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Ontarians Can No Longer Count On Employment Insurance To Provide Temporary Income Between Jobs

Toronto and Ottawa Have Lowest Coverage in Canada

Employment Insurance (EI) no longer fulfils its role of providing temporary income support to involuntarily unemployed Canadians who are between jobs. The program covers
 just over one in five unemployed people in Canada’s largest city (Toronto), and just over one in four of the unemployed in Canada’s most populous province (Ontario). (See Exhibit I on page 7).
The Task Force for Modernizing Income Security for Working Age Adults (MISWAA) commissioned a review of research into the role that EI plays in Canada’s income security system. Highlights from the research review include:

· EI coverage has fallen across Canada to just over 40% of the unemployed nationally in 2004, from roughly 80% in 1990.
· The precipitous decline in EI coverage through the 1990s was the result of changes in the EI program combined with changes in the composition of the labour market.
 (See Exhibit II)

· The unemployed in Toronto and Ontario have always had lower coverage than the national average, and the gap has grown, as the EI program has increasingly favoured regions with higher unemployment rates. (See Exhibit III).

· EI coverage of the unemployed in Ontario and Toronto has also declined more than the national average because of higher presence of groups that aren’t eligible (e.g. workers in non-standard jobs) or have been most affected by changes in the EI program (e.g. recent immigrants). 

The implications for Toronto are that:

· EI is largely irrelevant making Social Assistance (SA) the program of first resort for many low-income workers. While the intent of EI is to replace wages and facilitate job search, not to redistribute incomes to the working poor, it is clear that the four out of five unemployed Toronto workers who aren’t covered need a better alternative for temporary income replacement between jobs.

· The City of Toronto, and other Ontario municipalities, will be very exposed in the next recession as people who can’t access EI fall onto SA, the costs of which aren’t controllable and are shared with the province.
 Removing social assistance costs from the property tax base and replacing them with costs that don’t move with the economy, as recommended by the Toronto City Summit Alliance and others, could allay this risk. 

The EI program was first introduced in the 1940s. In the late 1960s and early 1970s eligibility was expanded and coverage increased to most of the workforce. In the face of increasing unemployment and a growing federal deficit, changes were made in the early 1990s to limit access to the program and to reduce benefits payable. (See Appendix I (page 9) for description of the main changes to the EI program in the 1990s). Below we explore in more detail how major changes to EI in the 1990s affected Ontario and Toronto. We conclude with potential solutions to address the inadequacies of the program.
Ontario has a Higher Share of Unemployed not Eligible for EI

The EI program is a social insurance program designed to pay benefits to those who have made contributions into the program for a specified period. It doesn’t cover the unemployed who: have never been employed, have no recent insurable employment (e.g. self-employed), or who voluntarily quit their job to go to school or quit without just cause. TD Economics’ recent report “From Welfare to Work in Ontario: Still the Road Less Travelled’ described shifts in the composition of the labour market that have resulted in growing proportion of the unemployed being ineligible for EI, and therefore in declining EI coverage:

· The share of the unemployed who were laid off from a job (i.e. eligible for EI as lost job for just cause) between 1989 and 2004 fell from 49.4% to 38.4% of the unemployed while the share of the unemployed who weren’t in the labour market rose from 28.5% to 44.5%. 

· The percentage of Canadians who are self-employed increased from roughly 14% of total employment in the late 1980s to over 17% in the mid-to-late 1990s, although it has been declining in recent years to just over 15% in 2004.  

TD Economics postulated that the growth in unemployed who weren’t in the labour market likely reflects demographic trends, like the rising number of new immigrants to Canada who have no prior workforce attachment. The group not previously in the labour market likely also included new immigrants and others ‘working under the radar screen’.

In comparison to Canada, Ontario has a larger share of unemployed people who fall into groups not eligible for EI according to data and analysis provided by HRSDC. This would explain why Ontario’s coverage has increasingly fallen below the national average. As Table I (page 8) shows, in 2004, 53.4% of the unemployed in Ontario were not eligible for EI compared to 42.4% for the rest of Canada. More specifically:
· A greater proportion of unemployed individuals in Ontario (29.6%) had never worked or had not worked in the past 12 months compared to the rest of Canada (23.3%).  
· Ontario also had a larger share of unemployed with no recent insurable employment (e.g. self-employed, contract workers), a larger share of unemployed that quit their job to go to school, and a larger share that quit their job without just cause.

Reduced eligibility for EI income benefits (EI-Part I) has also resulted in reduced access to employment benefits and supports (EI- Part II), as the former is required for the latter. Some view this to be as a significant issue in Ontario as EI training and supports are generally considered superior to those offered to SA recipients, and therefore aren’t accessible to those who need them the most. (Others believe that the quality and quantity of training needs improvement under both programs).

Finally, HRSDC conducted an analysis of the impact of reducing variable entrance requirements in Ontario. It provided: “a broad estimate of the number of additional unemployed individuals that could qualify for EI regular benefits in Ontario resulting from a reduction in the amplitude of the VER from the current 420 to 700 hours to a range of 420 to 595 hours.” They expected the impact to be small as EI coverage Surveys show that only 10% of the unemployed have consistently been refused EI due to insufficient hours if they met the other criteria for eligibility. HRSDC’s analysis showed that only 4,300 more EI claimants would become eligible, a small proportion of the 45,000 (10% of unemployed) that lacked sufficient hours to qualify in 2004. 

Low Coverage in Toronto due to Low Unemployment and High Immigration

EI qualifying requirements, benefits and benefit duration are determined by a complex schedule that is tied to unemployment rates in 58 ‘EI regions’ across Canada. Hours required for EI are much higher, and benefits are lower and of shorter duration, where there is a low unemployment rate. Toronto is a low unemployment rate region. Unemployed individuals in Toronto with a precarious work history, short hours, or jobs of short duration are therefore disadvantaged relative to those in higher unemployment regions in terms of getting EI benefits. Some portion of the unemployed with no EI coverage in Toronto may have qualified initially but ran out of benefits due to the shorter benefit duration in low unemployment regions.   

Unemployment rate differences don’t explain low Toronto coverage relative to other major centres with similar employment levels. As we saw in Exhibit I, coverage varies dramatically by city in Canada from a high of about 51% to lows of just over 20%. The ratios in low unemployment cities like Toronto and Ottawa are very low at 22% and 21% respectively. The higher coverage rate of about 26% for Calgary, another low unemployment region, raises questions. 

The most likely explanation for Toronto’s low coverage rate is its immigrant population. Toronto has a similar unemployment rate to Calgary but a much higher proportion of its’ labour force are immigrants.  According to the 2001 Census, recent immigrants (arriving between 1991 and 2000) were about 17% of the employed labour force in Toronto. The comparable figure for Ontario was 9%. For Calgary the figure was 7%. 

A study by the Canadian Labour Congress (CLC) demonstrated that recent immigrants have a harder time collecting benefits when unemployed. Nationally, in 2000, 31% of recently unemployed non-immigrants received some EI benefits compared to 23% of recent immigrants. One would expect these figures to be lower for Ontario and Toronto due to the higher eligibility requirements. Immigrant women were particularly disadvantaged. Just 19% of women immigrants who experienced at least two weeks of unemployment in 2000 also collected EI benefits in that year, compared to 30% of comparable non-immigrant women.
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Research by HRSDC has demonstrated that when the analysis was limited to those whose job separation qualified for EI (i.e.: not a voluntary quit or dismissal for cause), 62% of Canadian born workers were in receipt of benefits from EI compared to 46% of immigrants. One would expect the figure for recent immigrants to be even lower, and lower again in Toronto.

Recent immigrants are also likely to face the onerous ‘new-entrant and re-entrant’ rules under EI. They need either 910 hours in the first year, or more than 490 hours in the prior year and the regional entrance requirement in the current year, to be eligible to receive benefits. Recent immigrants can therefore need many months of significant labour force attachment before they escape the ‘new entrant and re-entrant rules’.  Again one would expect this to affect Toronto more than many other city regions.

Finally, labour market services are of particular importance to recent immigrants. Lack of access to EI income benefits and therefore to EI employment benefits and supports is a major issue for them.

Toronto and Ontario’s lower EI coverage due to lower eligibility result in significant imbalances between contributions to the EI fund and benefits received. For instance, Richard Shillington has estimated that Toronto made about 19% of the contributions to the fund and received about 10% of the benefits in 2002, while Ontario made 41% of the contributions and received 28% of the benefits.
 These differences equated to $2.4B excess contributions over income benefits in Toronto and $4.6B in Ontario. 

Conclusions 

TD Economics concluded in its report that “changing labour market realities have left a growing share of the labour force uninsurable under the program. That suggests that: “a complementary set of programs is urgently needed to fill the gap- not least so that Ontario Works and other provincial/territorial programs don’t end up having to double as employment insurance and training programs.”

Other MISWAA members have argued that entrance requirements should be loosened to restore EI coverage to historical levels. HRSDC’s preliminary analysis showed that this would have little effect but it is worth exploring further because there isn’t comprehensive analysis of the effect of program changes on EI coverage- although HRSDC has attributed half of the decline in EI coverage to program changes. The greatly increased entrance requirements, and onerous ‘new entrant and re-entrant’ rules, were among the key program changes. The impact on vulnerable groups (non-standard workers and recent immigrants), and on the unemployed in major cities, should be examined and solutions explored, including potential adjustments to the EI program.  

Regardless of the choice of program to address the need for temporary income by unemployed workers not currently eligible for EI, action needs to be taken to improve access to quality training and employment services.

Jill Black

Project Director and Co-chair of MISWAA’s Working Group

jill@jeblackco.ca
416-922-7682

Richard Shillington

Principal of Tristat Resources and MISWAA Working Group member
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Appendix I: Changes to the EI Program in the 1990s

The EI program was changed several times in the 1990s with the most significant changes occurring in 1990 and 1996 (see Appendix- Exhibit I). In 1990 the program became self-funding, based on employer and employee contributions, as the federal government pulled out. Entrance requirements were increased and benefits reduced in 1990 and 1993/4, with greatest reductions imposed on regions with low unemployment rates. In 1996 the Employment Insurance Act was introduced.  The new system was intended to reduce costs by a minimum of 10 percent
, to reduce reliance on the program, and to encourage people to find and keep jobs. The new Act consisted of two parts; income benefits (Part I) and employment benefits and support measures (Part II).   

Major changes to Part I: income benefits, and the intent and results of changes, included:

· Eligibility based on number of hours, from the first hour worked, rather than number of weeks worked, with a week defined as 15 hours or more of work. The intent was to ‘reduce inequities and anomalies’, and to allow greater access to people in non-standard or multiple jobs. Many part-time and ‘non-standard’ workers (women, young people, recent immigrants and low-income workers) were hurt more than helped by the change to hours because:

· Eligibility threshold increased to 420 to 700 hours versus the equivalent of 180 to 300 hours (12 to 20 weeks at 15 hours/week, depending upon regional unemployment) under the 1994 rules.

· Workers were required to pay EI premiums from the first hour worked, versus above 15 hours/week under the old system.

· Stricter eligibility requirements for new entrants and re-entrants to ‘discourage a cycle of reliance’, especially for young people.  The number of hours required was increased from 300 hours (equivalent to 20 weeks at a minimum 15 hours/week) to 910 hours (equivalent to 60.7 weeks at old 15 hour/week minimum). Much higher hours required from new entrants and re-entrants, combined with higher eligibility requirements in general, meant it could take years for some people to qualify. This particularly affects recent immigrants and young people who can only get part-time, temporary or contract jobs.
· Those who were fired or quit without just cause became ineligible for EI in 1993 after previously being penalized through delayed coverage and lower benefits. This particularly affects part-timers and other non-standard workers who have much higher rates of voluntary departure than the average. 

· New benefit structure and shorter duration of benefits tied more closely to time worked was intended to create a strong incentive to work more than the minimum time to qualify. There is evidence that this had the intended result.
· Maximum Insurable Earnings (MIE) level was reduced to from $42,300 to $39,000 and frozen to align it more closely with average earnings. 
Part II
: Employment benefits and support measures (ESBM) are intended to assist unemployed participants to prepare for, find, and maintain employment.  Measures include targeted wage subsidies, targeted earnings supplements, self-employment assistance, skills development, and job creation and employment assistance.  Only people in receipt of EI or with recent EI attachment are eligible.  The latter are unemployed clients who have had an EI claim in the past three years or received maternity or parental benefits in the past five years. Services are usually delivered by provinces, under Labour Market Development Agreements (LMDA), or are jointly managed by the federal and provincial governments.  There is currently no LMDA with Ontario. 
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� MISWAA commissioned briefings on: ‘Employment Insurance and Toronto’ from Richard Shillington, income security expert and MISWAA Working group member, and ‘The Role of Employment Insurance’ from MISWAA researcher Anne Tweddle. In addition this review draws heavily on work of MISWAA members, particularly ‘From Welfare to Work in Ontario: Still the Road Less Travelled’ a special report by Don Drummond and Gillian Manning of TD Bank Financial Group, September 8, 2005, as well as analysis provided to MISWAA by Human Resources and Skills Development Canada (HRSDC) on ‘Beneficiaries to Unemployed Ratio in Ontario’ and ‘Impact of a Reduction in the Amplitude of the EI Variable Entrance Requirements’.


� The measure used for EI coverage is the B/U ratio: the ratio of unemployed beneficiaries to total unemployed. It isn’t ideal because some of the unemployed will be new entrants to the labour force or self-employed persons who aren’t eligible for EI. The B/U ratio has value in being available historically and at the city level, unlike other measures.


� HRSDC, the administrator of the EI program, attributed half of the decline in coverage between 1990 and 1997 to program changes and half to labour market changes in ‘An Analysis of Employment Insurance Benefit Coverage’, October 1998.


� Exposure of Ontario’s cities and municipalities to rising SA costs increased significantly in the mid-1990s when the ‘Overburdened Municipality’ clause was removed from legislation. Prior to that time the overburdened Municipality clause provided for enriched funding of SA when caseloads rose above a fixed percentage of the municipal population; i.e. during recessionary times.


� Data from Statistics Canada’s Labour Force Survey Historical review, 1976-2004


� CLC study was based on data from Statistics Canada’s Survey of Labour and Income Dynamics for 2000.


� Estimates are based on Statistics Canada data; 2002 was the most recent value available for Annual Contributions to EI.


� The 10% target was stipulated in the 1995 Federal Budget


� ‘EI Benefit Coverage of the Unemployed According to Work Pattern Prior to Unemployment’ by Jean-Francois Bertrand and Marcel Bedard for the Applied Research Branch, Strategic Policy, HRDC, June 2002


� Part II also includes special benefits such as maternity, parental leave and caregiver benefits.
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