation to special classes of 1lnsured ncrsons, con-
cerning any matters relating to the financlal condit-
son of the Fund, and, without restricting tne general-
ity of the foregoing, LO---

() the statutory conditions for the receint of insur-
ance benefit and the provisions relating to the

right to benefit;

(b) the disqualificatlon for insurancc benefit;

(c) the meaning of "unemployment", or "unemployed",

and of "benefit year";

(d) the rates of Insurance benefit, the periods for
which such benefit nay be pald and the conm-

putation thereof;
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(e) the payment of benerfit vending =pneclis; or
(f) the rates of contribution.

(3) The amendments recomuended shgll, if the
Committee considers the Fund insufficient, be such
as In the opinion of the Committee are required to
mnake the Fund sufficient; or if the Committee con-
siders the Fund more than reasonaily sufficient to
discharge its liabilities, such 2s in the opinion of
the Comnittee, may appropriately be made 1in the cir-
cunstances; and in either coce the report shall con-
tain an estimate of the effect which the suendments
recomiuended will have on the financi:sl condition of
the Fund.

The sole function of the Advisory Committee thus becomes
clear; its duly 1is to act as a check on the financial soundness

of the Fund.

The administracion of the British u.employnent insurance
plan is under the control of tie Minister of Labour rather than

under the control of an independent commission. The Act nowever

provides that

56.,--(1) There shall be constituted a commiptee to be
called "the Unemployment Insurance Sta}utory Commit-
tee" to gilve advice and assistance.to uheJMinlster in
connection with the dlscharge o? his fugcglong un@gr
this Act and to perform the duties specified in this

Act.

and 1t goes on to order that thigs sStotutory Committee shall con-

aist of four to six members anpointed by the Minister of Lobour;
WA o

one Chairman, one member appointed after cons.ltation with rep-
<y 4

resentsbives of labor, one after consultation with representatkives

of employers, one to represent North Irish interests; at least
’ -

one member shall be a woman. The dutles of this Commitiee cor-

respond roughly to the duties of the Advisory Committee set up
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by the Canadian Act; the Minigter fulfills the duties which in
Canada are performed by the Unemployment Insurance Commission.
The British Act sets up Insurance Officers, Umpires and Courts
of ReTlerees with exactly the sane constitution and powers as
those set up in Canada.
The administration of the German Act was placed in the hands

of a Reichsanstalt fllr Arbeitsvermittlung und Arbeitslosenver-

gsicherung. Miss Carroll translates this term as “The Hational

Placement and Unemployment Insurance Service," and of its status

she says,

The term Relchscnstelt 1s difficult to translate.
It is not exactly & federal bureau, for it is autonomaus.
It is not exactly an Institute, thouzih often so translcoted
into English. The word Reichsanstalt will be used through-
out this discussion . . . (13)

Perhaps Miss Carroll was not foniliar with the connotation of
the term "Commission" when used in Cenadicn and British legis-

lation. In any case the Reichsanstalt appears to correspond so

closely with a Commission in this sense that we aay be justified
in translating the term with this word.

The Cerman Comnission ig subdivided into "“(a) the govern-
ing bodies; (b) the officials and their staffs who conduct the

work of the (employment) offices; and, (c) the courts of refer-
10 (1)

ence or appesd

The two nationcl "governing bodles", the Board of Directors
and the Nabional Council, eacii made up of a ciaclrnzn and equal

] 1 4o 19 A~ v 1
numbers of employers' and workers' representctives, shcore between

13T Garroll, op- cit., p.60 n.
(14): idem, D. B1.



- 88 -

them in slightly different division the duties of thic Cznzdian
Insurance Commiszion and Advisory Committee., The Board fixes
the boundaries of local districts and has other such powers,
while the Council, under the provisions of the Act, has broad
regulative powers concerning the setting of contributions and
rates of benefit, which it is expected to use not only to main-
tain the Reserve Fund at o safe level but also +o "rezulote the
labor market."(15)

German Courts of Reference or Appe=l set up under the Act
have essentially the same constitution and powers as the cor-

responding Canadian courts.

The Social Security 4ct, cs we have seen, pays the admin-
istrative costs of all State Unemployment Ofiices if the State
insurance plans conform to certain standerds set by the /.ct.
The requirments of the Act in regerd to administirction of the
schemes entail the setting ur of bodies which will administer

the plans satisfactorily, permit appeals, and ensure financial

gsoundness:

gec. 303. (a) The Board shall make no certification
for payment to any State unless it . . . . Includes

provisions for---

(1) such methods of administration . . . as are
found by the Board to be reasgonably calculated

to ensure full payment of unemployment compen-

aation when due; and

(3) Opportunity for a falr hearing, before an im-
partiél tribunel, for all individuals whose
claims for unemployment compens:ztvion are denied;

7I5): Carroll, op. Cit.s P. 02.
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E. Employment Exchanges.

For the purvoses of placing the unemployed insured, and to
provide local administrative offices for the peynent of con-
+ L] L 4 . - . i .
tributions, the vayment of benefits, and the investigziion of
claims, the schemes we are considerin; hove associated with then

employment exchanges.

No general statement may be made regarding the actuzl set-
up of the United States schemes in this resvect, but in the
Canadian, 3ritish and German plans, the local offices of the Un-
employment Insurance commissions are also the enployunent ex-
changes. One staff performs both functions, which are harmon-
ized as much as poszible. There is no restriction of the place-
ment function to only the insured unemployed; :ny person may
apply for a position through the exchange.

Later we will discuss in detall the consequences of this
association of exchanges and unemployment insursnce sciiemes;
here we must exa.aine briefly the measures setting up tiils as-
sociation. Under the Canadian Act,

88. (1) The (Unemployment Insurcnce) Commission
shall organlze and mailntalin on mpnloyment service for
Canada in the manner provided in this Act.

(2) It shall be the duty of the Comniscion

in organizing and maintaining such employment service

to collect information concerning employaent for wori:i-

ers, and workers seeking emploviient, and to the extent

that the Commission considers 1t necessary, Lo make

such information available a2t the employment offices,

with a view to asclsting worlkers to obtain employment

for which they are fitted and assisting employers to
obtain workers most sultable to thelr needs . . .

89, (1) The Commission shall establish such re-
gional dividions as 1t may deemn exnedient and desirable
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a9d phere shall be a resgional office in such division

at such place as the Commission may select . . .
(2) The Commission shall establish en-

ployment offices within each division at siich places

as 1t may deem expedient and desirahle for the ovur-
poses of this Act. i

The German Act is evidently, =s usual, more detailed on
specific matters of administraition whiech are left for ordering
by regulations under tihe Canadian Act. 'Je have mentioned above
the fact that the u employed person ig required by lav to re-
port to his local employmnent office, in person, to vresent nls

claim. Then,

The placenent ofiicer gearches his file of avall-
able positions and tries to securc wori for the appli-
cant in his own occunation . . . If nothin- turns up in
his locality . . . (and) if something is found elsewhere,
he is likely to be sent there . . . If there are no
openings, if he is in good physical condition, and if
he is not at fault for losinc his last position, he 1is
given an unenployment card. It 1s stamped for that
day . . « the vrocess is repeated on alternate working
days until employment 1is finally found for nin.

One weekx after his first epplication to the ex-
change, the unemployed person becomeg eligible to
benetits . . . On the next Saturday he zpplies to the
pay window of the loczl labor office. He oiresents his
card, which has been stamped accordin- to code, and
draws tihe benefits to which he is entitled for that

week. (16)

F. Provisions for Promoting Employment.

There is a special part of the British 4Act headed as

above, which is not paralleled by the other Acts we have con-

gidered. It should be noted here for future reference:

(18): Carroll, op. cit., D- 65,
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100.--(1) Where any scheme for nronoting creater rer-
ularity of employment in any industry is, on the joint
application of any organization renresentine worizers
and an organization representin- emnloryers in the in-
dustry, apvroved by the Minister, the Minister nay in
accordance with arrongements made by him with the con-
sent of the Treasury, assist the administretion of the
scheme by attaching officers of the Ministry of Lebour
to help in the administration thereof and by any such
other means as he thinks fit.

(2) The Minister may, in accordsnce with such
arrangemnents as aforesaid, issue on behalf of em-
ployers to persons to whom any suci schemne amlies,
sums by way of wages or additional benefits in re-
spect of unemployment of commnensation for loss of
employnent . . .

101. The HMinisver shall, so for as nracticable, make
arrangements with emplovers for tne notificotion by
employers to employment exchanges of situaitions in
their employment wnich are vccant or cbout to become
vacant « . .

102. With a view to vromoting emnloyment, the Minister
may, on such terms and subject to such conditions as

may be determined by scheies made by nim with the ap-
provol of the Tregsury, maike provision by way of

grant or loan or otherwise for the purnose of facil-
itating the removal of workers and thelr cependents

from one place to another and . . . for assistins to-
ward their resettlement.

The Canadian Act has no such sections as the above, except

in the case of Section 102, wiich is duplicated therein.

After this Chapter-long comparison, we feel justified in
saying here that the sbove four schemes are in all essential
respects similar. Even the United sStates plon, forced into a
peculiar form by constitutional difficultlies, resecables the
others. We believe that the nlons are enough simllar to safely

permit analogy between their aims and effects.



CHAPTER IV: THE AIMS OF CANADIAN UNEMPLOYMENT INSURANCE

A. The Nature of the Scheme.

Many alms of such a scheme as the Canadian Unemployment In-
surance plan follow logically from the very nature of the plan
ltself. We need not cover again ground which we have carefully
gone over -- the characteristics of the Canadian scheme were
considered in détall in the Chapter preceding this. It will
take but a few lines here to show how in all its detalls the
plan conforms to what we have defined as unemployment insurance.

In the words of that definition,

Unemployment insurance 1ls a scheme by which funds
are accumulated, by or in the name of the insured, to
provide benefits, received as of right, at a predeter-
mined rate and for a definite maximum period, upon the
proved occurrence of involuntary unemp}oyment to 1in-
sured persons continuing able and willing to work.

Now, the Canadian scheme pays benefits from a Fund formed
by insurance contributions, and from that Fund only; further-

more, the Fund is to be used for no other purpose. The bene-

fits are payable as of right, and the rate and maximum duration

of benefits are predetermined. The unemployed person must prove

"that he was unemployed on every day on which he claims to have

been unemployed" and this unemployment must be from causes not
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within his own control. Finally, to receive benefit the insured
must prove "that he 1is capable of ang avallable for work but

unable to find suitable employment." Thus the conditions called

for 1n our definition are fulfilled.

The Canadian scheme is the usual hodge~podge mixture of in-
surance, savings, and compensation that composes most "unemploy-
ment insurance" schemes. The various principles are introduced
for several reasons, perhaps most notably to achieve the desired
purposes of the measures while retaining a sound financial base.

In a way, following Wolfenden, we might consider the Act
a sort of "limited liability insurance plan" (this is his con-
notation of the commonly used phrase, popular in the United
States, “unemployment reserves plan") -- but that term is also

applicable to all other unemployment insurance schemes. Because

they guarantee benefits, in set relation to contributions, for

a limited period of time, upon occurrence of the contingency

for which coverage is provided, they are lnsurance of this type.
The accumulated fund, the sharing of an actuarially-estimated

risk, are insurance characteristics. Perhaps most important is
the stipulation that the contingency to be insured must not be

under individual control. Decidedly an 1ldea borrowed from pri-
vate insurance plans, this closely limits the type of unemploy-
ment which may be insured; but for obvious reasons i1t is a nec-

essary provision. Exclusion of the sick or injured unemployed

is also necessary, for slightly different reasons.
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As we have seen before, it ig probable that the primary
reason for the addition of savings elements to unemployment in-
surance 1s the fact that, since unemployment may occur to such
a large percentage of the insured population at one time, the
mere spreading of risk would not result in spreading of enough
funds to provide subsistence for all the unemployed. The total
income received by all workers during the depression phase of
the cycle would not be enough to support both employed and un-
employed workers. The solution then is to save ommmm .l.Ccome re-
ceived when total income to workers is high, for days when many
'will be unemployed. The principle is simple, but it brings with
it annoying corollaries. If savings principles are instituted,

withdraw
each person's right topsums proportionate to those he has invest=
ed is automatically acknowledged. Thus, under the Canadian
scheme, we have the "rule of five" for determination of the bene-
fit periogd.

Compensation characteristics are included in the plan be-

cause the Government evidently places upon employers, and upon
itself, some of the responsibility for unemployment -- and

therefore some of the financial burden of its relief. If, by
reason of a person's having become employed, he is entitled to
certain payments from others when lalid off -- the implication

being that whoever is forced to make these payments (employer

or government) "owes" him a job -- he is receiving compensation.

Thus the Canadian plan, to which both employers and Government

may be held to have at least some compensation

contribute,

characteristics.
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B. The Alms of Unemployment Insurance.

However, these characteristics of savings and compensation
are common to the Canadian, British, American and German plans.
They present no reason for denying that the Canadian plan is

unemployment lnsurance, but rather a stronger reason for affirm-

ing that 1t is. Then if the Canadian scheme is unemployment in-
surance, tautological as it may sound, its first and by far its

most important duty and aim must be to provide insurance against

unemployment. From this simple statement follow all the aims

we must consider in this section -- the alms of the Canadian

Act implied, and even impelled, by the fact that it is an

unemployment insurance plan.

1. THE PLAN AIMS AT FURTHERING THE COMMON WELFARE, EVEN AT THE
COST OF SOME INDIVIDUAL INJUSTICE. This has been discussed in
detail in Chapter II, and need not again be stressed. It is how-
ever very important that we try to obtain some estimate of the
exact balance between individual justice, and the common good,

aimed at by the Canadian Act; this will be attempted in section

¢ of this Chapter.

5. IT AIMS AT REMAINING FUNDAMENTALLY DIFFERENT FROM RELIEF.
This as we have seen 18 essential to unemployment insurance, and
those who instituted our Canadlan scheme seem to have been aware

of this fact. The benefits under the scheme are payable as of



- 96 -

right, and the Honourable N, A. McLarty, speaking in the House

of Commong said

The next amendment® is to Section 43(f). This
paragraph provides that g berson shall be disqualified
from receiving benefits while he is in receipt of
benefit under the 014 Age Pensions Act. The committee
was lmpressed by the soundness of the argument . . .
that a man who had paid his contributions should re-
celve his benefits under this legislation as a right
and should not be precluded from exercising and en-
joying that right because of some other benefit he
might be receiving by what might be regarded more or
less as an act of grace. (1)

This single fact, that the criterion of right rather than
that of need is to be considered as qualification for benefit,
establishes a fundamental distinction from relief -- if the pro-
vision is strictly observed. But we may call upon more defin-
ite statements than that to prove the Government was cognizant
of the fact that insurance could not, and should not be forced

to, take the place of relief payments. Mr. Mclarty told the

House that the Act

e o« o« is not an unemployed aid or assistance act.
In other words it does not intend by any means to cover
the field of unemployment. . . Both the national employ-
ment commigsion and the dominion-provincial rela}ions
commission have recommended that to supplement the nat-
jonal unemployment insurance bill there should be passed
what was called by one a national assistance bill and
by the other a national aid bill . . . Thig bill , . .,
will:remove at least a certain number of our population
from the necessity of recelving unemployment aid. (2)

Jod o Parlliament by the special Committee of the House
:frggzﬁgggdgn the Unemployment Insurance Bill, which reviewed
the bill before it was brought up in the House for third reading.

1): Debateg, House of Commons, Canada, 1940; p.l1l986.
52): idem, pp. 1987-38; underlining mine.
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No clearer gstatement from an authoritative source, of the Can-

adlan Act's recognition of the distinction between insurance

and relief, could be desired.

3. IT AIMS AT COVERING ONE RISK ONLY, that being the risk of
involuntary loss of employment by insured persons continuing
able and willing to work. When members of parliament inquired
whether loss of employment due to illness would be covered by
the Act, Mr. Mclarty replied that it would not:
e « o this is an unemployment insurance act.

It 1s not a health insurance act. It pays no

benefits for sickness. (3)
And indeed, the phrasing of several sections of the Act itself
-- the third statutory condition for the receipt of benefit, re-
quiring the benefitiary to be capable of and available for work,
but unable to find it; and other sections =-- support fully our
belief that the insurance is not designed to cover unemployment
which is voluntary, or which leaves the unemployed person unfit
for work. Workmen's compensation, sickness and old age insur-
ance mugst all be part of a well-balanced social insurance prog-
ram; unemployment insurance cannot be a blanket measure to take

the place of these other measures where they do not exist.

4. IT AIMS AT MAINTAINING A SOUND FINANCIAL BASIS: This, per-

haps the most truly fundamental requirement of unemployment

(3): Debates, op. cit., b. 1987.
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insurance, is a marked feature of the Canadian Act. The quest-

lon of whether or not the Act would prove financially sound was
one which occupied the attention of Parliament for the larger
part of the time it spent in discussion of the measure. Ob-
viously, if an unemployment insurance plan 1s to be divorced
from any suspicion of being a mere relief measure, it must be
on an actuarlal basis strong enough to preclude borrowing from
the Government to meet its obligations. In Great Britain, the
debts of their insurance scheme became so great that in 1931
there was
e « o probability of a deficit of some 12,000,000

pounds in the public finances, due largely to the in-

golvency of the Unemployment Benefit Fund. (&)
Certainly, such a deficit -- which 1s named as one of the con-
tingencies powerful enougn to influence Britain in abandoning
the gold standard -- must not be allowed to occur in Canada. And
on the other hand it would be futile -- even harmful -- to ac-
cumulate a huge reserve, far beyond the limits of what would
ever be needed. The Canadian Fund then had to have an actuarial
basis. This necessitated many restrictions in the measure. For
this reason (as well as for others) a certain disregard for in-
dividual justice was imperative; for this reason certain occup-
ations and types of employment had to be excluded from coverage
by the Act; for this reason was necessary a benefit period of
definite maximum duration, set by the number of past contribut-
ions made; and the benefit payments had to be actuarially pre-

determined in relation to contributions. We may quote several

{4): Day, J.P., An Tntroduction to World Economic History, p. 98
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gstatements made by Mr. McLarty:

The rates of contributions in the present bill
have been recommended by the chief actuary of the
Department of Insurance, and he has furnished a com-

prehensive report showing in detail how the rates of
contributions are arrived at . . . (5)

And further, again regarding the way in which rates of contrib-
ution have been set to attain financial soundness in face of

possible demands upon the Fund:

An examination of Mr. Watson's (the chief actuary's)
report shows that his report 1ln 1935 and his report on
the present bill were founded on the data of unemployment
for the eleven years from 1921 to 1931, the average rate
of unemployment over which period, as shown by data used
in makling the calculations, having been 12 per cent . . .
the average number of benefit days for insured persons,
as computed on that basis of 12 per cent, was increased
by 30 per cent, with a view to making provision in part
for higher unemployment than that shown by the period of
1921 to 1931. In addition, a number of other adjustments
were made with a view to computing rates which might
reagsonably be considered sufficient. (6)

The scheme is to be kept on a sound basls by the continual
scrutiny of the Advisory Committee, whose chief duty, as we have
seen, is to check periodically the financial soundness of the
plan and recommend to Parliament any needed changes. Though
the final authority in amending the Act will of course rest with
Parliament, it is likely to be influenced by the findings of the
committee, for it is the declared intention of the Government
that the Committee's chairman shall be an actuary of recognized

ability. It will be instructive to quote again the specific

(5): Debates, Op. Cit., P. 1988.

(6): idem., p. 1989.
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matters regarding which the Committee may recommend changes,
for these are bound to be the important considerations determin-
ing the actuarial soundness off the Act, the financial safe-

guards built into the scheme. Under Section 84, the Committee

may recommend changes in

(a) the statutory conditions for receipt of insurance
benefit, and the provisions relating to the right
to benefit;

(b) the disqualifications for insurance benefit;

(¢) the meaning of "unemployment," or "“unemployed,"
and of “benefit year";

(d) the rates of insurance benefit, the periods for
which such benefit may be paid, and the comput-
ation thereof;

(e) the payment of benefit pending appeals; or

(f) the rates of contribution.

5. IT AIMS AT INCREASING PRODUCTIVITY. Any social legislation
has as one of its aims the increasing of the total productive
capacity of the community. The theory is that
. . . such insurance would remove the spectre of

fear which now haunts the wage earner and make him a

more contented and better citizen. (7)
And, being more contented, he would increase hils productive ef-
forts, to the advantage of the community as a whole. Advocates
of social leglslation claim that this effect is also achieved in
so far as social measures, in giving more power to the worker,

help equallze power and smooth out industrial conflicts.

T Mr. McLarty, quoting from the Report of the Mathers Com-
mittee on Industrial and Labour Conditions. Debates, D. 1647.
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These claims cannot easlly be gainsaid. The only question
which may be asked 1s whether such measures as unemployment in-
surance do not decrease productivity in other ways. Does the
power granted by insurance enable the worker to obtain from his
employer wage scales and working conditions not economically
justifiable? If so, production would surely suffer; here is a
question to be carefully considered later in our analysis. Does
productivity suffer because the worker, knowing his periods of
idleness will be provided for, strives less diligently than be-
fore to obtain employment -- or, while employed, strives less
diligently than he might to please his employer? To this very
real danger, the Canadian insurance scheme has found several an-
swers. First, workers discharged because of thelr own miscon-
duct, or those quitting their employment without good cause, are
disqualified from receipt of benefit for a certain length of
time. Second, great care has been taken to ensure that the bene=~
fits paid und;a the Act shall never approach the amount the work-
er would ordinarily earn while in employment. This was the main
reason why wage earners were classified in the Act into elght
groups, according to the wage earned, each group having its own
rate of contribution and benefit. Granted the desire to keep
benefits below wages, and the desire to maintain a constant ratio
between contributions and benefits, a flat rate of contribut-
jons and benefits, no matter what the wage -- as under the Brit-

1gh Act =-- would mean that maximum benefits would have to be

lower than the wage of the lowest-paid insured person. 1In a
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such as Canada, wlth widely varying conditions and wages for la-
bour, such a "flat-rate" system might bring great hardship in
maby cases. And since one purpose of the Act is (to quote Mr.
McLarty) "to protect the normal standard of living of the work-
er," graded contributions and benefits had to be introduced to
achleve this, while still maintaining benefits below wages in
each individual case.

This consideration was also responsible, at least in part,
for the fact that dependent's allowances in the Canadian plan are

%*
not as generous as in some other schemes. As shown in Table D ,

TABILE E

RELATION OF BENEFITS TO WAGES IN THE CANADIAN INSURANCE PLAN™.

Hage BrouD e ente)  of Benefit (with de- beneri:

to Wage pendents) to wage

5.40 - 7.50 4,08 76 - 544 4,80 89 - 64

7.50 - 9.60 5.10 68 - 53% 6.00 80 - 6%

9.60 - 12.00 6.82 64 - 51% 7.20 75 - 60%

12,00 - 15.00 Told 59 - 48% 8.40 70 - 563
15.00 - 20.00 8.16 54 - 419 9.60 64 - 487
20,00 - 26.00 10.20 51 - 39% 12.00 60 - 46%
26.00 = 38.50 12.24 47 - 32% 14,40 55 - 3T%

»Figures from the Second and Third Schedules to the Canadian
Unemployment Insurance AEt, 1940.

sabove, page 78.
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benefits under the German Act, for those in the lowest income
brackets and with numerous dependents, might be as high as 80
per cent of normal wages. Benefits under the Canadian Act can
be as high as 89 per cent under similar conditions (see Table E)
and this high ratio of benefits to wages prevents giving more
liberal family allowances.

Production will guffer in gpite of this if the unemployed
person, in receipt of benefit, prefers hig reduced income, ob-
tained without labour, to a return to employment, and thus makes
no genuine effort to find work. It is to combat this that an
employment exchange is associated with the Canadian scheme. The
task of the exchange is to find work for all those unemployed
who can possibly be placed.

It is true that the employment exchanges will not perfect-
ly take the place of individual effort in finding jobs for the
insured -~ though they may be almost as efficient in the long
run. But it cannot be denied that the worker will lose some of
his fear of unemployment if he knows his lncome will to some de-
gree be continued during his period of idleness. Even should
the danger of "malingering" during unemployment be entirely over-
come, the danger of slackening of effort during actual employment
is a serious ane which must be balanced against the lncentive to
production, provided by increased security, before a final eval-
uation of unemployment insurance's effect on production may be

But enough has been s&id to show that the intention to aid

made.
production is present. This, then, stands as another of the aims

of the scheme.
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6. IT AIMS AT ENCOURAGING EMPLOYMENT AND AVOIDING ANY DIg&
COURAGEMENT OF EMPLOYMENT, This aim is akin to that stated a-
bove, and might perhaps# be recognized as a particular case of
the general aim given there. In another connection, we have
sald that the primary aim of unemployment insurance must be to
asslst the unemployed, but that its secondary aim must be encour—
agement of employment, for otherwise it would be defeating its
own ends. Increasing productivity is a general aim of all soc-
lal insurance; encouraging employment is a general aim of all un-
employment insurance.

The provisions we discussed above -- benefit rates below
normal wages, disqualification from benefit because of discharge
for misconduct, use of the employment exchange -- are instances
of the Act's desire to avoid any diminution of the will to work
on the part of the employee. To prevent any diminution of the
quantity of employment offered by employers, care was taken to
keep the employer's contribution low enough that -- even assum-
ing no portion of it is shifted -- production costs would not be
increased to a point which would threaten to cause a decrease in
production. Other duties imposed on employers -- the obligat-
ion to calculate and pay contributions for both himself and hils
employees, for instance -- were limited by the same factor.

At the same time, the Act seeks to encourage employment by
rendering workers more fit for their jobs; the fourth condition
for the receipt of benefit requires the unemployed person to at-
tend training courses, if the Commigsion considers he should do

go, and the intentlon to make full use of this provision is clear.
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Mr. McLarty told the House of Commong¥ that while the Insurance
Commission would not at present set up any training schemes of
its own for the rehabilitation orf workers, it would send unem-
ployed workers, under this provision, to training schemes already
in operation.

The existence of employment exchanges should also tend to
reduce frictional unemployment by making a large body of workers
available to any employer needing labour; and this as we have
sald should counterbalance any tendency for frictional unemploy-

ment to increase because of slackening of individual effort in

Job-hunting.

Te IT AIMS AT MAXIMUM ADMINISTRATIVE EFFICIENCY AND ECONOMY. Any
government-subsidized measure, and especially one such as the
Canadian Unemployment Insurance scheme in which administrative
costs are borne directly by the Government, will make every ef-
fort to attain maximum efficiency and economy of administration.
But the Act compells employers, as well as the Government, to

undertake certain administrative tasks; 1t is necessary that the

cost of these should also be minimized. These statements, which

can hardly be questioned, will form the basis of several of our

criticisms and recommendations in regard to the Act.

The above are the chief aims imposed upon the Canadian

that it is
unemployment insurance scheme by virtue of the fact a is

unemployment insurance. But we must also consider

¥ Debates, op. cite., Do 2017.
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C. Specific Aims of the Scheme.

Who are intended to bear the real cost of this plan, and
in what measure is each taxed? Exactly what types of unemnploy-
ment are to be assisted? What is the precise balance between
individual Justice and eommon welfare the Act alms at striking?
Those are the most important questions which must be answered

here.

1. DISTRIBUTION OF THE COST OF THE INSURANCE SCHEME,

We have deduced above® that the Government will pay rough-
ly 29 per cent of the cost of unemployment insurance. There
seems little reason to doubt that this money will be approp-
riated, without redress, from general tax receipts. The Act
states specifically that the moneys for administrative costs,
and those paying the Government's share of the Fund, are to be
paid over from the Consolidated Revenue Fund®. Whether the funds
so paid out will be indirectly recovered by new taxation of spec-
ial groups is a matter for conjecture, but nothing of the sort

seems indicated. Even were this done, it could not be openly

recognized without occasioning a change in the fundamental prin-

ciples of taxation; so that no really definite pronouncement on

this matter may be made.

With regard to the employer's contribution, a difficult

question is again encountered. There are two possible theories:

first, that the Government sincerely expects and believes that

¥: sections 11 and 77 of the Act.

¥ page 01
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employers will bear the full burden imposed upon them by the
Act; second, that the Government realizes employers' contribut-

ions will not be borne by them, but will be Passed on indirectly

to consumers or workers; and that the collection of contribute-
lons from employers is a mere expedient. Discussion of whether
or not the contribution actually is shifted must be deferred to
a later Chapter; but we may ask here whether the Government ex-
pects or does not expect that it will be shifted.

The Act definitely prohibits any direct collection of the
employer's contribution from his workers. It cannot, however,
effectively prevent a lowering of wages or a raising of product
prices which would pass the cost of the employer's contribution
to the worker, or, in the second instance, the consumer. It
seems likely, considering the relative economic strengths of the
groups involved, that this will occur -- although proof one way
or another, even on the basis of previous experience by other in-
surance plans, is difficult -- and it is unlikely that the Gov-
ernment was ignorant of this. One employer, giving evidence be-

fore the Special Committee of the HOouse of Commons which examined

the bill, stated quite frankly,

hese taxes; he
The manufacturer cannot stand all 1t :
has to do something with them. They reduce wages or

else add it to the price. (8)

The general feeling in the House appeared to be that this

would probably occur, but that the Act could do nothing further

g in the House of Commons evidence

i
(8) Mr. C.E. Johnson, quotin o oro. the Special Committee.

glven by Mr. Norman J. Dawes
Debates, op. cit., p. 1997-



- 108 -
to prevent it., If the contribution was not likely to prove a
real burden on the employer, why was it levied at all? Although
this was not admitted -- nor even suggested -- reasons of ex-
pediency could be the only excuse. Tt 1s a popular foible to
blame employers at least partly for the occurrence of unemploy -
ment, and to feel that they should bear some part of the cost of
1ts rellef,

Working seriously through the Government with this belief,
some of the State plans in the United States (Wisconsin is an ex-
ample) graded contributions from each employer according to the
use his employees were forced to make of the fund ("merit rat-
ing"). Thus, stabilization of employment was to be encouraged.
Such plans have been criticized on the basis of their unfairness,
those who have studied the question declaring that the individ-
ual employer can do little to influence the incidence of most
types of unemployment. And, 1t is aaid, contributions of the
size required are so small a proportion of production costs that
they furnish little incentive to stabllization, even so far as
it is possible. PFurther, if it be granted that the contribution

incentive
might be shifted, it could then provide no stabilizationpfor the

employer.
Exaction of contributions from the employer cannot increase

employment; it may even discourage employment by lowering the

marginal productivity of labour. In any case, the individual en-

ployer is not to be held responsible for most unemployment. How
very sensible, then, is the Canadian method of collecting from

the employer contributions which the émvernment realizes will be
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shifted, thus satisfying the public's demand for gsome employer-
compensation for unemployment, without laying any burden on in-

dustry. Who can suggest a way to avoid laying a slight extra

burden on the worker, or the consumer? who cares*?

Last to be considered is the worker's contribution. This
analysis, at least, is straightforward enough. The reasons why
contributions must be exacted from the insured have been con-
sidered,'and there is no ambigulty in the ACt, no weaker econon-
ic group, permitting the worker to shift his contribution. The
worker 1s classified into a certain wage group, his contribution
1s set, and except possibly in a few cases when there is evaslon,
that amount at least is exacted from him and placed to the cred-
1t of the Insurance Fund. His further support of the Fund may
be indirectly compelled by shifting of the employer's contribut-

ion to him, but it is certain that he pays at least this much.

2. THE TYPES OF UNEMPLOYMENT AIDED BY THE PLAN.

We have classified unemployment in four main groups: tech-
nological, cyclical, frictional and seasonal. We must determine
which of these types the Canadian Act intends to aid; and this
brings first the question: what are the reasons for excluding
certain persons from coverage by the Act?

First, those earning over two thousand dollars each year

are excepted., The obvious conclusion is that the Act intends

to aid only those whose income ls so low that they may be presum-

ed unable to provide for themselves funds against unemployment.

% This whole question is re-opened in Chapter VII.



only those persons generally covereg by the term "workers"

! n
Marx's phrase was "wage-slaves" -- yhoge earnings are enough to

provide for subsistence but not enough to leave a margin for
savings.

Second, persons employed in occupations where the rate of
incidence of unemployment cannot be accurately estimated or de-
termined, are excluded to protect the actuarial basis of the Act.
Thls was apparantly one of the chief reasons for excluding per-
sons engaged in agriculture from coverage.

Third, and one of the more important administrative diffi-
culties causing exclusion of certain workers, is the fact that in
gome industries conditions of employment are so indefinite and
employers so irresponsible that collection of contributions is
difficult and costly. Mr. McLarty gave this as one reason why
persons employed in lumbering and logging industries were ex-
cluded in Canada. Where lumbering is covered in Oregon, he said,
"the administrative costs in that state are 38 per cent higher
than the average costs throughout the United states."(9) yp,
McLarty stated that domestic sefvants were excluded for the same
reason. It is also the reason for exclusion of workers employed

certain
by employers who hire less than ajminimum number of men, in many
State Acts, but there is no such general provision in the Can-
adian Act.

Fourth, and another administrative difficulty, is the fact

that in many occupations the occurrence of involuntary unemploy-

ment is difficult of proof. Many of these occupations are the

(9): Debates, op. cit., p. 2050.
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same as those excluded for one or both of the reasons given just
above; in agriculture and lumbering, for example, involuntary
unemployment would be difficult to prove or disprove.

Fifth, a few occupations are excluded because involuntary
unemployment is unlikely to occur in these employments, A per-
son employed in the Canadian Civil Service, for instance, is never
discharged excppt for cause. Coverage by the plan would be of
no benefit to him, and hence is not extended to him.

Sixth may be mentioned a reason for exclusion stated sever-
al times by Mr. McLarty. Employment which cannot be secured
through the Exchanges cannot be insured:

Certain industries do not lend themselves to the
application of the employment office system. Take for
instance the case of school teachers. If a teacher
1s seeking employment, naturally he or she would not go

to an employment office, but to the secretary of a board
of education or some other employment agency of that

board. (10)

If these are the more important reasons for exclusion of
certain classes of workers, can we conclude that any specific
types of unemployment are excluded from the scheme? It is true
that because of the nature of unemployment insurance, the plan
cannot aid any person who is unemployed for a protracted period
of time; but whether his unemployment results from technological,

cyclical, or frictional causes, he will receive the total amount

of benefits to which he is entitled. Indeed, we might well

claim that the Act is clearly intended to assist technologieal

unemployment, because of its provisions for the rehabilitation

TIO): Debates, op. cit., p. 1988.
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of workers; that it aims at assisting cyclical unemployment,
because of the attempts to ensure that it will be financially
sound throughout the entire cycle; and that it 1s designed to
aid and minimize frictional unemployment, because of the close
assoclation of employment exchanges with the scheme.

'But do the provisions of the Act specifically, or in ef-
fect, bar seasonal workers from insuring under the scheme? If
80, in what manner, and for what reasons? It is clear that the
requirement of 180 days' contributions in the past two years as
a condition for the receipt of benefit will not exclude seasonal
workers., Turning to the list of excepted occupations contained
in the First Schedule to the Act, we find there some employments
which are clearly seasonal, but for the most part they are ex-
cluded for one of the reasons, one of the administrative diffi-
culties, given above. It may be that, in some cases, the consid-
eratlon that inclusion of certain seasonal occupations would up-
get the actuarial basis of the plan, influenced the decision to
exclude them; but this, if true, was passed over lightly. The
members of the opposition in the House, especially those repre-
senting British Columbia =-- in which province lumbering and ship-
ping are important industries -- urged strongly that forest work-
ers and stevedores should not be excluded merely on the grounds
that they were seasonal workers. Though Mr. McLarty was careful
not to deny that these classes were excluded specifically because
their employment was seasonal, ha at no time admitted this, and

several times suggested other reasons for their exclusion. How-

ever Mr., Roebuck stated frankly,
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The reason why these particular men
were not in-
cluded 1is that they are seasonal workers -- very mugh
so. It was felt . . . that were they included the

bill would be greatly complicated . . . (11)
That 1s, certaln occupations -- notably lumbering and stevedor-
ing -- were excluded because of their seasonal nature; not be-
cause thelr inclusion would ruin the actuarial basis of the Act,
but because it would "complicate" calculation of this actuarial
basis. ¥

Except for the employments specifically execpted, there
seems no provigion in the Act which will prevent seasonal workers

from being insured if they so desire. Section 16 of the Act pro-

vides that "where any person proves to the satisfaction of the
Commisgsion that he is . . . employed in an occupation which is
seasonal and which does not ordinarily extend over more than
twenyy weeks in one year . . . the Commission shall grant him a
certificate exempting him from liability fo contribute under this

Act . ." Dbut there is no compulsion for any worker to apply for

guch a certificate. It is true that there ig another sectlon in

the Act allowing the Commission to modify the benefit rights of

either casual, seasonal, or plece- workers, but this 1s evident-

ly designed to avoid injustice to steadier workers, and it 1s

not clear how much use will be made of it. The section reads,

igsil that the
2.(1) where it appears to the Commission
appligat§o% of the provisions of this Act in the deter-
mination of benefits for classes of persons,=--

(a) who habitually work for less than a full worklng week,

(b) whose normal employment is for portions of the year, but

(II): Debatesg, Op. _C.é._t_lo’ b. 2005,
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only in occupations which are seasonal, or
(c) who by custom of their occupation, trade or indust-

ry or pursuant to their agreement with an employer
are paid, in whole or in part, by the piece of on a
basis other than that of time,

would result in anomalies having regard for the benefits
of other classes of insured persons, the Commigsion may
make regulations which shall, in relation to the said
classes of persons impose such additional conditions and
terms with respect to contributions and the paynent
thereof and with respect to the receipt of benefit and
such restrictions on the amount and period of benefit
and on the number of days of any period of unemployment
to be excluded from the benefit period, and make such
modifications in the provisions of this Act relating to
the determination of claims for benefit as may appear
necessary or substantially remove the anomalies.

This part of the Act was evidently written by a barrister. It
seems impossible to predict how this section will be applied; and
it will have to be judged in the light of 1ts application.

What seems clear is that the framers of the Act were not an-

xious to have its funds dissipated by benefit payments to the

seasonally unemployed. This is, we feel, sufficiently evident

to be named as one of the aims of the Act.

3, THE BALANCE BETWEEN INDIVIDUAL JUSTICE AND COMMON WELFARE

Introducing the topic of injustice caused by any social in-

surance measure*, we divided such injustice into two classes --

subjective, and objective. Once the decision to lntroduce a

given scheme of compulsory insurance is made, a certain amount

of subjective or psychic injustice to the individual 1s inev=-

itable. It is limited only by the extent of the scheme -- the

% gbove, page 47.



eliminate, given the sole condition that the scheme is compuls-
ory. The common welfare provided by such a scheme must be the
excuse for its compulsory nature; and if this welfare be desired,
subjectlive injustice to individuals must be accepted as necessary
in order to benefit the community,

But 1t is with the second type -- objective injustice --
that we are more concerned. It also 1g to some degree necessary
if we are to put into operation a compulsory insurance plan, and
thus it too must be excused on the ground that the plan will
benefit the community. It has this difference fronm subjective
injustice: the amount of individual sacrifice to be demanded

favoured

Bad

from less members of the community can be set, within

certain limits, by the provisions of the plan -- by the relative
emphasis it lays upon common welfare and upon individual justice.
It is with the exact bahance between these two ideals struck by
the Canadian Act that we are concerned.

As we sald when discussing this "balance" for the first time,
objective injustice may arise from two causes. In a compulsory
scheme of unemployment insurance covering many industries, the
risk of unemployment as between different specific industries
may vary. Unless especial care 1s exercised in the setting of

premiums, employees in stable industries are penalized to the
un-

un- ,
advantage of those in more Astable industries, where jemployment

1s more widespread. Again, the worker's risk of unemployment

is partially dependent upon personal factors -- his efficiency,

to cite but one ~-- and if a time comes when men must be
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discharged, those with lessg desirable personal characteristics
are the first to be dismissed. Then, if botn efficient and in-
efficient workers pay the same contribution, the efficient work-
er 1s belng penallized to the benefit of the inefficient man,

who 1s the one most likely to call up;n the fund for aid.

The fact that the Canadian fund has set a flat rate of con-
tribution for all workers within glven wage groups, no matter
what industry employs them, and no matter what their previous
record of employment (which might aid in determining efficiency)
1s to a great degree symbolic. The balance between individual
justice and common welfare is struck at a point decidedly
favouring the latter ideal.

While discriminating between industries in the matter of Sia
the rate of contribution (by exacting equal contributions for
varying risks) is to some extent an injustice to the individual,
1t 1s even more an ilnjustice to the industry penalized. It ap-
pears to be the intention of the Government to let this injust-
lce stand uncompensated, in the interests of more effective
working of the plan. The case of the chartered banks of Canada
is relevant.

The chartered banks employ their workers upon a lifetime

basis; they have a satisfactory pension scheme to care for em-

ployees discharged because of old age. Beyond this, 1t is no

exaggeration to say that no permanent employee of a chartered
bank has ever been discharged except for cause -- untrustworthi-

ness or gross inefficlency are almost the only reasons for dis-

missal. The risk of involuntary unemployment which 1ls not the
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fault of the worker is almost negligible in thig occupation

e ,
There seems no reason why the banks' permanent employees should

not have been excluded fronm coverage under the plan, or at very
least given a very low rate of contribution, The banks themselves
submitted briefs to the Government, and made every effort to

have their employees declaregd belonging to an excepted occupat-
ion. But no; common welfare was considered desirable even at

cost of what must be admitted a flagrant disregard for individ-
ual justice. Thege workers were included in the Act on the same
terms as those in other industries. Mr. Hanson, speaking in the
House, could "see no reason for this injustice", but talked him-
self into a position where he had to admit the logigal reason:

I suppose the theory upon which they (i.e., émploy-
eegs of the chartered banks) are included is this. It is
contended that as wage earners or salaried people they
should contribute to the safety and the upbuilding of the
standards of living of theilr less fortunate fellows. (12)

This indeed seems to be the only ground upon which such a pro-
cedure can be excused. Mr. Hanson goes on:

Looking at the whole picture, apd having regard to
the desire to secure and maintain fair and humane con-

ditions of living for a large class of our peoplez phose
who are more favoured will have to make some sacrifice

for those less favoured. (12)

* >
We make no judgement here upon the correctness of this

attitude, but it seems fair to quote 1t as the opinion of the

framers of the Act. Though these words are spoken by the leader

(12): pebates, op. cite., P. 1771
% though the matter is considered again in Chapter VII.
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of the opposition, the thought contained in them was not denied

by the government, nor did Mr. Mclarty give any other reason for

the inclusion of banks under the scheme. But before we draw any

definite conclusions we must attempt a deduction of the Govern-
ment's policy as regards efficient and inefficient workers.

The relation of the rate and duration of benefits to the
rate and length of contribution; the relation between contrib-
utlons and wages; the extent to which savings rather than in-
surance principled are involved in the plan; will aid us here.

To the extent that actuarial considerations force a sav-
ings nature upon the Canadian plan, it becomes a measure in which
some relation between individual contributions and individual
returns must be preserved. We have seen before that perhaps
the primary reason for the addition of a savings nature to un-

employment insurance was the need for an accumulated fund to

carry workers through the depression phase of the cycle. But
onece gavings principles are introduced, they must be Tulfilled

in ways which consider the individual and the right to receive

he has built up by previous contributions. In contrast to the
British Act, the Canadian scheme follows this principle to its

logical conclusion. Beneflts under Canada's plan are a constant

multiple of the contribution rate; in Britain, the ratio of bene-

fit rate to contribution rate js not a constant. The British

worker proving himself eligible for benefit automatically be-

comes entitled to a certain minimum period of benefit; but in

Canada the ratio rule applies and benefit duration is calculated

gis of previous contributions minus previous

golely on the ba
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benefits.

This implies a concern, over and above that made necessary
by actuarial calculations, for achieving individual justice. In
other words the savings principle, introduced to ensure finan-
cial soundnesgs, has been extended until it is almost equal to
an admisgsion by the government that insured persons are entitled
to receive from the fund benefits in some proportion to the mon-

eys he had contributed. In no other unemployment insurance plan

of which we have knowledge are benefit rate and length of bene-

fit period so inflexibly related to céntribution rate and length

of contribution period.

Is this policy carried to its logical conclusion? It is
not. The outstanding injustice still remaining is this: the
steady, efficient worker who, by reason of his efficliency or the
occupation he chooses, remains steadily employed for the whole
period of his working life, and is finally discharged in his

0ld age as being no longer fit for work, receives absolutely no

return from his contributions to the plan. Is he not being pen-

alized far beyond the intention of the Act? True, he has for
many years been insured against snvoluntary unemployment -- but

that risk is one which, by all pragmatic tests, he has proved

non-exietent in his individual case.

For reasons of justice, and for other practical reasons, we

shall have some very definite recommendations 1o make upon this

point*, But those recommendatlons would be largely invalidated

¥ Cnapter VII
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1f we were unable to prove here th-t this was an injustice not

intended by the Act. To recapitulate, the proof 1s this:

We have indicated that the Canadian Act is based upon three
pronciples =- thoge of compensation, imsurance, and saving. In
the case we have postulated, compensation was not required while
the worker. was at hls job -- he was never unemployed, and there
is no reason for inglsting that he should be entitled bo receive
money pald by his employer or employers to the insurance fund in
respect of him. But if the employer is held responsible, to
some degree, for compensation to a worker discharged without
cause, may not that compensation be even more justly payable to
a man discharged because the period of his usefulness is over?

In regard to the worker's own contributlions, compulsory
under the provisions of the plan, he has received no return at-
tributable to the insurance nature of the scheme. Is he then en-
titled to receive some return from the plan due to its savings
character? Superficially, no; but the question hinges on the
extent to which savings principles pervade the plan. We have
tried to show that they extend beyond the point made necessary
by actuarial considerations. If it is desired that savings

should act as a compensating measure of individual justice with-

in the plan, making up for some of the injustices brought about

by it, then our worker has been unjustly treated.

It is safe, then, to cite this as ™ one of the reasons why

accumulated, unused benefits under the plan should be returned

to the worker at the end of his working life.



CHAPTER V: HOW FAR, AND HOW EFFICIENTLY WILL THE AIMS

OF CANADIAN UNEMPLOYMENT INSURANCE BE CARRIED 0OUT?

A. The Digtinction from Relierf.

We have seen that 1t 1s essential to unemployment insurance
and a stated alm of the Canadian plan phat the scheme shall re-
malin fundamentally different from relief. We must ask three
questions to determine how well this aim will be fulfilled:

1. Under the present provisions of the scheme, is its
difference from relief all that is desired?
new

2. What,provisions could confuse the scheme with relief?

3. What likelihood 1s there of such changes occuring?

1. Under the present provisions of the scheme, the criterion

of right 1is the sole criterion for benefit. We have noted this
at several points in our discussion of the nature of the scheme.
This is the fundamental -- though not the only -- provision sep-
arating insurance from rellef, which is awarded on the basis of

need alone. In other respects, too, the Act fulfills its aim of

leaving to its own sphere the needed expedient of relief. The
insurance plan, for instance, does not attempt to assist all un-
employment; it is subsidized by the state only to a limited ex-
tent, and according to definitely set and predetermined regu-

lations. The period and rate of benefit are predetermined; the
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scheme has been designed on an actuarial basis. There seems no

reason to fear that under the present set-up of the scheme, the

powers of the Unemployment Insurance Commission or the duties of
the Advisory Committee will result in aﬁ3::?¢£hese character-
igtlics of the scheme; and if they remained unchanged, no confus-
ion of lnsurance with relief, to the destruction of the true

nature of the lnsurance plan, need be feared.

2. Our only fear is that some change made in the provisions of
the Act, by Parliament -- the body having ultlimate authority over
it -- wlll alter its insurance nature and permit unsound prac-
tises. That this 1s a very justified fear may be shown by the
experience of Great Britain.

Under the British scheme the requirement for benefit (in
go far as contributions were concerned) was that the insured
should have paid 180 days' contributions in the last two years.
This was the original requirement, and 1is the one effective to-
day in the reconstituted plan. But at the height of the de-
pression, those requirements were amended. "Transitional" pay-
ments were instituted; persons who had exhausted thelr benefit

rights, or who were not entitled to benefits when they became

unemployed, could receive payments provided they fulfilled other

simpler qualifications. They need only have paid 48 days' con-

tributions in the previous two years, Or 180 days' contributions

at any time in the past. These benefits were paid out of the

Unemployment Insurance Fund, and of course ruined the soundness

of its actuarial basis. The Fund accumulated huge debts which

became a charge on the public exchequer. The scheme became an

unstable mixture of lnsurance and relief: "The payments were .
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« o o held to Dbe discretionary payments, which, unlike covenanted

benefit, could not be claimed as 1 PiSht.(l)" That is tosay
’

its insurance nature was abandoned to g marked degree.
3. Could such a thing occur here? Why was the British scheme

over-expanded? There were many reasons against such a move:

The Government of 1920-21 had to decide whether . .
to adapt and greatly expand the benefits of the newly
launched Unemployment Insurance Scheme. To ., . . (this)
course there was the important objection that it would
disrupt the whole actuarial basis of the scheme. Not
only had the contributions and benefits been carefully
related to one another, but they were in the nature of
a contractual obligation into which the Government had
entered as the price of imposing a compulsory scheme
upon industry. To manipulate the benefits for its own
convenience in an emergency, and to use the funds for
the relief of non-contributors, might look like break-
ing faith with the contributors. Indeed the whole
principle of contributory insurance might be put in
jeopardy. (2)

There can be no doubt then that a government would not will-
ingly make such a move; some consideration of political exped-
lency must have forced it. This consideration was the preegence
of a large body of unemployed, who had exhausped or were not en-
titled to benefits, and who were rapidly becoming destitute be-
cause there was no satisfactory scheme of unemployment relief,
elther separate from or in conjunction with the insurance scheme.
The national government was the only body financially able to
cope with this problem; the lnsurance gcheme was the only in-
strument through which it could act.

For these pressing reasons the unemployment insurance plan

was wrecked; Britain's unemployed were after this cared for by

(I): Davison, Ronald C., The Unemployed, D. 105.
(2): idem., pp. 102-03.
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what became known as "the dole" -- 5 corrupted, bastard relief-
insurance system which killed initiative and produced the per-
niclous evil of unemployability among its beneficiaries. For,
in practlse, 1t became possible to obtain benefit without the
fulfillment of any conditions. Granted, some method of reliev-
ing these unfortunates was vitally necessary. The pity was that
the post-war depression in Britain brought unemployment of an
extent undreamed of by the government; no proper meamures were
in operation, or even mapped out ready for application. The
corruption of the insurance scheme was the only possible solut-
lon. PFor want of foresight, unemployment insurance generally
was saddled with a reputation which it has not yet lived down.
As for the British plan, it was entirely ruined and in later
years had to be completely reconstituted.

With such an example before us, is it possible that we in
Canada are likely to make the same mistakes? Unemgployment in-
surance may, we have seen, be corrupted into a type of relief
through political pressure; and this pressure may most often be
encountered when there is immediate necesslity for alding a large
body of unemployed, and no suitable netional mechanism to work
through save the unemployment insurance scheme.

Such a situation ag this might easily be encountered in

Canada -- say while our economy 1s in the depths of some future

depression. #ma Because we have not, and are not likely to have,

a national scheme of unemployment relief, we are subject to the

very same danger which proved so disastrous in Britain. True, we

in Canada have had extensive experience with relief partly sub-
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sldized by the Dominion Government; but the difficulty outlined
above must surely have been one of those foreseen by the Commis-
slon on Dominion-Provincial Relations,when it recommended that a

national system of unemployment relief be set up in conjunction

with the Unemployment Insurance plan.X
Drastic measures are required to remedy this danger; in-
creased independence of the administrative body controlling the

lnsurance scheme, even perhaps elimination of government con-

tributions to the fund, have been suggested:

A body of informed opinion in Great Britain holds
that in some measure the system has suffered from gov -
ernmental participation in contributions in that it
facilitates sacrifice of the actuarial basis under soc-
lal pressure by governmental influence in the direction
of practiaally unlimited duration of benefit and in-
clusion of noninsurables. . .

« « o €ach scheme was carefully buttressed by safe-
guards agalilnst expenditure in excess of what the con-
tributions would bear, and . . . at every period of
stress . . . those safeguards have, one by one, been
abrogated . . . 1t 1ls.for the commission to decide wheth-
er any permanent scheme of an insurance character can be
devised with the hope that it can be maintained unless
there ig something in its constitution that will pro-
tect it from these inroads in periods of economic stress.XX

We cannot see our way clear to recommend that the Govern-

ment cease its subsidization of the scheme; nor ls Parliament

likely, in the absence of such cessation of support, to relin-

quish any of its control over the plan. Another solutlon nust

be sought.
The most practical solutlon, perhaps, is that offered by

X Report of the Royal Commlssion on Dominion-Provincial Relat-

iong, Volume II, p. 38, £ E Unemployment In-
hases © uropean D
xk Stewart, ryte e o ad. Polit. Sei., XIV (1932) p. 493.

surance Experience";
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German experience; there, when it was seen that there might be

a large body of unemployed, unentitled to benefit under the In-
surance scheme, and in danger of becoming destitute, a plan more
satisfactory than Britain's was conceived. 2 system of "transit-
ional" or "extended" benefits was added to the scheme. But it

was made clear that these benefits were to be granted in case of
actual need only, and their expense was borne not by the insur-

ance fund, but directly by the government.

Germany . . . vested administration (of her Act) in
an autonomous body . . . managed by equal numbers of
represgentatives of employers and employees. The serious
unemployment encountered by the scheme forced large
distribution of emergency unemployment allowances
entirely from government funds.

In effect,a Pelief plan was In this way set up 1n con-
junction with the insurance =-- without injuring the soundness of
the insurance ~-- and the vast majority of unemployed workers
were assured of means of subsistence regardless of the state of
their “right" to benefit. This may have had the same soclolog-
ically bad effects as the "dole" in Britain; but we are forced
to admit that some system of relief payments 1s necessary in
time of depression, and this scheme fulfilled that need while
preserving intact the actuarial goundness of unemployment insur-

ance. It seems that plans should be made for the setting up of

a similar scheme in Canada, should 1t be necessary at some future

time. Otherwise, the sad experience of the British scheme may

be repeated here.

X gtewart, Bryce M., op. cit.; underlining mine.
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B. The Rlsk Covered.

The Canadian Act provides benefits for involuntary unemploy-
ment of those insured workers who continue able and willing to
work. How effective are the provisions of the Act limiting its
coverage to that one risk only? There can be little question
that they are sufficiently effective -- excppt in respect to one

small detail. The Act leaves a loophole through which it is #mn-

conceivable that voluntary unemployment might be compensated. We
by insurance
have seen that it 1is eesential that the risk coveredpbe beyond

individual control; otherwise, many abuses may result. On thils
one score we would argue with the provisions of the Act as it
now stands:

A person discharged for cause, or gulitting his occupation
without just cause, is under the scheme disqualified from receipt
of benefits for a period "not exceeding six weeks." This seems
both foolish and unjust. A man who has burned down his own house
does not receive insurance for this loss, merely by waiting for
a certain period of time as punishment for burning the house -- he

is more likely to be prosecuted for fraud or arson. A man who

voluntarily quits his position, without good cause, should not be

treated didferently.
Admittedly, the two cases are not strictly analagous. A

case may be made out for this provision on the grounds of the

difficulty of achieving a just decision as to whether discharge

was "due to misconduct! or not, or whether or not the man quit

his job "for good cause." This reason was gufficient to make
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most other unemployment insurance bplans draft a provision similar
to the Canadlian one. But our lay courts find it possible to
arrive at definite decisions in regard to any case presented to
them. Can we not expect the Courts of Referees set up by the

Unemployment Insurance Act to arrive at Judgements final enough
to permit the setting up of more Just penalties?

The far-reaching evil effects of permitting men to receive
benefits after they are discharged for misconduct, or quit their

work, are easily imagined. One of these results is suggested by

the following quotation:

Harrisburg, Pa.: Dorothy Parker, her husband, Alan
Parker, and S. J. Perelman, all film writers and playwrights
in the $1000 - $3000-a-week bracket, and members of the
Bucks County, Pennsylvania, literary and art colony, claim
California unemployment insurance benefits when not work-
ing. California pays a maximum of eighteen dollars a week
for twenty-six weeks and does not require that the bene- )
fitiary be a resident. A writer living in Pennsylvania o.pp/festa

the unemployment-compensation bureau, which transmits the
claim to Sacramento. Inwestigation in Hollywood discloses
that i1t 1s common for stars and the highest-paid writers
to drive up in their limousines to claim their eighteen
dollars weekly between contracts. Thelr point of view is
that the momey is theirs, paid to the state out of their
earnings under compulsion, and why shouldn't they collect

between jobs.  (4)

There are geveral things wrong with a scheme that permits
such an abuse; for several reasons, such a case could not arise
under the Canadian Act. However the moral pointed is clear: the

beneficiaries in this case were merely "resting" between jobs;

they were doing this of their own free will. In any similar

situation under the Canadlan Act, the insured could obtain bene-

fits after waiting six weeks -- if the employment exchange had

(5Y: "We See by the Papers," in The Saturday Evening Post for
March 21, 1942,
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not found a position for him in the meantime. The exchange is

our only protection against such abuses of the Act as the above,
an abuse which, with this alone to check it -- for the exchanges
are not infallible -- may gseriously affect the insurance scheme's
effect on the worker's willingness to work. The lazy employee,
1f he knows that his unemployment benefits are ultimately payable
no matter what the cause of his discharge, no matter why he quits
his Job, will be less likely to try to please his employer by
working willingly and efficiently, less likely to stick to a job

and try to succeed at it.

Aside from this one criticism, however, it is our judge-
ment that, in the absence of any amendments to the Act, it will
cover exactly that risk it is intended to cover. The employment

exchanges ensure that the worker is involuntarily unemployed and

test his willingness to work, by finding employment for him when-
ever this is possible; and his reporting in person at the exchange

to claim benefit will in all ordinary circumstances prove his fit-

negs for work.

C. The Soundness of the Actuarial Basils.

We must discover first of all whether we can consider the
Act actuarially sound as it exists; we must consider the like-

1ihood toward less or toward greater soundness caused by changes

in the measure; we may also profitably ask whether the scheme as

it exists at present will tend to accumnulate an unnecessarily

large reserve.

Statements made by Mr. MclLarty in Parliament, in discussing
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the actuarial calculations on which the Act was based, have been

quoted*. Apparantly the fundamental assumption was that the rate
of unemployment the scheme would encounter, over a period of
years, would be 15 per cent. The percentage of unemployed in
the classes covered, in the eleven years from 1921 to 1931, was
calculated to be 12 per cent. "The average number of benefit
days for insured persons," said Mr. Mclarty, "as computed on the
baslis of 12 per cent, was increased by 30 per cent with a view

in part to making provision for higher unemployment than that
shown by the period of 1921 to 1931, In addition a number of
other changes were made with a view to comptuing rates which
might reasonably be sufficient." To put this in other words, the
number of days of benefit to be paid out of the fund, assuming
the rate of unemployment would be 12 per cent, was calculated.
This figure was increased by 30 per cent, and the figure thus ob-
tained was used as the determinant of contribution rates, assum-
ing that it would represent the maximum possible demand on the
fund. Before we can make any Jjudgement as to the soundness of
this -- for instance as being representative of unemployment in-
cidence throughout a full trade cycle -- we must inquire into the
calculations which led to these conclusions, and into the re-

1iability in general of canadian unemployment statistics.

Unfortunately, we immediately run into difficulties here.

The three documents which would allow us to make a sound judge-

ment on this matter, by our own gtandards =- the Minutes of the

Specilal Committee of the Hougse of Commons which considered the

Unemployment Insurance Bill before its third reading, containing

Mr. Wolfenden's actuarial judgement of the scheme; the Reports

;‘above,_, p.-99.
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of Mr. Watson, Chlef Actuary of the Department of Insurance, on

the basis of which contributions for both the ill-fated 1935

Act, and the present Act, were set -- have never been published.
Unable to consult them, we turn to other sources of statistics
of unemployment in Canada.

The only official statistics, those evidently used by the
Dominion Bureau of Statistics as an index of unemployment in
Canada, are Reports from Trades Unions of unemployment within
the unions. Any conclusions we may reach on the basis of these
figures are strictly limited by several factors. 1In the first
place, the trades unions members make up only a small percentage
of all persons insured under the scheme. In the second place,
the figures refer to all types of unemployment within the uniong
-- including, for instance, unemployment due to strikes, for CQEZF
benefits are not paid -~ and to all unemployment, without refer-
ence to its duration. It is only fair to admit that a large num-
ber of the unemployed at the height of the depression -- 1932 --
would be persons who had exhausted thelr benefits. Be that as
it may, the figures show a trend, and we may make some tentative
observations based on them.

On the following page appears a graph showing the percent-
age of trades union members (of the reporting unions) unemployed,
computed both as a monthly and as a yearly average, between the
years 1920 and 1941, Of this period, it is interesting to note
that the figures show

Average unemployment in the period 1921-1931: 7.9%

Average unemployment in the period 1931 - 1939: 14.6%
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The rate of unemployment in 1931-1939 (a period purposely
chosen to end before the employment boom caused by the war) is
almost double the rate for 1921-1931. How sound, then, is Mr.
Watson's conclusion that he must increase by only 30 per cent
the figure of 12 per cent he computed\for this earlier period?

We are hampered by lack of information in making any defin-
ite criticisms; but it seems as though the actuarial basis of
the 1940 Act was merely a rehash of the basis computed for the
earlier (1935) measure.*y In the light of the experiences of
post=1931 years -- the crash followlng the boom; the recovery;
the recession -- this seems a lazy and foolhardy procedure. The
Act, as we have seen, assists cyclically-caused unemployment to
a considerable extent. Flgures computed on the basis of 1921-
1931 experience do not cover the full cycle as it has been re-
vealed in subsequent years. A study of the yearly averages of
unemployment (the yearly average to some extent smooths out seas-
onal fluctuations) suggests that a complete cycle for the type of
unemployment recorded in our graph would extend from, say, 1925
to 1937 -- when its pregress was interrupted by the "recession."
Surely a new actuarial basls, calculated from unemployment flgures
would have put the measure on a safer basis.

for these years,

But this was not done; in our ignorance, we have probably neg-

lected perfectly good reasons why there was no necessity for

i ] f Commons, quoted
. Iv's explanation in the House o » QU
:nSnggrQQMCLﬁg.yWatson's 1940 report was apparantly = revised

version of his 1935 report.
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doing so. And further criticisms are impossible without further

specific data.

To recapitulate, the basis is this: contributions were
calculated on the assumptlion that the average rate of unemploy -
ment would be 12 per cent. In the 1940 Act these contributions
were increased by 30 per cent, and other safeguards were added.
We may perhaps assume that the Act expects to encounter an average
unemployment rate -- among the insured -- of 15 per cent? Wheth-
er this average will prove too low, necessitating changes in the
Act to prevent 1ts becoming insolvent, or too high, enforcing
changes to prevent accumulation of unwanted reserves, is a matter
for speculation. Mr. Wolfenden doubts that the Act is "actuar-
ially determinate" and even Mr. Watson, who is responsible for
its actuarial basis, cannot guarantee that it is fonancially im-
pregnable. We quote a report of certain evidence given before

the Special Committee of the House of Commons which considered

the Bi1l:(5)

Mr. H., H. Wolfenden, Toronto actuary . . . expressed
his views on the actuarial aspect . . . as foklows:

It is my conviction that the scheme set
out in Bill 98 is, at the present time, "ac-
tuarially indeterminate." My reason for t@at
opinion is this: Actuarial soundness requires
the actuary to be able to formulate his me-
thods of calculation "with reasonable certain-
ty, and with adequate (though not, of course,
excegsive) margins of gafety." In this case =--
in the year 1940, in respect of any estimate
of future unemployment -- it 1s, 1t seems to
me, wholly impossible to formulate methods of

% sco also page /¥ below.

(5): reported in the Labour Gazette, XL (1940), p. 800.
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calculation "with reasonable certainty, with
adequate magrins of safety." It ig quite im-
possible to assume with reasonable certalinty
what the basic rate of unemployment, on which

%llbthe calculations must be based, is likely
o be.

He stated that if the unemployment rate in 1943 and
1944 rose to 25 per cent and 35 per cent, respectively,
the fund would become insolvent unless the Advisory Com-
mittee made a drastic re-adjustments. In answer to a
question by Mr. Roebuck, Mr. Wolfenden explained that
his inability to describe any unemployment insurance
scheme as actuarially sound was because of the outbreak
of the war . . . In answer to Mr. Pottier, the witness
agreed that unemployment might possibly drop after the
war as the result of industrial development . . .

Mr. A. D. Watson, Chief Actuary of the Department
of Insurance, explained that the technical parts of his
report had not been forwarded to Mr. Wolfenden. lr.
“atson believed he had allowed for a reasonable margin
of safety and added:--

You cannot put in a statute nowv that will
make people wise five or ten years from now.
You have to assume, legislatively, that people
will be sensible five or ten years from now
and do the wise thing. I am sure that those
aspects of the bill are adequate; we cannot
say what people will do in the future, but they

are legislatively adequate to give all the nec-
egsary protection and safeguards.

We can arrive at no definite decislon as to the actuarial
soundness of the scheme, then -- we cannot guess whether it
will accumulate too large or too small a reserve -- if two ex-
perts, in possession of far more information and learning, can-
not agree upon its soundness. But 1s this a vital matter?

Both actuaries agree that the scheme's actuarial basis can-
not be determined, from the first, for once and all; this, 1n

view of the many unpredictable factors determining extent ol un-

employment, is logical. The strength or weakness of the schenme
b
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must therefore lie in the measures contained in 1t, ensuring that

needed changes will be made and that unwise amendments will not
certain
occur. We have discussed how wderpcircunstances, extreme pol-
ltical pressure may be brought to bear to ruin the actuarial
basls of the plan, in order to agssist destitute unemployed per-
sons. We have concluded that this can only be avogded by the in-
stitution of some national measure of unemployment relief --
elther as an independent scheme, or in conjunction with the in-
surance plan and disguised as part of it. Other factors -- pres-
sure from employers to be exempted from coverage by the Act, or
to have their contributions redueed; undue optimism in Government
circles at the existence of a considerable reserve, perhaps built
up in a boom period which would be the prelude to deep depression;
pressure by special groups to have occupations which were, for one
reason or another, uninsurable, included in the scheme -- any of
thege factors and others, it must be realized? could induce chang-
es which would destroy the Act's financial sgoundness.

But we have adequate protection against anything of this sort
occuring, in the existence of the Advisory Committee. It is pre-
sumed that this board will include at least one actuarial expert,
and that its opinions and recommendations regarding the financial
condition of the fund will be sound. And 1t seems logical to be-
lieve that, in the absence of very strong political pressure,
Parliament will follow the Committee's suggestions, recognizing
the authority with which they are made.

We may ask whether the Fund 1s sound enough at the present

moment so that no shock early in its career could destroy its sol-
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vency. It 1s Mr. Wolfenden's contention that it is not; Mr.

Watson naturally defends his child. Watson claims Wolfenden's

criticisms were made without an adequate knowledge of the safe-
guards used to ensure correct calculation. But even if Wolfen-
den erred on the side of pessimism, he felt that an unemployed
percentage of 25 per cent in 1943, and 35 per cent in 1944, would
be required to force the Fund into bankruptcy. It does not seem
possible that this can occur. The war shows no sign of ending in
1943 or 1944, unless by a defeat of the United Nations -- in which
case the Unemployment Insurance Act, together with many other
statutes, would cease to be operative. And if the war continues,
unemployment will decrease rather than increase. Even should the
in victory

war seewxks endpsoon, the necessity of policing conquered count-
ries will prevent demobilization of armies, and resultant flood-
ing of the labour market, for some years; and in the field of in-
dustry, we may expect a repetition of 1918 conditions when, as
Mr. Watson pointed out, "for eighteem months after the conclus-
ion of the war . . . employment conditlons were good."(6) The
pogsibility that the scheme will founder before the Advisory Com-
mittee can, from experience, put 1t on a sounder basis, seems 1n
the light of present conditions unlikely.

To pursue the argument further, it may be seen that the
factors which might make for such premature failure have Dbeen

carefully eliminated. The Commission on Domimion=-Provincial Re-

lations, reporting on the state unemployment insurance schemes

in the United States, said

geveral schemes became bankrupt, or virtually so,

(6): Labour Gazette, XL (1940), p- 800,
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before they got into effective operation, because of
lack of diwersification of industry int he state which
made it impossible to spread the rigk sufficiently,

or because the state's industries were especially vul-
nerable to depression factors, or because the state
took in too many workers in very low income groups or
provided for too short periodg of employment before
benefits were available . . X

[ ]

The first two contingencies are extremely W unlikely to
occur with a compulsory national plan. The third objection, in
a plan where benefits are always lower than wages, seems ridicul-
ous; but what of the thought that the scheme may quickly founder
because it “"provides for too short periods of employment before
benefits are available"?

OTTAWA, March 26-- (CP)-~- Payments under the Un-
employment Insurance Act have been made to 549 persons,

it was reported in a return tabled in phe Hou§e of Com;{x

mons replying to a question by J. G. Diefenbaker . . .

This is the answer to our question. The Canadian plan com-
menced operation on July 1, 1941. Thirty weeks later, or in the
middle of January, 1942, benefits became payable to those insured
persons who lost their employment and qualified for receipt of
them. Yet after two months, only 549 persons have been assisted.
And this is out of a total insured population of 2,981,199 per-
sons (to January 1, 1942), with an Insurance Fund kesas—be—tte

: Qas ’
having to its ceeditjof January 1, 1942, a total of $29,385,-

498.54 J*

X Report of the Royal Gommission on Domimion-Provincial
Relations, p. 37 (Vol.I)

XX fpom the Montreal Star for March 27, 1942,

% figures from the Labour Gazette, XLII (1942), p. 198.
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Aside from feeling that the rate of unemployment should have
been calculated using figures for, say, 1925 to 1937, rather than
recalculated from the 1921 - 1931 figures, we are content to leave
the question of financial soundness in the hands of the Advis-
ory Committee, reasonably certain that %heg will be able to nain-
taln the solvency of the scheme.

With regard to accumulation of excess reserves, the German
Act specificakly provided that when the insurance fund reached
a certain level contributions should be redueed. This seems
rather a lazy substitute for endeavouring to place that scheme
on an actuarially sound basis. The contention is borne out by
the fact that the German fund never reached a level permitting
contributions to be lowered, but on the contrary underestimated
the rate of future unemployment so badly that doubling of con-
tribution rates and, finally, borrowing from the Government, were
necegsary. We are content to leave to the Advisory Committee
the further problem of readjusting certain parts of the scheme
if and when reserves reach an excessive amount through the rate

of unemployment being lower than that calculated.

With regard to determining whether reserves will be excess-

jve, sufficient, or insuffieient, should unemployment average

out at exactly the calculated rate, weE=s=wE We have made some

simple calculations. The "ratio rule" introduced by Section 34

of the Act works out so that every man who has been employed for

a given number of weeks, steadily or on the average, over a per-

iod of at least five years, 1s entitled -- in any benefit yezar -

to peceive one-half that number of weeks' benefit. This may
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seem hard to believe, considering the ACt's ruling that bene-

fits are to exteng for one-fifth of the number of days' con-

tributions paid; but Mr, BShangroom of the Department of Labour

shows how it is Possible:

: ° * SUDPPOse a man worked thirty weeks during
the first year that he was covereg by unemployment in-
surance. He would be entitled at the eng of that per-
iod, if unemployed and if he fulfilled the other stat-
utory conditions . . « to one-fifth or the period in
insurance benefits; that 1s, six weeks. If he worked
thirty weeks in the second year of hisg coverage and
again became ungmployed, he would have accunmulated six-

of the number of benefits which he had enjoyed in the
previous year, that is two weeks. Therefore the per-
ion of benefit to which he would be entitled the sec-
ond year would be ten weeks, If he had the same ep-
Ployment experience of thirty weecks during the third
year, the benefit period would run to seventy-gsix days,
and in the fourth year eighty-seven days. If over a
period of years he was normally emnloyed for thirty:
weeks he would be entitled to fifteem weecks benefit;
that is, half the time of his employment.

At first glance it looks as if he is entitled to
only one-fifth of the time, but actually he relies on
employment experience which entitles him to one-half
of hig employment history in benefit duration; if he
worked thirty weeks on the average over a period of
years, he would still receive fifteen weeks' beneflp, as
if he had worked thirty weeks exactly each year. sim-
1larly if a man worked twenty=-four weeks either exactly'
or on the average, he would be entitled to twelve weeks
benefit, 1f he had built up five years' employment

history. (6)

This matter being explained, we may attempt an analysis of
the ratio of benefits to contributions, for later use. The max-
imum rate of benefit ( paid if the beneficiary had one or more
dependents) is #0 times the rate of contribution. Not all bene-
ficiarles will claim the dependents' allowance; but let us as-

sume that #0 times the rate of the worker's contribution will

): evidence pefore the Special Committec of the House of
g;éo;umons on the Unemployment /nsvrance Bill; reported
n the Labour Gazetle, XL (I1940) p.794
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be a maximum average demand upon the Fund. However, each per-

son may draw, as a maximum, only half as many benefit payments

as he has made contributions. But the average rate of unem-

ployment which the Act is expected to encounter is about 15

per cent:

Mr. Watson, Chief Actuary of the Insurance Department,
o « o ©xplained that 30 per cent had been added to the
benefit days computed on the distribution of 1921-31 and
corresponding deductions had been made from the con-
tributions; thus the rate of unemployment of insured per-
sons would be about 15 per cent . . . (7)

This makes it clear that total maximum demand on the fund,
assuming the Actuary's figures substantially correct and a nor-
mal distribution of unemployment as between the different wage

groups, would be

w__ ~ 15 = , OO0
("'2"—20) 2-OXT6'6XC 3 ¢

where C 1s the work-
er's contribution. But the employer's contribution to the fund
is, on the average, 14 per cent greater than the worker's; and

the Government adds one fifth of the total to the Fund. 8o the

total Fund would be:

2.14
C+ l.lhcC+ =F=C = 2.57¢C

and thus the possible total demand on the Fund would be

= 116 ,3%

3.00C
2.57C

{7): Labour Gazette, XL (1940), p. 803
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Actually, since the rate of benefit would not average as

much as 4#Q times the rate of contribution, this is a very ex-

treme estimate of demand on the Fund. If the actuary's estimate

of the per cent unenmployed is correct, then -- if it is correct,

throughout the cycle, as an average -- the Fund will over a per-

no
iod of years tend to build up em@ excess reserve, and there is a

little possibility of its becoming insolvent.

But some of the estimates made in this calculation will
probably prove inaccurate -- all insured persons will not draw
thelr maximum amount of benefit; on the other hand the expected
rate of unemployment may be exceeded -- and the financial sound-
ness of the plan will be dependent, as we have said, on the work-
ing efficiency of the Advisory Committee. This should prove suf-
ficient to maintain solvency, given our one proviso on that mat-
ter -- a proviso also stressed by Mr. W, H. Macdonnell when he
made a representation on behalf of the Canadian Manufacturers'

Association to the Special Committee on the Bill:

The insurance scheme laid down in the bill will only
take care of unemployed for a limited length of time. If
widespread unemployment should continue for a length of
time there would inevitably be a large number of unem-
ployed who would elther never become entitled to bengflt
or would exhaust their right to benefit. In these cir-
cumstances, unless a supplementary unemployment agsist-
ance scheme, with a means or need test, is set up along
with The insurance scheme, there is grave danger that the
same thing would happen in Canada as happened l1n Great
Britain prior to 1931, namely, that there"would be an ir-
resistable pressure to "let down the bars" and continue
to pay unemployment benefit regardless of contribution. (8)

(8): reported in the Lapbour Gazette, XL (1940), p.797; under-
1llining mine.
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D. The Secondary Purposes of the Act.

We have said that while the first aim of unemployment in-
surance scﬁ;?es is to aid unemployment, their gsecondary purposes
must alwaysAto increase productivity, to encourage employment,
to avoid any discouragement of employment. Most of the factors
concerned in any discussion of how far the Canadian Act will ful-
fill these, its secondary purposes, are "long-run" factors, and
thus are more properly considered in the next Chapterfp But cer-
tain features of the Act, particularly the working of the employ-
ment exchanges, may have some i:mediate €ffect, if not on producti-
ivity, then at least upon employment and employment conditions.
Let us first consider, then, the working of the employment ex-
change in conjunction with the Act -- not from the point of view

of long-run rigidities or mobilities it will add to the economy,

but from the point of view of immediate effects upon employment.

.1. THE WORKING OF THE EXCHANGES

The first danger encountered when employment exchanges are
intimately associated with insurance schemes is this: the ex-
changes may recommend to employers men most in need of jobs =--
say, those who have been unemployed for some time and have ex-

hausted their insurance benefits -- rather than those most fitted

for the position the employer has open. Or if, as in the case

of the Canadian exchanges, any citizen -- whether or not insured

% gee pagell§below.
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under the Act -- is permitted to register with the exchanges for
employment, these offices might recomnend to employers those per-
sons 1n receipt of unemployment benefit (or more particularly,
those longest in receipt of benefit) in order to remove burdens
from the scheme, rather than recommending a more sultable person
who is not in receipt of benefit. Again, the exchanges might
discriminate between employers, sending the best workers to that
employer whose contribution to the Fund was greatest, for in-
stance, rather than placing the worker with the first applicant
for him, or where he was most suited.

Should any of these things be done, employers would soon
stop applyling to the exchanges, and refuse to employ workers re-
commended to them by the exchanges. And since there is not, and
cannot be in this country, any regulation compelling employers
to hire men through the exchanges only, these bureaus would be-
come worse than useless. The natural tendency for frictional em-
ployment to be increased, due to workers slackening their indiv-
idual efforts to hunt for jobs while in receipt of unemployment
insurance benefits, would assert itself and run unchecked, be-
cause the exchanges would be unable to find employment for them.
The scheme would be placed in a very precarious financial con-
dition -- though it should not become insolvent -- and unem-

ployment caused by the gcheme would be a decided factor to reekon

with. It is extremely important, then, that employers have full

confidence in the exchanges. Luckily, it appears the 1lntention

of the bureaus to promote this. The "employment placement pol-

icy of the employment and claims offices" 1is stated to be as

follows:
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« o« o The Unemployment and Claims Offices of the
Unemployment Insurance Commisgsion will:

(a) endeavaur to refer to suitable employment any em-
ployable resident of Canada, either male or fehale,
of whatever occupatlion or calling;

(b) endeavour to secure suitable applicants to fill
any vacancy notified by an employer . . .

In effecting placements, Employment and Claims Of-
fices will endeavour to refer the mogt competent ap-
plicants registered and avalilable for the employment
offering, and where several persons of like competence
are available for the same employment, a preference
shall be given to the person or persons whose appli-
cation or applications, as the case may be, show the
longest period of continuous registration immediately
prior to the date of placement; provided, however,
that nothing herein contained shall prevent the send-
ing of a number of persons to an employer for select-
lon purposes, nor the sending of a particular person
who may be asked for by an employer.

No applicant seeking work will be discriminated in
favour of, nor against, by reason:

(a) of his or her racial origin, religious beliefs, or
political affiliation;

(b) of whether or not he or she was engaged previously
in insured employment. (9)

Any discrimination in favour of, or agalnst any employer
will be caused only by virtue of the wage he offers, since work-
ers registered with the exchange will be given the opportunity
of choosing between jobs offering different rates of pay:

In referring workers to employment, the . . . Of-
fices will advise the applicant of the wage rate offer-

ed by the prospective employer . . . (9)

Tt seems from the above that our fears in regard to the ex-

changes were groundless. If the Employment Offices hold to the

() Employment Placement Policy of the Employment and Claims
Offices of the Unemployment Insurance Commission, as reported
in the Labour Gazette, XLI (1941), p. 1392.
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letter of their instructions, in practise, the trust of the em-
ployers in the Offices should become a thing beautiful to behold.
The Offices should have little difficulty in obtaining employment
for its registrants when there is any employment to be had, and
the Unemployment Insurance scheme éhould not suffer from any un-
warranted increase in frictional employment caused by the scheme
itself.

British and American writers, in enumerating the difficult-
ies of employment exchanges assoclated with insurance schemes,
which we have put forward above, have often gone so far as to de-
mand that exchanges be made enitirely independent of the ilnsurance
schemes. The policy adopted by the Canadlan Employment Offices,
i1f adhered to, is a refutation of that argument. The Offices
achieve sufficient independence from the scheme, yet save wastage
of administrative funds, and duplication of staffs, by being com-
bined with the Claims Offices. It is the best of all possible

solutions.

2. THE QUESTION OF ADMINISTRATIVE COST

There are other ways in which the insurance plan may have

immediate effects on employment. One way is by the expenditure

of administrative funds on such things as rehabilitatlion and

training of workers, mass shifting of the unemployed to more
prosperous areas, vocational guidance, and publicity directed to
both employers and workers. The important principle to be re-

cognized is that disproportionate administrative expensgses may

have a favourable effect in cutting down demands upon the fund,
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and a favourable effect upon employment in general. Dr. Richter
has some very interesting comments in this connection; originally
applied to the field of Workman's Compensation, the principles

are no less applicable to unemployment insurance:

In the Workmen's Compensation Acts of most provinces,
adminisgtrative costs are now usually borne by those em-
ployers who support the fund, though originally it was the
custom for Governments to bear this expense. What is the
reason for this change? Simply, that in compensation act
adminigtration, the expression of the administrative costs
as a percentage of total costs means nothing; preventive
services gesyiees Of geveral types are so important that
the higher the percentage of administrative cost to total
cost, the lower 1is the total cost likely to be. Govern-
ments, when they paid for administration, were not im=-
pressed or influenced by this fact. The result was that
false economy was practised and true economy could not
be applied.

There is a lesson here when we consgsider the Canadian
Unemployment Insurance Act. In this Act . . . the Govern-
ment of Canada 1s the direct bearer of all administrative
costs. Who can say that the same situation will not arise?
The need for "“preventive serviges" in minimizing unemploy-
ment is no less great #ee» than the need for those services
in minimizing industrial accidents. Yet the Government,
even though it may realize that larger expenditures will
regsult in fewer demands on the fund, as well as a favour-
able turn in employment generally, will be forced to con-
sider "economy" -- false economy -- first. (10)

This question might as justifiably have been considered un-
der the heading "Administrative Economy and Efficiency" as at
this time; for it should be clear that what seems economy at
first sight, in social insurance, may in truth be far from economy.

May these difficulties be avolded without a fundamental

change in the Act? Mr. A. A. Heaps, another witness before the

(1I0): Richter, L., lectures on "contemporary Economic Problems,"
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Special Committee, saild,

. » practieally the whole of the administration of
this blll when it becomes law will be in the hands of
representatives of employer and employee, who pay by far
the larger proportion of the fund . . . because you have
employer and employee sitting in on the administration
of thls proposed act we are going to get a fairly sound
and efficient administration. (11)

Granting for the moment the truth of this statement, will
the Commission -- composed, as Mr. Heaps says, of employers and
employees -~ be permitted to exercige their own judgement in re-
gard to attaining minimum true administrative cost? They will
not. The purse-strings of the administrative funds are held by
the Government -- as wiltness the wording of the Act:

11. The costs of adminisgtration of this Act, including

remuneration of Commissioners, officers, clerks and em-
ployees, shall be paid out of moneys provided by parliament.

It is not hard to imagine the rhetorical condemnation which would
be leveled from the floor of the House of Commons at any party in
power whose appropriation estimates for administration of the Un-
employment Insurance Act were what appeared, on the surface, "un-
duly high". Under the pregent Act, the Government would have
much more interest in short-sighted economy than in reducing de-
mands on the fund, to which it contributed the same amount be de-
mands upon it great or small.

The recommendation we feel compelled to make is a radical
one. Yet in helping reduee unemployment, in allowing contribut-
ions to the Fund to be eventually reduced much below their pres-

ent level, it should have profoundly helpful results. It is

TI1): A.A. Heaps, quoted in the Labour Gazette, XL (1940), p.T793.
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this: rather than paying administrative costs directly, the Gov-
ernment should grant to the Unemployment Insurance Fund a propor-
tionately higher sum than it now pays. And in fashion similar to
the British Act, the Commission should be empdwered to determine,
under scrutiny of the Advisory Committee, what proportion of the

Fund's reserves shall be applied to preventing rather than assist-

ing unemployment. With the one proviso that sound actuarial stan-

dards must be maintained, the Commission should determine the al-

location of the Fund as between admlinistrative costs and benefit

payments.

Miss Carroll, speaking of the German Unemployment Insurance
Act, compared(lz) its administrative costs of 7 per cent favour-
ably with the British costs of up to 125 per cent of the insurance
fund. Only on sertain grounds is she justified in calling the
German figure "more satisfactory." If the lower percentage wvas
due to greater efficiency of administration, well and good; if
1t was due to neglect of unemployment-prevention gervices, her
statement betrays a want of understanding. We must struggle a-
gainst the commonly-held belief that the administrative costs of
social insurance measures should be kept as low as possible. This
rule, which may be applied to many other government-controlled
plans, should not be assumed generally applicable. If the Canad-
ian scheme is to have a favourable effect upon the employment
situation, it must be allowed to devote a large portion of its
regsources to preventive measures. Adminlstrative costs should

be paid directly from the insurance fund, for only thus can true

(12): Carroll, M.R., Unemployment Insurance in Germany, D. 87.



- 150 -

economy be achieved. This change would involve no insoluble
actuarial difficulties. In our concluding Chapter we go on to
determine what actuarial calculations would be required under the
plan if go reconstituted, and how the Government's new contribut-

ion to the fund might be calculated.

3. OTHER PROVISIONS IN THE ACT, EXICOURAGING EMPLOYMENT.

From the short-run point of view, we may consider that the
use of training schemes in conjunction with the Act will do a
great deal to decrease unemployment. But as Mr. McLarty has in-
dicated that the plan wil?:get up its own training schemes, but
will send persons to private or Provincial schemes, the question
of administrative cost considered above will ®e important here.
For private (or Provincial) schemes will not generally accept in-
sured workers without some fees being paid on their behalf; and
liberal grants for payment of these fees must be made to ensure
mogt effective use of this measure., The same applies to the pro-
visions allowing loans to be made to workers, covering the ex-
penses of their transportation from an impoverished area to one
where employment is more plentiful. Under a more liberal set-up,
thegse loans could profitably be transformed to outright gifts;
more workers would make use of the provision, and net cost of
such gifts would probably be negative. If administrative funds
were more plentifully supplied, other measures to encourage em-

ployment might doubtless be set up under the Act. To mention

but a few: institutions giving vocational guidance or free tech-
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nical training to young people reaching an employable age are far
too few 1n Canada; they might be augmented to the benefit of all.
Publicity directed to employers and workers, giving invaluable
Information on the employment situation and prospects for the
future, should be freely distributed. Canadian Unemployment in-
surance has recognized its responsibility as a preventive as well
as a “"salvage" measure; it is not yet free to discharge that duty

to the best of its ability.

E. Efficiency and Econonmy of Administration.

Does the plan attain the maximum possible administrative
efficiency and economy? It is important to answer this question,
for such a measure should be content with nothing less than the
maximim. And we mean economy, not only in regard to the actual
administration of the Act itself, but also in regard to the ad-
ministrative work it causes other groups -- particularly em-
ployers.

First, in regard to efficiency: the questlons we must ask

are these: does the Act eliminate the possibility of evasion to
the maximum extent possible? Are the provisions ensuring that
benefit payments will be made justly and carefully, sufficient?
The second question has been answered in the affirmative in
another place*. Profiting by the experience of many previous in-
surance schemes in other countries, the Canadian Act has made full

provigion to eliminate payment of unearned or excessive benefits,

% gbove, page 127.
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and payment of benefits to persons not qualifying for them in the
prescribed manner, or not fulfilling the required conditions.

But what of the first question? 1Is there evasion of contribut-
lon payment by persons who in compliance with the Act should be
covered by unemployment insurance?

The German scheme had a much easier path to follow in this
matter than had the Canadian. In Germany, compulsory health in-
surance had been in force for a number of years prior to the in-
troduction of unemployment insurance. The habit of regular con-
tribution to the health insurance plan was firmly established
among employers; evaslons of the older Act had been discovered
and punished; and administration had been amended through exper-
ience to ensure fullest possible compliance with the law. Now
came the unemployment insurance scheme, covering essentially the
same occupations and exacting contributions, as a general rule,
from the same employers. The logical step was taken. The health
insurance scheme became the collecting agency for unemployment in-
surance contributions, and evasion was kept at a very low level.

Having no such established administrative structure to work
from, Canada had to institute different methods of ensurkng the
payment of contributions. First, every insurable worker was re-
quired to have an unemployment insurance book, which his employer
was bound by law to obtain for him. The natural shifting of
workers from job to job would show up many evading employers un-
der this system, or could be made to do so 1if every man receiving

an insurance book for the first time was questioned regarding his

previous employment history. ABaln, in cases where the worker
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was aware of the real advantages the insurance would bring him,
he would be likely to report his employer if the latter failed to
conply with the law. Avdddance of evasion through this method
may be cilted, ln passing, as another reason for correctly shaping
the worker's attitude toward unemployment insurance.

Also, inspectors are set up under the scheme, with power to
make suci investigations as the Commission sees fit to apprehend
evading employers. Severe penalties are provided for evasion.
Under the circumstances, it appears that the Act follows the best
procedure possible to attain efficient collection of contributions.
The American method of direct forwarding of contributions to the
offices of the plan offers more loop-holeg for evasion, though it
is chiefly condemned on grounds of the difficulty of keeping brek
track of each worker's contribution. The German method is not
applicable. And the convenient system of stamps and books, which
has worked out well in Great Britain, affords the most efficent
check on the contributions of the individual worker (necessary in
determining benefits) and allows the least opening for evasion.
It is to be hoped that Canada will somghay have the pleasure of
repeating German experience in reverse, building up a Health In-
surance scheme on the administrative structure provided by unem-
ployment insurance.

The existence, in Britain, of a "black market" in used unem-
ployment stamps, which were re-sold and placed in insurance books
to evoid payment of contributions, may be mentioned. This is a

danger which was overcome, once its existence was discovered, in

Britain, and there is no reason why 1t should prove troublesome
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in Canada 1f the Commission rulegs that all filled or completed
books be returned to its offices. They could be retained while

needed to establish claims to benefit, and destroyed at the end

of five years when they became useless,

Does the Act achleve economy of administrative effort, both
for government and for employer? In regard to payment of con-
tributions the employers are treated as generously as possible.
Unemployment insurance stamps may be bought at any Post Office,
and there is a Post Office in every town where workers covered
by the Act are likely to be employed. But if the employer finds
that purchasing stamps and affixing them to insurance books is
too great a waste of time and effort, he may lease from the Gov-
ernment a metering device which stamps the books automatically;
and further, in some cases, permission 1s given to make payments
in bulk directly to the insurance fund. A breakdown of the re-
ceipts of the fund from July 1, 1941, to January 1, 1942? shows

how many employers have chosen the latter methods:

Receipts from sale of insurance stamps 14,988,079. 77

Payment by Meter Deviees 4,241,002, 96
Payment in bulk 5,132,542, 18
Government Contributions 4,866,062, 50
Interest on investments 177,720, 00
Miscellaneous 9l. 13

29,385,498, 54

= fipures from the Labour Gazette, XLII (1942), p. 198.
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But perhaps the provision most annoying and costly to em-
ployers was that governing the determination of contribution
rates. The rates set were not a flat rate for all employees --
as in Britain -- nor a flat percentage of wages -- as in the Unit-
ed States. There is not so much as a constant ratio between the
contribution of the worker and that of the employer.

To see why rates were set thus, in a way that makes calcul-

TABLE F

RELATIONS OF CONTRIBUTIONS AND BENEFITS TO WAGES IN CANADIAN UN
EMPLOYMENT INSURANCE.®

Wage Group "Represen-/ Contributions as % Benefits as % of
tative /  of "Representative Wage'V "Rep. Wage."

$ Wage™ / Worker .Emp'r.Govt. TOT. /No Deps. Depends.
5.40-7.50 $6.45  1.9% 3,3 1%  6.24 633 T4
7.50-6.60 8,50 1.8 2.9 0.9 5.6 60 71
9.60-12.00 10.80 1.7 2.3 0.8 4.8 57 67
12,00-15.00 13%.50 1.55 1.85 0.7 4.1 53 62
15.00-20.00 17.50 1.4 1.5 0.6 3.5 47 55
20,00-26.00 23.00 1.3 1.2 0.4 2.9 44 52
26.,00-38 .50 32.25 1.1 0.85 0.3 2.4 38 45

X figures compiled from Second and Third Schedules to the Canadian
Unemployment Insurance Act, 1940.

% the "representative wage" was calculated as a convenlent basis
for analysis and is taken, as in the German Act's sSchedules, to
be the mean between the two extremes of wages given in each of

the specified wage groups.
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calculation of them difficult and costly, we must look again at
the degree of common welfare aimed at by the Act.

Referring to the table on the previous page (Table F), it
will be seen that both the workers' and the employers' contribut-
lons are a decreasing percentage of wages, the percentage con-
tribution by the employer decreasing more rapidly. Since benefit
is proportional to contribution rate, benefits vary in constant
ratio to workers' contributions. Total contributions are of
course a decreasing percentage of wages.

It was because of the decision, based on savings principles,
to make the rate of benefits a constant multiple of the rate of
contribution and to make maximum number of benefits dependent upon
the number of contributions, that the policy of decreasing per-
centage contributions with increasing wages was adopted. For, as
Mr. McLarty has said, one of the fundamental principles of the
Act is to protect the standard of living of the Canadian worker.
Contributions by persons in the lower income brackets are a high-
er percentage of wages than the contrlbutions of persons in high-
er brackets, because their benefits must be higher in proportion
to wages. The fact that benefits vary in constant proportion to
contributions prevents contributions varying in constant proper-
tion to wages. For similar reasons the employer's contribution is
higher in respect to the lower-paid worker, whose benefits must be
proportionately greater.

Under the present scheme, benefits to the higher-paid groups
would be unnecessarily high (speaking from the viewpolint of com-

munal welfare) if thelr contributions were the same percentage of
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wages as are the contributions of the lowest groups. Then should
the relation of benefits to contributions be varied, as between
different wage groups, instead of varying the relation of contrib-
contributions
utions to wages? For where bemefiem are a flat percentage of
wages the employer, knowing his total payroll and making allow-
ance for his uninsured employees, can instantly calculate the
amount he oweg to the fund.

It seems that this would defeat some aims of the plan. The
measure of individual justice postulated b, the scheme calls for
each worker receiving returns proportionate to the payments he
is forced to make. The pPresent system, then -- which after all
calls for little more work than would a plan where both benefits
and contributions were a constant percentage of wages =-- must be
retailned. As for the suggestion that a flat rate of contribution
and benefit for all workers be substituted for it, the reasons
against this have been dealt with*. They are important enough so

that no mere saving of administrative expense would justify such

a change.

F. Types of Unemployment Alded.

Little need be said under this heading; we have already con-
agidered in detail how the Act proposes to aid frictional, cyclic-
al and technological unemployment; and we have attempted to de-

%%
duce to what extent it aims at aiding seasonal unemployment. The

% gbove, pages /o/-Ox,
%% gbove, pages lia-14.
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amounts of aild granted in any individual case -- especially in
a case of seasonal unemployment -- ig strictly limited by the
actuarial base of the fund. Within these limits, it seems that
the Act 1is efficient in alding the types of unemployment it

covers. The questlion of what it does to eliminate various

types of unemployment, along with several other aims of the Act
whose fulfillment or non-fulfillment must be considered in the

light of long-run influences, ig reserved for consideration in

the following Chapter.



CHAPTER VI: LONG-TERM EFFECTS OF THE UNEMPLOYMENT

INSURANCE ACT ON THE CANADIAN ECONOMY

The fundamental question -- in fact, the only question, if
considered in all its ramifications -- which must be agked here,

1s this: 1in the long run, will the Canadian Unemployment Insur-

ance Act tend to increage or decrease unemployment in Canada?

The first section of the Chapter will deal with genersl con-
siderations -- probable effects of the scheme upon prices, wage-
gcales, production, progress, and employment in general. But
the primary question is divided for consideration after that
point. The second section will consider effects of the Act on
technological unemployment; the third, its effects on cyclical
unemployment; in the remaining sections, effects on frictional,

seasonal, casual, and under~ employment will be discussed.

A. General Considerations.

what are likely to be the effects of the unemployment in-
surance scheme on wages, prices, and employment in Canada? Speak-
ing broadly -- not considering the effect of the Act in minimigz-
ing or increasing specific types of unemployment, leaving aside

for the moment the question of its effect on the trade cycle --

speaking broadly, we must try to answer this question by following
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a process of economlc analysis. Theory will be our only basis of
proof; for because the state of "ceteribus paribus" is not a real
state, many of the conclusions we will reach are not subject to
pragmatic proof. So many other influences act on wages, prices,
and employment, that deduction of the effect of insurance on themn,

from observation, is impossible. But economic analysis -- theor-

etical analysis -~ will enable us to arrive at tentative conclus-

iong as to itsgs effect.

1. THE BURDEN OF THE EMPLOYER'S CONTRIBUTION

Much
Pexiegee—mogt theoretical argument in regard to the good or

evil effects of social insurance hinges on this question: who
actually bears the burden of the employer's contribution, and
what effect does the burden have on the bearer?

The conclusion of many writers -- based on grounds of econ-

omic theory -- is that the burden of the employer's share in any

gsocisl insurance measure i1s shifted entirely, in one way or an-

other, to the worker.

Mr. Dale Yoder's analysis of this viewpoint 1is perhaps the
best, and the following remarks are a summary of a paper written
by him(l):

Yoder begins by adopting a method of elimination to deter-
mine how the cost of insurance can (or cannot) be borne by in-
dustry. The expense cannot be paid by the profits of industry

because these do not occur with any regularity -- and the exist-

TI): Yoder, Dale, "Some Economic Implications of Unemployment In-
surance," The Quarterly Journal of Economics, XLV (1931), p. 623,
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ence of "pure" profits is, in any case, uncertain. Surpluses

cannot be used to pay contributions, for they represent the return
to capital for depreciating resources. There is no margin be-
tween wages and the marginal productivity of labour sufficient
to pay insurance costs: "this tendency (of wages) to resnond
pronptly (to changes in marginal productivity) is likely to be
enhanced, and extended to skilled labour in increased degree, if
and when a nation-wide system of swemployment exchanges adds to
the mobility of 1abour."(2) Again, voluntary schemes would have
grown llke leavesg on a tree if it were true that provision of
funds for insurance payments would so increase the productivity
of workers as to pay for itself. He admits, "there ig no reason-
able proof either of the validity or invalidity of this content-
ion," Dbut, “there is a considerabhle body of evidence which seems
to indicate that it 1s unsound." (Unsound, that is, to assume in-
surance costs return their own price to the employer.) For,
Doeg 1t seem reasonable that a promise of six to

eight weeks' benefits amounting to one-third or one-

half of ordinary wages, with definitely set maximum

amounts, is likely to motivate an increase of from

three to ten per cent in productivity, even when the

plans are first initiated and enthusiasm heightened? (3)

The employer then will have no reason to wish to bear the

burden of contribution himself; nor will he be able to bear it

except by attributing it to the labour factor in production.

That is to say, if he bears the burden, the marginal productiv-

ity of labour to him is lowered by the amount of the contribution.

(2): Yoder, op. cit.
(3): idemn.
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Principles of taxation seem to point to the following conclusion:
« . o« an insurance premium imposed upon employers
not in proportion to output or to sales but according to
the number and wages of workers hired, will not raise
prices in general and must fall upon wage=-earners and
wage-earners alone., Wages plus premiums will equal
what wages were before. 4
The conclusion 1s logical and clearly stated. But there is
a further alternative. Yoder suggests it when he says
« + o in competitive industry, no single factor,
such as labour, could long be advantaged at the enforced
expense of the others, for the latter"would be put to
substitute uses where productivity would be adequately
compensated. (5)
But we may turn to a paper by Mr. R, 8. Meriam, who fol-
lows up this line of analysis more closely. He does not insist
that wages will be lowered: "As the scales are weighted against

labor, wages will be reduced by competition for employment, or

the opportunities for increases in wages will be reduced."(G)

Mr. Meriam's phrase, "wages will be reduced by competit-
ion for employment” is explained by the analysis he uses to reach
Mr. Brown's conclusion. A premium levied as a percentage of wages
will increase labour costs. Through the operation of the Mar-

labour
shallian principle of substitution, the asswe factor in industry
will be reduced (as suggested by Mr. Yoder, above), and competit-

ion on the labour market will force wages down to the level

(#): Brown, H.C., The Economicsg of Taxation, pp. 160-63.

(5): Yoder; op. cit.

(6): Merism, R. S., The Quarterly Journal of Economics, XLVII
(1933), p. 312. (See foot-note, page 8 above, for title of

paper.,)
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predicted by Mr. Brown.

The alternative to this is that unemployment will increase,
if labour 1s strongly organized, or because ". . . unemployment
benefits reduce the pressure on wage rates from the competition
of the unemployed."(7) In either of these cases wage rates are
not likely to be reduced. But the principle of substitution
cannot be prevented from operating. "We can say that economiz-
ing on the relatively expensive factor will either reduce wages
or will increase unemployment, (although) we cannot say which." (8)

A clearer and briefer recapitulation of this whole argument
will perhaps be useful: (1) Cost of insurance benefits cannot
be borne by the employer otherwlise than by attributing it to the
labour factor in production. (2) Therefore the marginal product-
ivity of labour to him is lowered, that isfizfrbecomes a "relat-
ively expensive factor.™ (3) By operation of the principle of
substitution, we get either (a) a reduction of wages, or (b) the
sacrificing of labour staffs to the advantage of other factors
of production. (4) Therefore, the worker bears the employer's

contribution to insurance in the form of (a) decreased wages, oOr

(b) increased unemployment.

Are there any grounds on which we may attack the soundness
of this argument? The analysis 1s logical and easy to follow.
Arguing from the same viewpoint -- that of economic theory -- it
is difficult to refute. True, Yoder himself suggests that in-

surance schemes, in so far as they reduce the total volume of

(7): Meriam, op. cit.
(8): idemn.
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unemployment, might compensate for the decreased wages or de-
creased employment postulated by this analysis. But in view of
the fact that much unemployment is of a cyclical or seasonal na-
ture -- which Insurance per se can do little to mitigate -- he
discards this idea.

We can think of no further theoretical arguments against the
analysis. On practical grounds, 1its truth or untruth will large-
ly depend on the attitude adopted by entrepreneurs. We quote
again the words of Mr. Norman J. Dawes#: "The manufacturer can-
not stand all these taxes; he has to do something with them. (He)
. « reduces wages of else adds 1t to the price." No statement
could be clearer or more definite; and it probably represents the
attitude of well-informed entrepreneurs throughout Canada.

Effect on Price: It is clear, as far as this analysis goes,

that the employer's burden will not be shifted to the consunmer.

An ad valorum tax levied on the product of industry will commonly

be shifted forward; a tax on one factor of production can, logic-
ally, be shifted only backward. We cannot deduce from the above
theories that unemployment insurance will increase the price of
consumers' goods -- in spite of Mr. Dawes' statement.

Effects on Wages and Employment: Here the process has com-

plementary effects: to the extent that wages are not reduced to
that level where the worker bears the entire amount of the employ-
er's contribution, employment will diminish. In our wartime econ-
omy with labour at a premium, wage-rates pegged by law, and ex-

cess profits to take care of the employer's burden, neither will

% refer to page 107, above.
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occur at present. After the war, the relative proportions in
which wages will be lowered (from this cause) and unemployment
increased (again, from this cause) 1s a matter for conjecture.
Perhaps the only safe statement -- which is safe, in the light
of our analysis -- is that in one of these two ways the worker
will bear the entire burden of the employer's contribution.
There can therefore be no doubt that unemployment lnsurance

defeats 1ts own ends to some extent by lncreasing unemployment.
If the sole effect of the above process were wage reduction, no
fault could be charged to the insurance scheme -- for the plan

has no net cost to workers as a whole. It is costly bo some in-

dividual workers, true. But since all administrative costs are
borne by the Government, workers as a whole recelve from the
scheme more than they pay into it (since the Government adds one-
fifth to the Fund) even assuming thelr real contributions to be
the sum of the employers' and the workers' shares. This is true
on the assumption that there is no long-run accumulation of ex-
gess regserves. That their benefit from the scheme 1ls even great-
er than this has been pointed out by Professor Pigou(9), since
their psychic need for money in times of distress 1is greater than
their need in more prosperous times -- and any scheme that takes
money from them wheh they are earning, and returns it when they
are unemployed, is doubly beneficial.

Arguments that, notwithstanding 2ll this, the employer
should be forced to pay a share of the scheme's expenses -- be-

cause, it is argued, employers as a whole are responsible for

(9): Pigou, A. G., The Economics of Welfare, Chap. I.
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most unemployment; or because employers should be forced to main-
tain the labour regserves needed by industry; or because unemploy-
ment should be reckoned an overhead expense of industry -- are not
applicable. Those arguments are not applicable unless we can con-

clude that the Government intended employers to bear a share of

the insurance scheme, and when we considered that matter® we
were unable to reach any such decision.

The amount of unemployment caused by the Act, through the
process considered, will depend specifically on the rigidity of
wage-scales after the war. Again, unemployment insurance will
help defeat its own ends. For existence of the benefits it pro-
vides will tend to ease competition on the labour market -- and
thus rigidify wages to some extent.

If our theoretical structure be granted correct, thepe ef-
fects are almost inherent defects of unemployment insurance.
There seems no way to prevent their occurrence, while retaining

an insurance scheme, except by collecting the entire cost of the

insurance directly from the workers. Then, no matter what the

degree of rigidity of wage-rates, the scheme could not cause un-
employment through shifting of the employer's contribution. This
would, in fact, be an ideal solution. The entire cost =-- just
as before -- would be borne By the worker. But no part of that
cost would be exacted by means of increased unemployment, with
its resultant suffering and increased expense to the insurance
scheme.,

Unfortunately, the practical difficulties preventing such a

plan would prove enormous. It is not too much to say that any

% page 106 et seq.
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political party proposing such a change would find itself for
some years the opposition party in Parliament. The workers be-
lieve now that entrepreneurs are helping them bear the burden of
unemployment. Such sweet illusions, when jarred, give place to
unreagsonable wrath. In the absence of a volunteer brigade of
political suicides, the scheme must remain as it is. Its tend-
ency to produce unemployment must be compensated by full use of
all the means at the disposal of the plan -- rehabilitation and
training of workers, and extensive development of the employment
exchanges, are two methods which spring to mind -- so that work-
ers will not suffer.

It may be noted that unemployment caused in this way 1s due
to the replacement of workers by other factors of production,
and thus need not be assumed to have any deterrent effect on the

volume of goods produced.

2. BENEFITS CONFERRED ON THE WORKERS

The obvious benefit conferred on workers by the plan is the
egtablishment of a source of income on which they may draw when
unemployed. There can be little doubt that this adds to the
economic strength of the working class.

The effect of this increased power, in rigidifying wage-
scales, has been noted above, as was the fact that this rigid-
ification tends to cause replacement of labour by other factors
of production. In this case at least, the workers' increased
power seems to have an upfortunate effect on workers as a whole,

That it may e% have other bad effects will be seen when we
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discuss the plan's influence on the trade cycle.

What other effects on the economy may we impute to the
more advantageous position of labour? Increased power of the
trades unions, no doubt, despite the favt that the Act provides

no benefits for strikers. But in the long run any tendency to-

ward increased real wages will probably be voided by operation

of the principle of substitution.
Any other possible effects of the increased economic power
of workers on wages of prices which suggest themselves, could

be stated only as guesses; further predictions are hard to make.

B, Effects of the Act on Technological Unemployment.

We have deduced that the Act intends to aid and does aid
technological, cyclical and frictional unemployment. We have
not gone into the question deeply; we have made no attempt to

determine in what proportion the scheme devotes its resources

to assisting each type of unemployment. But Stewart has szid,

One defect of governmental procedure has been that the
various unemployment risks have not been individualized and
gseparate provision made for each. In the European exper-
ience it is becoming more apparent that if all the risks
of unemployment are not contemplated and provided against
from the first, the fund may be consumed in meeting any one
of them. If the fund 1s not allocated to different risks,
there will be constant pressure to utilize any accumulated
moneys either to increase benefit or decrease contributions

to the fund . . . (10)

In view of the actuarial basis calculated for the Canadian

Act, we have no great %e fear of the danger he suggests. But it

(1I0): stewart, Bryce M., Proceedings of the Academy of Political
Sclence, XIV (1930-32), p. 493,
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is true that we are unable to deduce the relative weights of
different types of unemployment expected by the Act. We mlght
assert that the provision for a "waiting period" before benefits
are payable means that very temporary unemployment is not to be
assisted. And from certain other provigsions we may draw the con-
clusion that the Act wishes to have very little to do with aid-
ing seasonal unemployment. But beyond that, it seems true that
the plan is not specifically "allocated to different risks." It
is designed to aid almost all unemployment for a fixed maximum
period of time.

But we are more interested here in what the Act does to pre-
vent (or increase) unemployment. In regard to technological un-
employment, it does not seem that the Act will afford such a
stimulus to industrial progress that technological unemnployment
-- caused by the rendering uselesgs of old skills -- will increase.
There seems no way in which it can possibly increase this type of
unemployment.

We must repeat what we have saild pbefore®, The Act contains
measures -- provisions for tralning and resettling workers --
which could cut down technological unemployment. The effects of
these provisions should be gratifying -- but thelir potentialit-
ies are even greater. Remove from the plan governmental control
over administrative cost, and even more beneficial results would

be apparent.

Akin to the technologically unemployed are the unemployables

and pauperized groups. We have little fear that the Act will

¥ aspove, page 149.
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bring any lncrease in these types, in the long run, greater than
that brought by any other method of assistance. The suggestion
that unemployment insurance will lessen the desire to work may be
true, but it is the duty and responsibility of the employment ex-
changes to see that this tendency is not allowed to develop.

The proposed training schemes, again, will to a marked de-

gree prevent the growth of pauperism if used extensively.

C. The Effect of the Act on Cyclical Unemployment.

What is a business cycle?

The upward and downward movements, which together
make buginess cycles, are now commonly believed to be
mainly associated with fluctuations in the volume of
real investment . . . The fluctuations of cyclical
movements may be characterized in terms of elther mon-
ey income, real income, (the output of material goods
and services), or employment. (11)
That is, a business cycle is a more or less periodic fluctuation
in the productive effort of a community, caused by -- what?
Modern economic theorists have concerned themselves with
the problem of the business cycle to the exclusion of almost all
other considerations. Undoubtedly, it 1s one of the really im-
portant economic problems of this age. And also, undoubtedly,
its
we are still far from solving the riddle of its origin andApre_
vention. The cycle has been variously and emphatically blamed
on under-production, over-production, under-consumption, over-

consumption, and faults inherent in the capitalist economic or-

ganization. Even if the last theory be rejected, the fact re-
(11): Hansen, Alvin H., Fiscal Policy and Business Cycles, p.l4.




- 171 -

mains that we cannot at present prevent the cycle,nor even point
to a good method for its prevention. If it is such an important
problem, the cycle and especially the action of the Unemployment
Insurance Act 1n increasing or mitigating its effects must claim
our attention.

We adhere, in the absence of a better theory, to the analy-
sls of the causes of trade cycles put forward by Mr. J. M. Keynes,
and elaborated by (among others) Alvin H, Hansen. Briefly, these
men believe that the depression phase of the cycle is brought on
by an excess of saving and a paucity of consumption in the more
prosperous phases. Let us begin our analysis of the Canadian
Act's effect on the cycle with this as our hypothesis.

In so far as the Unemployment Insurance Fund accumulates,
by taxes on the incomes of workers, a large reserve which 1s in
effect gaving until depression strikes the economy, it 1s a tax
on consunption in prosperous times. In calculating the expected
percentage of unemployment i:Pl;c-)nlsnfigu.r*es for a number of years,
the Canadian Act has in effect admitted its intentlon to do just
this. And our decision that ultimately most of the cost of the
scheme will be borne by the workers makes this doubly important.

The effect will be, according to Mr. Keynes and Mr. Hansen, an

unneeded exaggeration of the cyclical fluction:

It is highly possible that taxes on consumpbion played
o far greater role as a deterrent to full recovery in 1936-
37 than did corporate and personal income taxes. The heavy
weight of new consumption taxes, including the federal and
atate social security taxes, was of primary significance
here. . . Especially to be noted 1s the sudden imposition
of heavy social security taxes (unemployment and old-age) .
on payrolls in 1937, which resulted in a withdrawal of nearly
one and a quarter billlion dollars in excess
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of benefits pald. This, undoubtedly, had an important
bearling upon the decline in total consumption expend-
itures beginning early in 1937. . .

L J

In so far as these revenues had the effect of cur-
tailing private consumption expenditures, it is clear
that equivalent off-setting governmental expenditures
were 1n no sense income generating. The receipt of
these taxes and the expending of these sums by the
government merely diverted the income stream from pri-
vate to governmental purposes.

To the extent that our tax gystem could be shifted
away from regressive taxes bearing on consumption to
progregsive taxes on that part of the income stream
which flows into the savings channel, private con-
sumption expenditures would rise. Such increase in

expendltures would stimulate private investment . . .
gand% would be of vital importance in any program aim=-
0

enlarge the outlets for private investment. (12)

Mr. Hansen's criticisms are hardly fair, for they based on
the effects of #e Social Security when it was first introduced.
To achieve financial soundness, no benefits were paid from that
fund for a considerable period of time after its first establish-
ment, to permit the building up ef a considerable reserve. The
sudden imposition of payroll levies to build up such a fund was,
of course, a deterrent to consumption. In view of the fact that
the American economy was at this time just recovering from a se-
Vvere depression, it is probable that the scheme was initlated at

a rather unfortunate time. Mr. Hansen may be justified in blam-

ing the "recession" partly on the initiation of a social insurance
scheme. To blame it on the scheme itself is not as easy -- for

as we have said, contributions to such a scheme constitute a net
consumption tax only in prosperous times. In times of depression

they have the net effect of subsidlzing consunmption.

(12): Hansen, op. cit., pp. 398-99; underlining mine.
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What are the results of this dqual process?
887

It is first

nent of these essentials:

Keyneg' Theory of

ment runs somewhatyas ffoiif?ent““‘ o -« Hls argu-
volume of money savings grow;.l He belleves that the
crease, regardless of the rate §§5§T as incomes in-
those countries where technical eff?terest;.hence, in
where real incomes are correspondi lolency 1s high and
ume of savings Wwill grow pro ? ndingly great, the vol-
savings cannot be invested u§16581ve1y_1arger, rhese
ity for the use of more equi mgsi D e opportun-
ggnities are more and more d?ff?cuiﬁligsfingucg ogpor-

eves, because there are fewer and fewer f ntier

: ront
regions to be developed, and population is not iigwi
2§n§3§gra? it gor?erly did, so that the demand %or ne
s oods i i :
There mightgbe suf?iggeiingzia;gcggiSl?% Xﬁry el
if the rate of interest could fall 103 enouZhSEVIngs
mit enterprisers to obtain loans cheaply; but tQ.per-'
ahappen, for one thing, because people will hoagés C%EHOt
than invest, 1f the interest ykeld does not sufficgat °r
offset the risks of investment. Besides, he believeso
Ehat people have become so accustomed to’prevailing in-
tggfitrggasiiggat ;ﬁ:re isli psychological obstacle to
ey savings can ﬁe invegzig e e e Toordog inat
' , and so they are hoarded instead.

This breaks the curcuit flow of money and starts a de-
flationary fall in prices which has unfavourable reper-
9ussions on business activity. The volume of production
is thereby reduced and, with it, the volume of employment.
As production is reduced, real income 1s reduced, leading
t9 o decrease in the volume of saving. This goes on un-
til money savings have fallen 1O the point wihere the; no
longer exceed the possibilities for profitable Investuent.
Hoarding will then cease, the curcuit flow of money will
be continuous, and the economy will be in equilibrium,
However, it will be an equilibrium in which the level of
activity 1s so low that 1abor is not fully employed.

Keynes' theory thus makes investment the determiner
of the level of economic activity and of the volume of
employment. Only if the current investment can be kept
equal to the flow of money savings can full employ:ient
be maintained . . . Keynes argues that total demand de-

pends upon investment, and that this is a limited
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quantity ., . . Keynes holgs that

. not
will be invested, and therefore, the 3$i03?§ ?gney)eaved
be broken. (13) ow will

But Keynes realizes that the "equilibripg at less than full

employment" which he postulates seldom actually exists. For in-

vestment occurs by jumps (and here Keynes' theories nay be correl-

ated with those of Professor Schumpeter) because investment op-

portunities fluctuate quantitatively over a period of years. This

explanation of causation of cycles is accepted b zany theorists
today.

While we can do little to "smpoth out" the occurrence of in-
vestment opportunities, we may be able to mitigate the cycle in
other ways. Perhaps Keynes' outstanding contribution to econoinic
theory is his postulate that consumption expenditures are a de-
creasing percentage of increasing income, and the percentae
spent on consumption by a person of given income is constant over

a long period of years. The best way we can mitigate the effects

of the cycle is by increasing the propensity to consume thus at

the same time stimulating production and decreasing the volume of

money savings.
The abstraction of a considerable volume of funds from the
lower income groups in prosperous times will decrease thelr ca-

pacity to consume. It should not increase the volume of money

savings, for the fund so accunulated will be invested in Govern-

0 i -- walch
mnent bonds*, and thus used for Governmental exvenditures \

(13): Bye, R. T., Principles of Economics, DpD. 255-50.

: 1941, ac-
% the Unemployment Insurance Fund had up to October 31, 19

cunulated $14,288,497.14, of which $13,321,188.19 hed bee?Tln-l .
vested "in Dominion of Canads bonds" -- Lebour Gazette, XII,p.139




do not usually interfere with private investment opportunities

It will however prevent expansion of broduction to the maximum

extent possible, in prosperous times, for due to the action of

the acceleration Erinciple(lA)

any amount spent on consumotion

~has a disproportionately great effect ip expanding production.

If we accept also the principle of the multiplier(l5), it

wlll be necessary for the Government to lay out the money it re-

celves, through the fund, on employment-producing measures, not
interfering with private investment, if the Insurance scheme 1is
to have least economic cost. Then only in so far as the con-

tributions are consumption taxes will production be discouraged.

To avold any discouragement of production, the ideal method
would be to accumulate unemployment reserves by taxation of
"that part of the income stream which flows into the savings
channel" in times of prosperity -- that is, allocate part of the
revenue received from increased progressive taxation to the In-
surance Fund, and eliminate other contributions.

It is difficult to believe this would be possible. Abstract-
ing money from money savings might 2id in preventing hoarding,
the breaking of the curcuit process, and depression; but a moneuv-
ary reserve, rather than a real reserve, would be built up. There
would be no real saving of income,obtained in prosperity, for de-
pbression use. And a non-contributary plan could not be an Iln-

surance plan -- we would have reverted to a relief scheme. If

. _ . . f et oo
the measure failed to prevent depression -= as it easily mig

(I%): Hansen, op. Cit., bp. 274-T9

(15) : idem, pp. 265 - 274
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we would be faced with providing for the unemployed out of
: J 10 Cur-

rent national income, at a time when that national income was

decreasgéng rapidly,

The insurance plan, on the other hand, compells real sav-

ing in that it prevents a certain amount of consuaption. But

can this saving be retained as real saving until the depression

strikeg? We think not. The Government, having spent the money
accumulated in the Fund, would be faced as surely as if the Fund
did not exist with provision of unemployment benefits out of
current revenues. And the benefits, in the case of our Canadian

unemployment insurance plan, would be higher in cost than direct
relief,

Theoretically, then, neither collection nor non-collection
of contributions to insurance can provide a real fund for depres-
sion use. The prevention of excess money savings through pro-
gressive taxation can be the same in either case, as the taxat-
ion can be imposed whether or not an insurance scheme exists.
Insurance can do no more to provide real savings than other

schemes, but its other features make it preferable to them. The

sole argument against insurance on theoretical grounds, 1s its

deterrent effect on consumption. There are practical reasons

for advocating it in spite of this. The chief of these reasons

-- and it is based on social rather than economic grounds == is

the fact that the existence of an insurance scheme systemizes

and vastly improves the assisting of the cyclically unemployed.

Let us consider the problem from the position of the de-

i v.aat
pression phase. Both Keynes and (esp801ally) Hansen urge a
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governments provide "value-producing" :
1ng" (in their use 0° the tern,

"employment-producing") relief at thig tige - measures which will

not only subsidize consumption and thus set the acceleration

principle in operation, but also produce goods (without interfer-

ing with private investment) and thus also influence the multi-
plier.

The question of direct consumption-subsidizing (as by in-
surance) versus value-producing relief is one on which, to speak
frankly, we are unable to reach any conclusion even after a
careful study of Hansen's writings. We are forced to fall bacx
on our principle that the economist must confine himself to

constructive criticism.

The unemployment insurance plan has been instituted. It 1is
in operation. 1Its effect in discouraging consumption in pros-
perity is counterbalanced by practical considerations. Its sub-
sidizing of consumption in depression, while perhaps not as ef-
ficacious in starting the recovery as is subsidizing combined
with new preduction, at least decreased the severity of depression
to some extent. Whether employment-creating relief should be in-

troduced as a supplementary measure is a matter for political

decision.

The net effect of the Act 1ls to smooth out consumption by

workers. Whatever the good social effects of this process, the

beneficial economic effects claimed by Professor Pigou seem less

certain. The scheme prevents production from reaching the max-

imum desirable level in prosperous times, although 1s encourages

ce, the effect may be either a

production in depression. In balan

light decrease in cycle-caused unemnployment.

slight increase or a s
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Other meaBures might be more effective ip decreasing unemnloyment
nloymen

of this s0rt. But because the leasure provides some degree of

soclal securit

y == because itg savings features, even if not rz-1

——

saving, remove some anxiety from the mind of the honest and

diligent workers -- we do not feel justified in criticizing it

on those grounds.

D. The Effect of the Act on Frictional Unenployment.,

The provision of unemployment insurance, alone, :ould have
a decided tendency to increase frictional unemployment. It is
clear that beneficiaries of the plan will have less incentive to
job-hunting than if their unemployment were not compensated. But
this tendency is counterbalanced by the action of the employunent
exchanges in placing beneficiaries. The question of whether
frictional unemployment will be increased or decreased by the Act
can be answered only by determining how fully the exchanges will

make up for decreased individual effort in the search for employ-

ment.

In one sense, the exchangef can never entirely comnpensate

for lack of individual effort. It may gend men to employers, but

the employer's decision whether any man will be employed or not

depends on the impression that man makes on the employer. :Ihe

i le
worker, on his part, may or may not strive to make a favourab

impression. If he was faced with the slternative of working or

falling back on charity, hig effopt to secure the position would

be much more effective. Added to this is the fact thet, due to

i v sel
payment of insurance beneflits, glothful workers will not be lliely
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to exert as much affort as before to retain the emplovment the-

have, or are placed in.

But the exchanges themselves have g compensating effect. Ve

have expressed the belief that they will merit the confidence of

employers, and work efficiently*. If thisg is true, their effect

in increasing the mobility of labour -- in making men available

when and where thelr services are needed -- would make up for
any slackening of individual effort in the search for employ-
ment .

This effect would be vastly increased if the exchanges were
empowered to send men to any part of the country where employment
waited for them. As the Act now stands, the Commission is merely
allowed to make loans to workers travelling to a new job. The
concept of justice forbids forcing the worker to travel to a new
position the exchange has secured for him, and then collecting
the sum advanced as a debt due the Commission. In the interests
of increasing mobility of labour, it would seem very desirable
to provide free travelling allowances for workers -- in cases

where this would be beneficial -- and compel them to accept em-

ployment in any part of the Dominion.

Hazarding a guess, we might say that the Act will tend to

cause, on balance, more frictional unemployrment than now exists.

But because of the two opposing factors, the effect elther way

should be slight. It would surely be swung in favour of de-

creased frictional unemployment should free travelling allow-

ances be introduced.

% above, pages 144-40.
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E. Effects of the Act on Seasonal and Casual Employment
]

and Unéeremployment.

The Act will cover a very limited number of seasonal workers.
It does not seem that it will either increase or decrease seas-

onal unemployment,

The effect on casual workers is likely to be more marked. For
our purposes, casual employment consists of the support of a lar-e
number of workers by and enterprise hiring only a certain percent-

age of these workers each day. Such a situation may occur when
workers are hired by the day; it is not prevalent in Canada as it
was for some time, for instance, among dock-labourers in Great
Britain. While the Act should do nothing to encourage casual em-
ployment, it will not tend to decrease it. The scheme provides
that 1f a man 1s employed for less than the full working week,
contributions by both himself and his employer shall be reduced
pro rata of the weekly contribution.

Casual employment could be discouraged by providing that

where a worker 1s employed by only onelemployer, the contribution
always

of the employer in respect of him shouldAbe the full weekly con-
tribution. But this would have effects (noted below) on under-

employment, and the problem of casual labour is in any case not a

pressing one in Canada.

More important is the question of underemployment -=- employ-

Ki 258
ment of workers for less than the normal number of working da;

in a week, or less than the normal number of working hours 1in a

day. Experience seems to indicate that, when production falls off,

the sharing of work by one or the other of these methods 1s desir-

able. By such means, the 1labour staff required by each industry
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in normal times is maintained. Our only choice is between re-
duction of working hours and reduction of working days.

Of these two alternatives, the Act seems to prefer reduction
of days worked by each worker; the preference is probably for
administrative reasons. Benefits are payable for days of the nor-
mal working week when the worker is unemployed -- after the wait-
ing period has elapsed -- and contributions are not payable for
those days. Benefits are not payable when working hours are re-
duced (nor does there seem any way this could be done), and the
full daily contribution is still payable for those days. The
Act discourages shortening of working hours, but not shortening
of the woriilng week. It does not discourage underemployment as
a whole, becaugse 1t does not wish to do so. In most cases where
underemployment exists -- so reasons the Act -- it is preferable
to total unemployment of some persons and full employment of

others.

F. The Long-Run Effects of the Act.

1. RECAPITULATION

Unemployment will be increased to some extent under the
Act by the shifting of the employer's contribution in the pres-
ence of rigid wage-scales. Our theoretical argument on this
point has been challenged on two grounds:

(a) the cost of the employer's contributlon need not be

attributed to the labour factor in production, since most in-

dustry today 1is earried on under partly monopolistic conditions.
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In this case contributions could be paid from monopoly surpluses.
But the vital part of our argument hinges on the point that the
employer will not wish to pay the contribution, rather than that
he cannot pay it. If non-payment of this sum would decrease his
monopoly surplus, or if payment of it would proportionately in-
crease labour's productivity, the monopolist would bear his own
burden. But since the amount is shifted to the worker, having no
effect on price, it does not seem likely that the former is true;
and we have examined and discarded that latter agrument. It would
be a very benevolent monopoly which would be willing to pay the
contributions in the absence of either of these effects.

(b) we stated that the worker woudd bear the burden of the
employer's contribution in addition to that of his own. The ar-
gument to the contrary states that the exact reverse will occur.
The employer will be forced to bear his own contribution, and the
worker’s contribution will be shifted to him. The truth of this
depends on the relative economic power of the two groups. We are
willing to amend our belief, admitting that in cases where labour
is strongly organized and highly specialized, this might occur.
The effect might easily be worse than that deduced from our own
argument, for increased production costs would likely result in
decreased production. But we feel that such a situation will a-

rigse in very few cases in this country.

o5, BENEFICIAL LCjG=RUT EFFECTS OF THE ACT

Professor Pigou and Sir W, H. Beveridge both give us lists

of the favourable effects of unemployment insurance, in which
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economic and social factors are decidedly confused. The best

statement of the beneficial economic effects of unemployment in-

surance ls given by the British Royal Commission on Unemployment

Insurance(l6) and 1s summarized here:

(1) "maintainenee of the unemployed workers' fitness for
work."

(2) ™maintainence of the community's purchasing power dur-
ing depression."

(3) maintainence, in possibly the most economic way, of the
labour reserve needed in our economy because of the fluctuations
to which that economy is subject.

. (4) maintainence of this labour reserve with minimum loss
of efficiency and employability, and mimimum pauperdzation.

(5) smoothing out of the workers' consumption as between

the boom and the depression (though the beneficial economic ef-

fects of this, according to our abhalysis, are questionable).

We have found also that the Act will have a beneficial effect
on technologiwval unz.nleynent, in the long run. Unemployment
may be caused by sﬁigling of the employer's contribution, but
the Act will probably have little effect on the trade cycle, on
seasonal or camual employment, or on underemployment. The effect
on frictional unemployment will also, in the balance, be small.
The chief possibilities of the Act as it now stands thus
scem to be in relation to its assistance of unemployment. Many

of the recommendations we willl state in the following Chapter

will be concerned with lncreasing prevention of unemployment.

7/6)/0 Final EQPG "'\t.: /932/, FP. /02'03.




CHAPTER VII: AND IN CONCLUSION . ., .

Our work has been carried to the point where we may con-
clude by summarizing suggestions -- both rejected and adopted --
made regarding ways the Act might be improved; by discussing the
place of unemployment insurance as a war meaBure and as & post-
war measure; and by a final evaluation of the Act as it now ex-

ists,

A, Summary of Rejected Proposals.

The section considers proposals which have been put forward,
or are suggested by experience of previous Acts, as practical ways
of aiding the Canadian scheme in achieving its aims. They are
proposals which, for the reasons given in each case, we do not
see fit to adopt as our own recommendations.

To save space, and because this list is primarily intended

as a summary, references to other parts of this thesis are given

after each item rather than in foot-notes.

1. CHANGES IN THE FUNDAMENTALS OF THE SCHEME

e have defined the economic gscientist's scope in relation

to practical problems as that of a constructive rather than a

destructive critic.* It 1s almost possible, then, to dismiss

% apove, page T
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all proposals for fundamental change on the basis of this belief.
They might be considered only if they would attain in a far bet-
ter way the declared objects of the plan. We do not consider

that any of the following proposals do this:

(1) Admit that passage of the Unemployment Insurance Act was a

bad mistake, and scrap it. (What, and return to relief measures?
Reactionary! Throughout the whole thesis we have tried to point
out the points on which insurance was superior to relief; we can

think of few where it is inferior. See pages 4l1-42, 46, 176.)

(2) Make the scheme non-contributory. (This would eliminate the
bad effectsg of the Act in decreasing consumption in prosperity.
The effect could be achieved only by eliminating employers' as
well as workers' contributions, so that no shifting could occur,
and raising the money required for the Fund by new taxation. But
in this form the scheme could easlily degenerate into a form of

relief; so that it may be rejected for reasons given under (1)

above. 3Jee especially page 46.)

(3) Eliminate the workers' contributions and force the employ-

ers to bear the burden of their own. (This is a variant of sug-

gestion (2), since the only WZﬁdOf doing this would be to elim-
9

inate employers' contributionsAin some other way, force them to

pay for insurance. This 1s subject to all the above objections,

and to the additional objection that 1t might discourage product-

jon by increasing production costs.)

(4) The scheme should be made a pure compensation scheme. (No.
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Identical to suggestion (3), and rejected for identical reasons.)

(5) The scheme should be made a pure savings scheme. (Then you
would ﬁose the element of risk-sharing, which is important in

making the scheme cheap enough so that workers can afford to be

insured. See page 50.)

(6) The scheme should be made a pure insurance scheme. (In the

first place this is impossible -- remember, id is unemployment

you are insuring -- and even were it possible, the depressions
would be in the nature of long, hard winters for the Insurance

Fund.)

(7) Merit rating should be introduced. (This is an argument not
to be so lightly dismissed, for it has not been fully considered
in any previous Chapeter. 90 ---)

Merit-rating has been tried on three bases: regional merit-
rating, industrial merit-rating, and individual-employer nmerit-
rating. The essence of the proposal is that employers and work-
ers in each region -- or in each industry, or in each individual
enterprise -- should contribute at a rate determined by the risk
of unemployment in each case, as determined by previous demands
of that region, industry or plant upon the Fund.

we have stated the reasons (p. 108) why we believe such a
system will not have much effect in stabilizing employment. The
only other ground for its suggestion 1s the belief that it would
increase individual justice under the plan. The reasons why this
consgideration did not cause merit-rating to be ineluded in the

are
Canadian planA(in addition to the administrative and actuarial
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difficulties it would cause) emm stated to be these:

Mr. Hodgson pointed out that many of the industries
whicn would benefit from merit-rating provisions, such as
banking, public utilities, chain grocery stores, and
drug stores, are inherently stable,"and their stabilized
employment i1s not the result of any action on the enm-
ployer's part. On the other hand, building trades, the
automobile industry, perhaps, and others which have a
definite season, would be having to pay higher rates of
contribution simply because of the necessary character-
istics of the market for which they produce." (16)

(8) The scheme should be voluntary rather than compulsory. (And

attract only "bad risks" to the plan? No. See page23.)

(9) Those employers or orgenizations of workers who so wish
should be permitted, under the supervision of the Commission, to
set up thelr own plans. (Same objection. All the good risks
would set up their own schemes, and the actuarial basis of the

netional scheme would suffer badly.)

2. CHANGES IN THE SCOPE OF THE FPLAN

(1) The plan should cover all unemployment, no matter what the
cause, no matter what duration, no matter what the occupation of
the beneficiary. (This statement hes actually been made in the
House of Commons, the ldea being that such an insurance scheme
would make relief unnecessary. It would be undue repetition to
explain again why there could not be such an insurance schene.

See pages 32 - 37, and many other parts of the thesis.)

(2) The plan should cover voluntary as well as iInvoluntary un-

employment. (No, "the risk must not be within individual control.'

/16)- The Labour Gazette, XL (1949), p.796.
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(3) The Act should cover seasonsl employment more fully.

(There are administrative and actuarial difficulties here. It
seems likely that seasonal employment could be more fully covered
but this is evidently not the intention Oof the Act. Criticisn
would be possible only if we felt that by falling to cover this
class of persons, the Act was defeating some of its other aims;

and we do not feel that this is so. See pages 112-14,)

(4) The Act should not attempt to cover cyclical unemployment.
(It is the Act's intention to cover cyclical unemployment as fully
as ls actuarially possible. We can object only i1f such coverage
destroys the actuarial soundness of the scheme, or produces an
exaggeration of the effects of the trade cycle. We are not pre-
pared to make definite pronouncements on either of these points,

but we feel that the Act 1s justified in attempting to aid cyc-

lical unemployment. See pages 129-135, 170-178.)

(5) Forestry and lumbering workers whose period of occupation
is‘reasonably continuous should be insured. (Debate on this

point raged long and loud in the House of Commons. Chief reason
for exclusion of these workers seemed to be the fact that collect-
ion of contributions would be difficult and costly, but this view
was challenged. We are not certaln that the aims and limits of
the scheme justify their exclusion, but the matter has been hand-

ed to the Unemployment Insurance Commission for consideration in

all aspects; only their decision will be final.)

(6) Farmers should be insured.

Chief argument for this was that farmers, as tax-payers,
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bear part of the cost of the insurance plan and thus should be
entitled to some consideration. But it is impossible for in-
gurance to cover persons who are their own employers, as is the
case with most farmers. 8o, at most, only farm labourers could
be covered -- and it is not likel¥y that many farm labourers are
tax-payers. The adm: nistrative difficulties even in this latter
case are great. They are illustrated by the story told of two
farmers in Great Britain. These men exchanged sons during the
autumn, when labour was most needed. Each man paid hls friend's
son an equal wage, g0 that while neither man lost any money by
the arrangement both sons became insurable. When labour needs
slackened, in the wintertime, both sons were "discharged" and be-
came eligible for benefit.

There should be, and in fact are, other much more satisfactory

methods of assisting both farmers and farm labour.

(7) Domestic servants should be insured. (No, there seems 1lit-

tle doubt that if this were done evasion would be rife, collect-
contributions .
ion of any bemesiws more costly than the amount of those contrib-

utions. See page 33.)

(8) Insurance should be extended to all persons, regardless of
the amount of income they receive; or at any rate the present

insurable limit of $2000 yearly income should be lifted.

In justice to those whose incomes were temporarily raised
by the war, a special order has been passed 1lncluding those per-
sons who now earn more than $2000 yearly, if their normal earnings

are under this amount. But aside from this, although labour
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has asked that the ceiling be raised to $2,500, no action has
been taken. The matter of exact setting of the upper 1limit of
incomes to be insured is a matter for governmental decision, but
we have said that the insurance is primarily intended to cover
those who are &n no position to provide their own funds against
unemployment. In view of this fact, it does not seem logical
that higher-paid employees should be insured. A glance at the
absurd things which do occur when all persons are covered is

given in the quotation on page 128.)

3+« CHANGES IN FACTORS DETERMINING BONTRIBUTIONS

(L) Make contributions a flat rate. (No. In a country such asg
Canada, we could not do this while retaining our aim of keeping
benefits lower than wages, our aim of protecting the normal stan-
dard of living of the worker, and our aim of making benefit rate

proportional to contribution rate. See pages 155-57.)

(2) Make contributions a flat percentage of wages. (No, if we
did this while retaining our constant ratio of benefits to con-
tributions, either benefits to higher-pald workers would be un-

necessarily high, or benefits to lower-paid men would not pro-

tec their standard of living. Again, see pages 155-57.)

(3) Make employers' and workers' contributions bear a fixed
ratio to each other. (Well, there are no reasons for such a sug-
gestion; so the reason against 1t must be that it would cause an

unnecessary and costly change in the scheme.)
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(4) The use of books and stamps should be discontinued. (In

a scheme where it is necessary to have a quick and convenient
method of determining each worker's contributions, in order to
calculate hisg benefit rights, stamps and books seem to be the
best way to collect contributions. 1In spite of the administrat-
ive nuisance and the possibility of counterfeiting or re-using

stamps, let's keep them. See pages 152-54,)

(5) Make the employer pay the full weekly contribution in re-
spect of each worker, no matter what the number of days that
man worked for him during the week. (This would have the effect
of discouraging casual employment; but it would also discourage

underemployment; we do not feel that the Act wishes to do this.)

(6) Let the banks pay a specially adjusted, low rate of contribut-

ion. (Merit-rating! We've just been through all that;)

4, CHANGES IN THE FACTORS DETERMINING BENEFITS

(1) Change the Relation between benefits and contributions;
abolish the fixed ratio. (Argument for: it would enable cone
tributions to be levied in a simpler, less costly manner, while
not defeating any of the aims of the Act. Argument against: 1t

would upset the desired balance between individual justice and

common welfare in the Act. No.)

(2) 1Increase dependents' allowances; grade benefitg according to
the number of dependents a man has, instead of according to wheth-

er he has or has not dependents. (This would necessitate a gen-
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eral lowering of all benefit rates, in order to retain the

policy of keeping benefits lower#agy than wages. Could only be
done 1f family allowances were given as a supplement to wages 1in
all industries. This we do not hesitate to recommend, but do not

expect to see happen.)

(3) Benefits should be continued when the beneficiary falls ill
or is injured, becoming incapable of work.

There has been much argument on the justice or injustice of
discont;nuing benefits under such circumstances. We may say first
in support of discontinuance that the Act intends to cover only
one risk -- that contention has been explored at length. But to
elaborate; the only method the Act has to determine whether a men
1s actually involuntarily unemployed, 1s the employment exchange.
If he becomes incapacitated, he certainly cannot make use of the

exchange. The scheme has no way of discovering "malingerers'" un-

der these circumstances. The scheme cannot cover 1ill or injured

workers.

(4) Benefits should merely be mailed to beneficiaries, rather
than requiring the latter to claim them et the local employment
office. (The chief object of this requirement is to make certain

first, thet the worker actually is unemployed; second, that he is

capable of work., Good enough reasons.)

(5) Employer rather than worker should be required to report
fact of unemployment. (No. Worker must report to claim benefits.

Employer's evidence may be required, in addition, but is not alone
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sufficient.)

(6) Workers discharged for cause, or quitting their employment,

should not be penalized by any logss of benefit. (The contingency
person

insured must not be within control of thepinsured! They should

receive no benefits. We intend returning to this question.)

(7) Cover the entire period of unemployment, if statutory con-
ditions are fulfilled, of any insured person. (Come, come. This

is insurance against unemployment. Impossible.)

5 CHANGES IN THE ACTUARIAL BASIS OF THE ACT

The percentage unemployment to be expected by the Act
should be calculated from figures for the years 1925 - 1937,
rather than the years 1921 - 1931. (This 1s our own idea, and we
still like it. The objection to adopting 1t as a definite re-
commendation is, of course, that the calculation has already been

made and the plan is in operation on the basis of that calculation,)

6. CHANGES IN OTHER ADMINISTRATIVE PROCEDURES

(1) Divorce the employment exchanges entirely from the lnsurance
gcheme and remove them from control by the Commission. (The reas-
ons why this is urged have been given, but we have seen that if
present policles are adhered to the exchanges will gain the full

confidence of employers. No. BSee pages 143-46.)

(2) Force employers to report vacancies to the exchanges. (No.

You could never enforce such a regulation in Canada, and in any
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case it would aid in destroying individual initiative in job-

hunting, which is not desirable.)

B, Recommended Changes 1n The Unemployment Insurance Act.

Though the same headings are not used, these recommendations
will be arranged in roughly the same order of classification as

were those in the section considering rejected suggestions.

1. ACCUMULATION OF BENEFITS TO OLD AGE PENSIONS

What better index to public opinion have we than that es-

tablished institution -- "Letters to the Editor" --

gir,-- Through the press and over the air, Dby

regular reporting and by feature contributors, we are
being daily advised of the privileges and security that
will be received by those "qualified" and M"permitted
to accept" the provisions of the Unemployment Insurance
Act o o o ANy similarity between the Unemployment In-
surance Act and any other insurance agency, either a-
live or dead, 1s purely coincidental . . .

When a large business establishment which furnishes
its employees with any kind of protection is making up
its budget, the cost of such protection is deducted from
the sum estimated for salaries. This protection 1is
part of the consideration of employment and everyone
pays for his own protection, whether or not it is shown

on the payroll.

I have in mind a friend who has been employed by a
large company for twenty-five years during which time
deductions have been made from his gdalary by the."blanket"
method, to cover sickness benefits and pension rights.
Five yvears ago he had completed enough service t0 entitle
him tO0 a pension but he 1s not yet old enough to meet the
age requirement. In the meantime, though, he has been
protected, financially at least, from any untoward con-
tingency. This man can't be a lone case in this country
——- he must be typical of many #eesibwsdens employed by

snstitutions which are conscientiously protecting the
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future of their employes -- but he must pay for unem-

ployment insurance which he can never collect. Serious

sigkness would bring his pension into immediate oper-

ation and he couldn't be discharged if he robbed a bank.

Is the money he 1s now called upon to pay, "for value

received?" He loses, but how could he win? The me-

thod of collecting from him can bear only one title --

Configcation of Property. . . . (17)

The part of this letter we would draw special attention to
is the phrase, "He couldn't be discharged if he robbed a bank."
Popular opinioqﬁees in the present Unemployment Insurance scheme
a measure penalizing the man who, by honesty and diligence, or
perhaps by his wisdom in choosing an inherently stable occupation,
remains employed throughout the whole span of his working life.

That injustice i1s done, is certain. But the effect on the
public mind is even worse. Every where one goes, the workers
are grumbling against unemployment insurance -- "it's an extort-
ion!" -- "just another government tax:i"  The reason for this is
that the ordinary worker, bewildered by the many provisions lin
the Act limiting the conditions under which benefit can be claimed,
feels that he will never get a return from his insurance contrib-

utions. Or, if he considers the Act and discovers that benefits

are immediately payable for involuntary unemployment, he is true

enough to human nature to think that he will never be discharged
without cause, even "1f he robbed a bank." The 1ast depression

is a long way from the surface of the worker's memory. The thought
that it can and will occur again does not seriously occur to hinm.

This dangerous attitude on the g% part of workers could lead
to much trouble; it heightens grumbling against the Government;

it could easily bring about widegpread evasion of the Act. But

(7)) The fontreal Star for Jan. R0, 1942,
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there are other reasons for combatting this injustice. We have
stated our belief that it is ani§@ injustice not intended by the
framers of the Act, not required by the balance the Act sets
between individual justice and common welfare. We feel that it
could and should be eliminated, if this could be done without
endangering the actuarial soundness of the Act.,

Our proposal is this: at a certain set age -- say age 65,
or perhaps 7O -- workers should be exempted from further con-
tributions under the Act and barred from further unemployment

benefits. The total contributions made by them to the scheme in

their working life (not including those-made by employers on their
behalf) should be totaled. From this should be subtracted the
total amount they have received in unemployment insurance bene-
fits. If a balance remains, that balance should be returned to
the worker as a monthly pension of set amount, received as of
right, until his balance of contributions is exhausted.

It may seem that in urging some return to workers not like-
1y (being diligent) or unwilling (being individualists) to claim
benefits from the plan, I am motivated by personal desires. For
I have myself contributed to the unemployment insurance scheme
and I do not expect to receive benefits from that scheme. My
own reaction was to do anything possible to escape the payment

contributions.

0f bemefits. But if my attitude was influenced in this way, so

is the attitude of every steady and reliable worker,

The plan outlined above would combat this outlook. Can it
be introduced without injuring the actuarial aspect of the Act?

It 1s estimated that in Great Britain, "probably one-third
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of the insured population . « . never claim benefit in all
their industrial lives."(17) we may safely assume that this
percentage will be lower -- say, not more than 30 per cent =--
in Canada. Let us work from thils assumption. It would mean
that the Fund would have to be immediately increased by 30

per cent of the workers' contribution total, or by

50 1 A
50 X 7,85 OF 11.8%

The allowance to be added to this for workers who had called
upon the Fund only a2 few times woul® not be great, for with bene-
Tits anproximately (on the average) H0 times contributions, the
draving of a small number of benefits would soon exhaust the

pension,
worlers' claims to Pewesss, We may estimate the total cost of
providing old age pensions out of the Fund, as described above,
at 15% of that fund -- less than the amount expected to be paid
as administrative costs of the schene.

Though we have hazarded merely a guess, the actual cost of
these old age pensions to the insurance plan could be estimmted
very accurately on the basis of a decade or sO experiense with
the working of the Act. At the end of that time, 1f not before,
we feel the institution of some such plan 1is necessary to stop
the cries of "Robbery!" that are now being heard. The manner in

which the extra cost to the Fund would be shared between workers,

employers and government, we do not attempt to decide.

5. THE GOVERNMENT SHOULD NOT DIRECTLY PAY ADMINISTRATIVE COSTS

we have shown how the bearing of administrative costs

an: Margaret Bondfield, Amer. Lab. Lec. Review, XX (1930), p237.
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directly by the Government results in failure of the scheme to
realize all its possibilities in the field of unemployment pre-
vention. We have suggested that if the Government were to pay
directly to the Fund an increased sum of money, leaving to the
Commission the allocation of funds as between unemployment as-
sistance and prevention, matters would be improved. Again the &%
difficulty is an actuarial one.

How would the government's new share in the plan be determin-
ed? In connection with administrative costs,

The cost in Great Britain seemed . . . to be about
$1.70 per head of insurable population; in the United
States the cost was $2.,10 « . . Mr. Heaps believed that
the only index of administrative cost was based on the
number of persons covered, and expressed the opinion that
the more familiar method of expressing costs as percentages
either of contributions or of benefits, was meaningless.

(He Said:) " . . . if we were to add approximately twenty

per cent . . . to the United States costs of administrat-

ion, we would arrive at a reasonably fair estimate of

what the cogt would be here in Canada." The costs of ad-

ministration had therefore been placed at $2.50 per in-

sured person, the witness declared. (/9).

Our proposal is this: Let the Government's present 20 per
cent subsidy of the Fund be withdrawn. Let the Government grant
to the Eumd an amount corresponding to $5.00 per insured person
per year, and let this be an irreducible amount (there is preced-
ent for such a provision). Further, let a sum approximating 20
per cent of the total fund Dbe applied to the payment of claims

out of this amount; to secure the actuarial bagis of the scheme,

make thig compulsory. Of the remaining amount, let the Commission
allocate the necessary minimum to administratlon of benefit

payments, the rest to provision of unemployment preventive neas-

—(7/9): L abour Gazette, XL (/540), p-793,
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ures. Such a proposal as this, in order to be feasgible, would
have to be worked out in much greater detail than is possible
with the time and space at our disposal. But we feel that a
change of this general type is possible, and is sadly needed in
the Canadian unemployment insurance plan if it is to carry out
1ts aims fully and completely.

Two corollaries egpecially worthy of mention follow on the

acceptance of this proposal:

3. PROVISION OF FREE TRAVELLING ALLOWANCES

We have discussed on pages 178-79 the ways in which free
travelling allowances, as opposed to the present system of loans
for travel, would increase mobility of labour and combat the Act's
tendency to produce an increase in frictional unemployment. The
ingstitution of such a system 1s probably dependent upon a more

liberal allocation of administrative funds.

4, INSTITUTION OF VOCATIONAL GUIDANCE

If young persons coming of an employable age were assisted,
not only by free entry into technical schools -~ under sponsor-
gship of the insurance scheme =-- but also by vocational guidance,
the problems the scheme would later be called upon to deal with

would be considerably decreased.
5. NO BENEFITS FOR VOLUNTARY UNEMPLOYMENT

We need not repeat again our reasoning that persons who
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are discharged for misconduct, or who voluntarily quit their
employment wothout good cause, should be disqualified from re-
ceipt of benefits permanently, rather than merely for a period
of six weeks. The change is possible, from the administrative
point of view; 1s urged, because it furthers the true purposes
of the Act in increasing justice and confining the scheme's

scope to that one risk it is designed and intended to cover.

6. NEW WAGES NOT LOWER THAN BENEFITS.

Under the German Act, we have quoted Carroll zs saying,
"a men may refuse a position that offers insgufficient remuner-

n(20) There is no parallel

ation to provide for his dependents.
provision in the Canadian scheme. After the lapse of a period

of time which is, in each individual case, deemed "reasonable"

by the Commission, a man unable to find employment in hls cus-
tomary occupation may be forced to take any job -- provided the
wages are not substandard, he 1g not acting as a strike-breaker,
and 80 on. There is a possibility of grave injustices being done
in the application of this provision.

Take the casge of a man earhing (30.00 per week. Assuming
that he has at least one dependent, his weekly benefit should he
become unemployed would be $14.40. This would entail a drastic
reduction in his standard of living. But under the provisions

of the Act, after the passing of a "reasonable" period of time,

nhe might be compelled to accept employment paying wages as low

(20) : Carroll, Unemployment Insurance in Germany, p. 54.
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as $5.00 per week; possibly even lower. The injustice of this
situation speaks for itself. The simplest remedy would be this:
To the provigos in the Act enumerating the types of employment
a beneficlary is not required to accept, add a further proviso

that he need not accppt employment at a wage lower than the bene-

fit rate to which he would otherwise be entitled. Otherwlise,

there is an opening here through which the Act might conceiv-

ably defeat its purpose of "maintaining the normal standard of

living of the worker."

7. TWO KINDS OF PUBLICITY

The Unemployment Insurance Act has been very poorly public-
ized. This is one reason for the wave of public feeling again-
st it, so noticable to those who come into close contact with
workers. Though few workers approve of the scheme fully, it is
s general rule that those who have studied the Act, and under-
stand its provisions and some of the reasons behind them, are less
antagonistic toward it than are the less well-informed men. All
workere feel the injustice of such anomalies in the Act as that
for which we suggested a solution in our first recommendation.
But whether or not old age pensions, pald from accunulated con-
tributions, are ever made a part of the scheme, publicity of the
measure is vital.

publicity to employers has been profuse and beneficial. But
the Commission gseems to have forgotten the possibility that the
average workingman would like to know, not simply that he can't

get his benefits when he goes on strike, but why he can't zet
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them then. The Commission's answer -- "It is the law!" -- be-
sldes being unsatisfactory to the worker, is in itself a con-
fession of weakness. We should ekt 1like to see publicity of
the Act, to the workman, as a genuine measgure of assistance for
his times of distress, rather than an extortion of part of his
wages; as genuine unemployment insurance, to aid him, distingu-
ished from relief which merely degrades him; most important of
all, we ghould like to see the workman informed why the restrict-
ions necessary to the scheme's working are, for perfectly sound
reasons, included in i1t. The employer has been informed on these
matters. It 1s too much to expect him to undertake the education
of his workmen to the genuine benefits of insurance. That, the
far more vital task, must also be accomplished by the scheme.

The second type of publicity we should like to see the scheme
undertake is in connection with the prevention of unemployment.
The employment officesg promise to distribute information which
will assist workers in choosing suitable occupations (relative,
that is, to demand for workers of each type) and finding suitable
employment. Let us hope that this information will be so dis-

tributed that it will effectively reach and influence workers.

8. ESTABLISH A NATIONAL SYSTEM OF UNEMPLOYMENT RELIEF.

There are other, and more pressing, reasons for advocating
such a step than that we are about to propose. But we have seen
that in the absence of effective rellef measures, the political

pressure on the insurance plan in times of depression becomes
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intolerable. The postponement of plans for adequate relief
measures may mean the corruption and disruption of the entire

unemployment insurance scheme in post-war years.

Ce. Unemployment Insurance as a War Measure and as a

Post-War Measure.

"Mr. Dawes questioned the desirability of unemployment in-
surance as a wartime enactment, since he felt that it would di-
vert man-power and money from the war." (21)

geveral representations similar to the above were made be-
fore the Special Committee of the House of Commons on the Unem-
ployment Insurance Bill. Possibly, they were honest represent-
ations; yet one cannot help feelling that they were made with
some ulterior motive. For the advantages of unemployment in-
surance in assisting war finance, and in providing for possible
post-war contingencies, 80 far outweigh any considerations like
the above ag to make them negligible; and this should be obvious
to the mind of the dullest entrepreneur.

we must state briefly our own analysis of the problems of
war finance. It is a commonplace that the Government, in war-
time, is forced to use all means in its power to turn a greater
and greater part of the national productive effort, and the nat-
jonal capital equipment, to production for war. When this is

being done contemporaneously with a vast increase in civilian

purchasing power -- because of increased wages, increased employ-

ment, longer hours of labour -- one consideration emerges as

{21): Labour Gazette, XL (1940), p. 799.
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essential: civilian purchasing power must be restricted and
gurtalled, It 1s for this reason, even more than for fiscal
reasons, that the Government turns to heavy taxation, borrow-
ing, and possibly inflation; and from these to forced loans and
rationing of consumers' goods.

It 1s important to restrict purchasing power, and it is
most vitally important to curtail the spending of those with low
incomeg == for it is they who purchase most of the consumers'
goods ordinarily produced in the peace-time economy. 8o the
Government has set income tax exemptions lower and lower -- has
initiated the National Defense Tax on incomes -- has encouraged
the sale of War Savings Certificates and Stamps, and even Victory
Bonds, to workers and their families. Viewed in this light, the
nature of unemployment insurance as an adjunct to war finance
becomes clear.

We have explained before how such insurance schemes cur-
progperous

tall consumption in éepwressien times. In war-time, with every
type of unemployment minimized, this is doubly true., And that
effect is precisely what the Government wants. The outstanding
advantage of unemployment insurance in war-time 1s that it is
a relatively painless method of curtailing consumption of small-
income earners. Though there is a definite limit to the amount
which may be extracted from workers in this way, the scheme taps

a source of fiscal revenue and dries up a consumer demand other-

wise very difficult and troublesome to control.

The role of unemployment insurance in the post-war years

cannot be so easgily seen nor so clearly predicted. Each war in
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history has been succeeded by a short but reckless spending
spree; we should have thls as a breathing-spell in which to com-
mence our re-conversion of resourceg to civilian production, our
gradual and orderly demobilization of armies.

The problem will be mainly one of readjustment. The theory
that "we shall be much poorer after the war, and shall have to
accustom ourselves to a lower standard of living," is quite un-
tenable, though it has been espoused by a number of politicians
(fearing the worst) and a few reputable economists,

True, our capital reserves will have depreciated sadly. But
aside from this loss of past accumulations, which is not a vital
matter, the cost of war 1s essentially a current cost. It is not
inevitable that we shall be poor and starving after the war ends.
Whether we are, or not, depends upon the speed with which we can
reorganize and readjust our economy.

But it is unlikely that we shall escape a post-war depres-
sion, though we may make it either mild or deep. Some time dur-
ing the period of readjustment -- probably about two years after
the end¢ of the war -- the economy, no matter how carefully con-
trolled, is likely to become unmanagable. What problems does
that bring to the unemployment insurance scheme?

The fund which is built up during the war is by no means
s real fund. The consumption the workers have foregone has
permitted greater production of war supplies. We are faced,
then, two years after the war, with sudden demands on a purely

figcal fund, probably already depleted by the demands of the

frictionally unemployed in the readjustment period.
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The golution of the problem is independent of whether the
Fund is, nominally, sufficient or insufficient to meet the de-
mands on it, In either case, thoge demands must be met by the
Government out of current income. The reserves of the fund will
consist exclugively of Dominion of Canada Bonds. The Govern-
ment may risk a disastrous slump in security prices by allowing
these to be disposed of in the open market, or it may redeem
them.

Discounting the posgsibility of simply printing money to

meet these obligations, we find that, at the base, the problem

of unemployment insgurance in a post-war slump becomes the prob-

lem of fiscal budgeting in that slump. And excppt for indicating

that the Government will have to solve that problem by taxation
and borrowing -- and perhaps inflation -- we prefer to leave the

discussion at that point.

D. The Canadian Unemployment Ingurance Act, 1940: A

Final Evaluation.

The Canadian scheme has been considered throughout on the
agsumption that it is intended primarily to aid unemployment --
and secondly to prevent unemployment.

The assisting of unemployment by use of insurance 1is, in
light of previous experience of our own and other countries with
both relief and insurance, a worthy aim. For a succegssful in-
surance plan is, both soclally and economically, more satisfactory
than a relief plan. And while relief measureg cannot be elim-

jnated under existing conditions, lnsurance may eventually render
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them unnecessary. (We are not contradicting other parts of this

study; we are speaking of a near-millenium.) It can only do this

1f 1t fulfills its secondary aim. The more vital part of our

study, then, was that concerned with the short-run and long-run
effectg of the Canadian Act on the employment situation.

In regard to its assistance of unemployment, we have ex-
pressed ourselves reasonably satisfied with the working of the
Act as 1t now stands. We have realized, with Mr. Meriam, that
insurance

e « o raises ethical questions, a conflict

between what may be called the individualist
justice princivle and the solidarity principle. (22)

And we saw that because of this,

Compulsgory schemes o . . inflict injustices
on the superior workman by forcing him to bear
the extra risks of the inferior workman. (23)

But we have accepted without question the Government's decision
to permit a certain amount of injustice go that common welfare
might be benefitted. We have realized the necessity for a com-

pulsory scheme, and the concesgsions made by the Government so

that it might be enforced.

The development of voluntary Insurance against un-
employment 1s checked by the unwlllingness of those less
exposed to the risk to join others in pu;cha31ng indem-
nity on equal terms. Accordingly, in this country, . .
ingurance was made compulsory. In recognition of the

(22): Meriam, R.S., "Unemployment Reserves; Some Questions of
Principle;" Quart. Journal Econs., XLVII (1933), p. 312.

(23): winston Churchill; Parl. Debates, 5 ser., XXVI (25/6/11),496




- 208 -

inequality between good and bad risks . .
state subsidized the scheme. (24)

. the

We have accepted, evenh emphasized, the limitations laid
on the scheme by its desire to compromise between justice to
individuals and welfare for all. We have never criticized the
relative importance it laid on these ideals, but rather tried
to show how best the balance it aimed at could be struck. And
we consldered duly the restrictions of scope that this comprom-
ise makes necessary.

We have seen, too, how the scheme is forced to place it-
self on a sound actuarial basis. It could be insurance in no
senge of the word if it failed to do so; lack of financial sound-
negs would eventually change the measure to a mere relief scheme.
The limitations in benefit rate and period, and in the types of
occupations covered -- the necegsity for requiring workers' con-
tributions -- was accepted as justifiable on those grounds.

Further restrictions in scope were forced on the Act by
considerationg of administrative difficulty. And yet, in face
of all thege limitations, we have expressed ourselves satisfied
with the mahner in which the Act agsists unemployment. Better
schemesgs for this purpose can only be introduced by new kinds of
governments. Unemployment insurance, by compelling the worker
to hepp provide for his own periods of idleness, avoids the evilg
of "the dole" and relief. Mr. Yoder, whose comments are usually

gound, betrays a lack of understanding when he sayge--

(24): Final Report of the (British) Royal Commission on Unem-
ployment Insurance, 1932, p. 1l4.
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If it is agreed that the state is sufficiently in-

terested 1n easing the difficulties of the unenployed

and maintaining some part of normal consumers' demand

to Justify supplementing the income of American work-

ers with funds secured, to an increasing extent, by

levies against other American citizens, then this type

of benefit (l.e., insurance) is exactly the means to

that end. (25)
The point is not a good one. We appear unwilling, in this age,
to let the unemployed starve; and any type of assistance for them
entalle$ levies, to a greater or less degree, on other members
of the community. The existence of unemployment insurance must
be Justified or condemned on other grounds. Some measure to aid
unemployment is necessary, and the reasons for preferring insur-
ance to relief are manifold.

Insurance 1s less costly and, on the whole, more satisfactory
than such projects as the Works Progress—Administration, becausge

it at least attempts to stimulate employment.

We agree that linsurance assists unemployment.

Our chief criticisms of the scheme, therefore, were on the

bagis of its failure to realize its full possibilities in the

elimination of unemployment.

Perhaps the chief drawback to the scheme is the manner in

which administrative costs are borne. Against all the canons of
effective social insurance, direct control of administrative ex-
penditures by the Government perhaps will do more than anything

else to remove from the plan that liberal attitude which means

the difference between real success and fallure.

(25): Yoder, Dale, '"some Economic Implications of Unemployment
Insurance," The Quarterly Journal of Economics, XLV (1931) p.623.
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Less 1laportant, because less drastic cures are needed to
remedy 1t, 1s the attitude of Canadian labour toward the schene.
To hope for old age pensions in connection with the plan is per-
haps foolish optimism; yet the workers would be satigsfied with
little less. Publicity of the plan, at any rate, would improve
this gituation amazingly.

As 1t exists, no startling results need be expected fmrom the
scheme. It will undoubtedly help us finance the war. And after
the war, 1f what we have said above be accepted, it is very likely
to act as a redistributor of national income -- a measure of

gocial Jjustice, many persons might say. If it is the beginning of

a trend in this direction -- and this may well be -- then its most
irportant results will be dbolitical rather than economic., Let
us hope this will be true; for unless drastic changes, changes
which the author, for one,does not expect, are made in the scheme,

it will continue to the end of its existence a pure and simple

aid to unemployment.

T HE END
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