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IS CANADA'S EMPLOYMENT INSURANCE
PROGRAM ADEQUATE?

Executive Summary

Asdebate about how to stimulate the economy intensi-
fied in the weeks leading up to the January 2009 federal
budget, a number of changes to Canada’'s Employment
Insurance (El) program were put forward by various
groups. Inresponseto these calls, thefederal government
unveiled amost $3 billion in El spending measures over
two years, with the centerpiece being a 5-week extension
of benefits. Inaddition, the government introduced atem-
porary freeze on premiums.

While these enhancements were lauded as hel pful and
positive steps, many observersbelievethey areinadequate.
There have been calls on the federal government to revisit
some of the alternative proposals that relate to additional
direct increases in El benefits, such as boosting the re-
placement rate from the current level of 55% of insurable
earnings and eliminating the two-week waiting period.
Approximate annual costs for these measures range from
$400 millionto ashigh as$4 billion per year.

Still, much of the attention hasrevolved lessaround the
size of the benefitsthemselves and more on what iswidely
seen to be EI'snumber one-failing —the weak “ coverage’
of the program. In particular, it isfrequently cited that some
60% of unemployed in Canadaaren’t covered by benefits.
Such a striking statistic has, in turn, cast attention on the
system’s variable entrance requirements (VER), which
effectively link qualifying criteriato aregion’'srate of un-
employment. Currently, workers in low unemployment
areas require as many as 700 hours in order to qualify —
and receive fewer benefits — compared to as few as 420
hoursin high unemployment areas.

Elunder-coverage often over-stated but still significant

In actuality, thisnumber —which isdrawn from a2007
El survey — overstates the degree of under-coverage of
the system. For one, about 30% were ineligible because
they did not contribute to the program (i.e., the long-term
unemployed and self-employed). Moreover, another 16%
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of the unemployed did not qualify due to invalid job loss
(i.e., voluntary quits). In fact, about four fifths of those
potentially eligiblefor El received benefits.

Nonetheless, this still |eaves about onein five of those
potentially eligibleindividualswho weren’t receiving ben-
efits. Moreover, amagjority of these — about 15% of total
unemployed El contributors or at least 50,000 Canadians
—have historically remained without coverage because of
insufficient hours on the job. As nation-wide unemploy-
ment rises and the previously employed are laid-off, this
element of under-coverage may well increase. Not sur-
prisingly, rates of under-coverage attributableto inadequate
qualifying hours were twice as high, on average, in the
relatively low unemployment areas of western and central
Canada as in Atlantic Canada.

A flattening in the VER structure urged

The federal government could accomplish the double
aim of improving the equity of the system and increasing
coveragerates by reducing theregional discrepancy in eli-
gibility criteriaand benefit duration. More specifically, we
urge the government to immediately ease the VER (and
extend benefit duration accordingly) in regionswith unem-
ployment rates of lessthan 10% from the current 560-700
hoursto thelower floor of 560 hours. For all other regions,
criteria would be unchanged. This measure would cost
approximately $500 million per year.

Alternatively, the government could standardize the
criteriafor al El contributors at 420 hours, which is the
current minimum, or even reduce the bar for all, to 360
hours. Cost estimates for these options are $800 million
and $1 billion, respectively.

Our preference for an immediate flattening of the sys-
tem (rather than standardization) is based on assessment
of benefits and costs. One important benefit that flowsis
increased fairness. The truth of the matter is that during
an economic downturn, it is no easier to find ajob in a
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regionwith lower prevailing unemployment thanin onewith
ahigher unemployment rate. But while such acaseisless
compelling during periods of expansion, westill believethat
such a sizeable discrepancy in the prevailing entrance re-
quirements could be struck down based on the fairness
argument. These benefits, however, must be balanced
against the undesirable effects of the changes, including
increasing long-term EI dependency and the added costs
to the program. It is under these two tests in which the
standardization option does not perform aswell. Thefed-
eral government could opt to standardize the VER on a
temporary basis. However, Canadian governments have
apoor track record allowing short-term measuresto lapse.

The cost issue of El program enhancements is a very
important consideration. If El isto remain a self-funding
system, which we believe it should, increases in benefit
outlays will require either higher premium rates or trim-
ming of other program costs.

Altering the VER criteria

The flattening of the structure is only an intermediate
step. Over the longer term, the unemployment rate asthe
primary benchmark of VER should belooked at duetoits
significant pitfalls. Most importantly, the unemployment
rateis notoriously backward-looking, doesn’t capture the

direction of unemployment, and ignorestherel ative number
of job vacancies. A new gauge should be considered to
which the VER might be linked, such as the seasonally-
adjusted change in employment, the job vacancy rate or
the rate of employee turnover adjusted for the unemploy-
ment rate. These measures would work to better equalize
eligibility and benefits on the basis of aworker’s probabil -
ity of employment.

Rate-setting formula

Lastly, the study also recommends changesto EIl fund-
ing. Indeed, the recent ad-hoc premium freeze announced
by the government in January, while laudable, highlights
some of theinherent problemswith the current framework.
In particular, the present rate-setting formula needs to be
amended to fund deficits in the EI program over a busi-
ness cycle (say 7-10 years) rather than in the year for
which they are anticipated. The greatest strike against the
current requirement of targeting an annual balance is that
it introduces a dangerous amount of pro-cyclicality to the
system. In addition, we urge the government to consider
removing the $2-billion odd in job training measuresfrom
El and place them within general government spending for
the primary reason that these expenditures should be open
to all members of the labour force.
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