
A paper prepared for the 

Economic Council of Canada 
,. 

Un document préparé pour le 

Conseil économique du Canada 

L_--1--r-J 
r--- - - 

0--1 ___ 
He 
111 
. E28 
n.195 

----- .... 

c.1 
tor mai 

_.' 

P.O. Box 527 Ottawa, KiP 5V6. 

C.P. 527 Ottawa, K 1 P 5V6. 



• 

t 

The Economic Council of Canada was established in 
1963 by Act of Parliament. The Council is a crown 
corporation consisting of a Chairman, two Directors and 
not more than twenty-five Members appointed by the 
Governor in Council. 
The Council is an independent advisory body with 

broad terms of reference to study, advise and report on a 
very wide range of matters relating to Canada's econom 
ic development. The Council is empowered to conduct 
studies and inquiries on its own initiative, or if directed 
to do so by the Minister, and to report on these activi 
ties. The Council is required to publish annually a 
review of medium- and long-term economic prospects 
and problems. In addition it may publish such other 
studies and reports as it sees fit. 

The Chairman is the Chief Executive Officer of the 
Council and has supervision over and direction of the 
work and staff of the Council. The expenses of the 
Council are paid out of money appropriated by Parlia 
ment for the purpose. 
The Council as a corporate body bears final responsi 

bility for the Annual Review, and for certain other 
reports which are clearly designated as Council Reports. 
The Council also publishes Research Studies, Discus 
sion Papers and Conference Proceedings which are 
clearly attributed to individual authors rather than the 
Council as a whole. While the Council establishes gener 
al policy regarding such studies, it is the Chairman of 
the Council who bears final responsibility for the deci 
sion to publish authored research studies, discussion 
papers and conference proceedings under the imprint of 
the Council. The Chairman, in reaching a judgment on 
the competence and relevance of each author-attributed 
study or paper, is advised by the two Directors. In 
addition, for authored Research Studies the Chairman 
and the two Directors weigh the views of expert outside 
readers who report in confidence on the quality of the 
work. Publication of an author-attributed study or paper 
signifies that it is deemed a competent treatment worthy 
of public consideration, but does not imply endorsement 
of conclusions or recommendations by either the Chair 
man or Council members. 

Établi en 1963 par une Loi du Parlement, le Conseil économique 
du Canada est une corporation de la Couronne composée d'un 
président, de deux directeurs et d'au plus vingt-cinq autres membres, 
qui sont nommés par le gouverneur en conseil. 

Le Conseil est un organisme consultatif indépendant dont le 
mandat lui enjoint de faire des études, donner des avis et dresser des 
rapports concernant une grande variété de questions rattachées au 
développement économique du Canada. Le Conseil est autorisé à 
entreprendre des études et des enquêtes, de sa propre initiative ou à 
la demande du Ministre, et à faire rapport de ses activités. Chaque 
année, il doit préparer et faire publier un exposé sur les perspectives 
et les problèmes économiques à long et à moyen termes. Il peut aussi 
faire publier les études et les rapports dont la publication lui semble 
opportune. 

Le président est le directeur général du Conseil; il en surveille les 
travaux et en dirige le personnel. Les montants requis pour acquitter 
les dépenses du Conseil sont prélevés sur les crédits que le Parlement 
vote à cette fin. 

En tant que personne morale, le Conseil assume l'entière responsa 
bilité des Exposés annuels, ainsi que de certains autres rapports qui 
sont clairement désignés comme étant des Rapports du Conseil. 
Figurent également au nombre des publications du Conseil, les 
Études, Documents et Comptes rendus de colloques, qui sont explici 
tement attribués à des auteurs particuliers plutôt qu'au Conseil 
lui-même. Celui-ci établit une politique générale touchant ces textes, 
mais c'est au président qu'il incombe de prendre la décision finale de 
faire publier, sous les auspices du Conseil économique du Canada, les 
ouvrages à nom d'auteur tels que les études, documents et rapports 
de colloques. Pour se prononcer sur la qualité, l'exactitude et l'objec 
tivité d'une étude ou d'un document attribué à son auteur, le 
président est conseillé par les deux directeurs. De plus, dans le cas 
des études à nom d'auteur, le président et les deux directeurs 
sollicitent l'avis de lecteurs extérieurs spécialisés, qui font un rapport 
confidentiel sur la qualité de ces ouvrages. Le fait de publier une 
étude ou un document à nom d'auteur ne signifie pas que le président 
ou les membres du Conseil souscrivent aux conclusions ou recom 
mandations contenues dans l'ouvrage, mais plutôt que l'analyse est 
jugée d'une qualité suffisante pour être portée à l'attention du public. 
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Résumé 

• 
Le présent rapport fait état de simulations de programmes 

de suppléments de revenu qui pourraient possiblement 

remplacer les prestations d'assurance-chômage spéciales 

pour les pêcheurs et les prestations régionalisées. 

Certains sont d'avis qu'un tel changement du système de 

sécurité sociale permettrait d'arriver à un meilleur 

équilibre entre les prestations et les besoins, et con 

tribuerait à améliorer la performance économique. L'étude 

examine aussi certains aspects de la combinaison possible 

d'un programme de supplément de revenu au programme actuel 

d'assurance-chômage et au régime provincial d'assistance 

sociale. 



Abstract 

This paper reports on simulations of some alternative income 

supplementation programs for Newfoundland in replacement of 

regional extended and fishermen's unemployment insurance 

benefits. It is argued that such a change in the social security 

system would lead to greater correspondence between the incidence 

of benefits and need and contribute to improved economic perfor 

mance. Some aspects of interfacing an income supplementation 

program with the regular unemployment insurance program and the 

provincial social assistance plan are discussed. 
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I Introduction 

In the course of undertaking the research for the Newfoundland 

Reference, evidence began to accumulate that the structure of the 

Unemployment Insurance Program as it applies in (high unemploy 

ent areas such as) Newfoundland was contributing to some already 

serious economic performance problems.1 Some of the 

deleterious effects identified were overentry and low 

productivity in the inshore fishery: and the high degree of 

seasonality in many industries, particularly fishing and fish 

processing, resulting in low productivity of labour and capital. 

More generally, one of the important effects of the unemployment 

insurance program is that it causes the net private benefits for 

a given type of work to diverge from its social counterpart and 

for the difference to vary under different circumstances. 

Regional extended benefits and benefits for self-employed 

seasonal fishermen were considered to be the two aspects of the 

unemployment insurance program which were contributing most 

significantly to these problems. In addition it is likely that 

these two component programs could and probably are resulting in 

inequities in the distribution of net benefits in relation to 

need. 

The search for some alternatives to these two components of the 

unemployment insurance program was not included in the original 

research outline of the Newfoundland Reference. Some work in 

this area was requested at a very late stage in the study after 
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it became apparent that these two components programs were 

contributing to Newfoundland's economic problems. The objective 

was not to devise an alternative income supplementation program 

in ~reat detail. Such an exercise is best left to legislators 

and program designers. Rather the purpose of this exercise was 

merely to explore the extent to which the funds currently spent 

on regional extended and fishermen's unemployment insurance 

benefits in Newfoundland could finance a reasonably generous 

income supplementation program. The objectives of such a program 

would be to provide protection against income inadequacy for 

families with labour force attachment, to do so in a more 

equitable fashion, and to contribute to an improved allocation of 

labour and capital and thus higher productivity. 

A review of some of the programs which had been proposed in the 

past in Canada, and which have been implemented in other 

provinces indicated that an income supplementation program for 

working poor families with children might serve as a basic design 

for an income supplementation program in Newfoundland. When this 

issue was raised with members of the Economic Council in the 

course of their deliberations, they requested that some further 

research be undertaken to explore the cost implications of some 

alternatives. Fortunately the BENTAX model developed at Health 

and Welfare Canada provided a means by which the cost and 

distributional implications of some alternative programs could be 

simulated quite quickly. 
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The first part of this paper presents a discussion of the two 

major reasons underlying the proposal to replace regional 

extended and self-employed fishermen's benefits of the 

unemployment insurance program with an income supplementation 

program. The two reasons are greater equity in the distribution 

of benefits and less distortion in economic behaviour. 

The second part of this paper reports on the simulations, 

specifically with a view to providing some rough answers to the 

following questions: 

a) For the alternative programs considered, how would costs vary 

with alternative design features and under alternative 

assumptions? 

b) How generous could an income supplementation program be if 

financed from regional extended and fishermen's benefits? 

c) What would be the likely effect of such a change on the 

distribution of income? 

There are inherent limitations to this simulation analysis for 

several reasons: 

1) Time and resources only allowed for a limited number of 

programs to be simulated; 

2) The BENTAX model and the data base to which it was applied 

imposed some limitations on the consideration of certain 
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features in program design and in terms of providing more 

accurate and more comprehensive results. 

These aspects of the simulations will be discussed in greater 

depth in the paper. But the main point is that the programs 

simulated and the results should be considered only for 

demonstration purposes and as a basis for further discussion. 

More research would be required to design an appropriate income 

supplementation program for Newfoundland taking into account a 

variety of factors including the effect on labour market 

behaviour. 

The third part of the paper presents a discussion of some 

aspects of the problem of integrating an income supplementation 

program with the regular unemployment insurance program and the 

provincial social assistance program. 
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1. Rationale For an Income Supplementation Program 

In 1973 the Working Paper on Social Security in Canada (12) 

noted that: 

"A second major deficiency in Canada's income security 
system arises from the fact that the incomes of people 
who are employed oftentimes are not adequate to meet 
the family's needs." 

"That the incomes of those who are working but whose 
incomes are inadequate by reason of family size (even 
after the increase in family allowances proposed above) 
or by reason of the nature of their employment 
(low-paying self employment or intermittent or partial 
employment sould (sic) be supplemented under a single, 
general income supplementation plan, with built-in work 
incentives." 

In response to this deficiency the Working Paper proposed: 

The subsequent federal-provincial discussions on revising the 

social security system did not lead to a consensus and no 

nation-wide income supplementation plan for the working poor has 

been introduced in Canada. The federal government did raise 

family allowances substantially and subsequently introduced a 

refundable child tax credit which benefits lower income families 

to a greater extent than higher income families. Some provinces, 

such as Saskatchewan and Quebec have introduced modest low income 

supplementation programs for families with children and other 

provinces have modified their social assistance programs to 

incorporate greater work incentives. 
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Perhaps one reason that the federal and provincial governments 

could not agree on a low income supplementation program is that 

the discussions took place when budgets were becoming very tight, 

and this program was viewed as an addition to existing social 

security programs. If instead it had been viewed as a 

replacement for components of other transfer programs with 

overlapping objectives, such as the unemployment insurance 

program, a nation-wide program might have been successfully 

implemented. 

Despite the changes in social security which have been 

implemented in recent years the problem persists in Canada, and 

what is true for Canada as a whole, is true for Newfoundland to 

an even greater degree. The problem of low income as a result of 

low wages or intermittent or partial employment is quite 

widespread in Newfoundland and coexists with a high level of 

government transfer payments to persons. 

In 1978 benefits paid under the Unemployment Insurance Program 

represented close to 50 per cent of federal government transfer 

payments to persons in Newfoundland, 37.7 per cent of all 

government transfers to persons (excluding provincial government 

transfers to benevolent associations, most of which is for 

schools), 17.1 per cent of federal government expenditures and 

8.3 per cent of personal income. These percentages have been 

rising steadily over the last decade and, as would be expected, 

they are notably higher in Newfoundland than for the nation as a 
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whole (Chart 1). Unemployment Insurance Premiums contributed by 

employees and employers in Newfoundland were only about 18.3 per 

cent of benefits paid in the province in 1978, compared to 62 per 

cent nationally. 

Thus the unemployment insurance program plays a major role in 

income supplementation in Newfoundland. As discussed in the 

following sections the problem with relying extensively on the 

unemployment insurance program for income supplementation and 

protection against income inadequacy is that the distribution of 

benefits will not necessarily be in correspondence with need. 

Secondly, it will be also argued below, that the unemployment 

insurance program, particularly as it applies in high 

unemployment provinces like Newfoundland, reinforces the factors 

contributing to poor economic performance. Thus, the major 

rationales underlying the proposal for an income supplementation 

program as a replacement for these two components of the 

unemployment insurance program are twofold. First such a program 

change would provide a greater assurance that funds would be 

distributed in a fashion that was more responsive to need. 

Secondly, such a program would contribute to improved economic 

performance compared to the current situation. 

2. The Unemployment Insurance Program 

The two components of the unemployment insurance program with 

which this paper is concerned are regionally extended benefits 
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and fishermen's benefits. Expenditures under these two programs 

in Newfoundland in 1978 were $81.5 million and $19 million 

respectively or together about 40 per cent of the total unemploy 

ment insurance benefits of $251 paid in the province that year. 

Regional extended benefits are available after exhaustion of 

regular and labour force extended benefits for between 2-32 weeks 

depending on the amount by which the regional (sub-regions within 

provinces) unemployment rate exceeds 4 per cent. Above an 

unemployment rate of 11.5 per cent, benefits are available for up 

to 32 weeks. This is the case throughout Newfoundland. 

Unemployment insurance benefits for self-employed fishermen were 

introduced in 1956, supposedly on a temporary basis. Benefits 

can be received in Newfoundland for up to about 26 weeks, within 

the period November 1 to May 15. 

Regional extended benefits are not financed from contributions 

on either an aggregate basis or from additional premiums from the 

class of claimants or employers whose operations are highly 

seasonal in nature. Rather they are financed from federal 

general revenues. The rationale for this form of financing is 

that the federal government accepts responsibility for high rates 

of unemployment. But viewed from a slightly different 

perspective, the fact that these benefits are not financed from 

contributions reflects the fact that payments under this program 

do not constitute insurable risk even under national pooling. 

Thus they are a form of income supplementation. 
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In the case of the unemployment insurance program for 

self-employed fishermen, premiums paid by fishermen and their 

"employers" have constituted only a fraction of benefits paid in 

recent years (Table 1). There is no reason to suppose that the 

situation has been any different throughout the lifetime of the 

program. Thus payments under this program have also constituted 

a form of income supplementation. The data in Table 1 also 

indicate that the recovery of the fishery in recent years has 

resulted in a significant increase in benefits paid to 

fishermen. 

Table 1 

Unemployment Insurance Program for Self-Employed Fishermen, 
Newfoundland and Canada, Selected Statistics, Selected Years 

1972 1975 1977 1978 

Benefits Paid 
Newfoundland 
Canada 

4.47 
20.40 

($ Millions) 
4.42 13.21 

23.62 48.40 
18.95 
63.46 

No. of Claims Allowed 
Newfoundland 
Canada 

5,936 
20,625 

(Number) 
14,248 6,540 
18,238 23,215 

8,331 
25,012 

Premiums as a Percentage 
of Benefits 

Newfoundland 
Canda 

7.4 
6.9 

(Per Cent) 
11.8 7.7 
11.4 8.5 

7.4 
8.3 
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3. The Question of Equity 

If one accepts the premise that these two components of the 

Unemployment Insurance program constitute forms of income 

supplementation, the question which is immediately raised is what 

is the degree of equity in the distribution of net benefits. 

There are two aspects to the equity issue -- vertical and 

horizontal. Vertical equity would require that benefits to lower 

income groups be relatively greater than to higher income groups. 

Horizontal equity would require that similar family units in 

essentially similar financial circumstances receive similar 

benefits. 

The following discussion will present some available evidence 

surrounding this issue which unfortunately is not sufficient to 

provide a conclusive answer. Hypothetical situations (many of 

which undoubtedly occur in practice) will be presented that 

suggest that neither vertical nor horizontal equity are likely 

features of regional extended and fishermen's benefits. 

In an analysis of the total unemployment insurance program 

based on data from the Survey of Consumer Finances for 1975, 

Cloutier (2) found that there was overall progressivity in the 

program taking benefits and 75 per cent of the financing into 

account. Families in the lowest quintile were generally an 

exception in that the net benefits they received tended to be 

relatively less than that received by families in the second and 
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third quintiles. Part of the reason for this result is that a 

relatively high proportion of families in the lowest quintile are 

those without a member who is an active labour force participant 

(e.g. senior citizens). 

Some evidence on the distribution of all unemployment insurance 

benefits in Newfoundland in 1977 based on the survey of Consumer 

Finances is presented in Appendix Table A-l. Unfortunately this 

data base does not provide specific information on regional 

extended and fishermen's benefits. These data should be viewed 

with some caution as in many cases the data are based on small 

sample sizes. Also, these data relate only to the distribution 

of benefits. 

To assess the degree of progressivity in the distribution of 

benefits reference will be made to benefits per capita rather 

than benefits as a percentage of gross income.2 Statistics 

on per capita benefits for various types of family units in 

various gross income ranges are reproduced in Table 2 from 

Appendix Table A-I. They suggest the following: 

1) For all units combined, per capita benefits increase with 

income between income ranges of $5-10 thousand and $20-30 

thousand. Average per capita benefits in the less than $5 

thousand income range, at $262, were relatively low about 

half that received by families in the $5-10 thousand range; 
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2) The above conclusion holds for families with children less 

than 18 years of age. Of the families with incomes less than 

$5 thousand, almost half are single parent families (and more 

than half the single parent families were in this income 

range) with per capita benefits of $51 (not shown) compared 

to $104 overall. For two-parent families in this lowest 

income range, per capita benefits averaged $126. The 

benefits per capita received by families in the less than $5 

thousand income range was less than for families in any other 

income range and only about 25 per cent of the per capita 

benefits received by families in the $5-10 thousand income 

range. 

3) In the case of couples, per capita benefits increased with 

income up to the $20 thousand income level. The low per 

capita benefits in the lowest two income ranges reflects the 

fact that about half of the couples in both income ranges 

were headed by persons over 65 years of age. In most income 

ranges, per capita benefits for couples were greater than for 

families with children. 

4) In the case of persons not in families (individuals), average 

per capita benefits in the $5-10 thousand income range were 

about three times as high as in the less than $5 thousand 

dollar range. This is the case because almost 46 per cent of 

the individuals in the lowest income range were over 65 years 



Families 104 
Couples 165 
Persons not 
in Families 
(Individuals) 237 
Children~18 543 

398 
377 

320 
578 

274 
733 

149 173 
175 - 

268 
383 
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Table 2 

Unemployment Insurance Benefits Per Capita by Gross Income Levels 
and Type of Family Units, Newfoundland, 19771 

5 
Gross Income Level ($000) 

5-10 10-15 ·15-20 20-30 30+ All 

(dollars per capita) 

768 
1,260 

208 
1,095 

49 310 
831 

330 

n.a. 

Total 262 508 358 305 150 190 

Fishermen/ 
Farmers 425 517 552 623 539 

1 Based on the Survey of Consumer Finances. See Appendix 
Table A-1. 

of age, and close to 25 per cent were 25 years of age or less 

(it might be the case that many were students). 

5) Children 18 years of age and over living at home received the 

highest per capita benefits of all types of family units up 

to $15 thousand. In total it is estimated that these 

children received about $36 million in benefits, which was 

about 20 per cent of total estimated benefits received based 

on the survey. 

6) The last row in Table 2 presents per capita benefits for all 

units for which the head identified himself or herself as a 

fisherman or farmer. (The number of farmers in Newfoundland 

~------------------------------------~----~--------------------- -- 
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is very small.) For these units, per capita benefits 

increase slightly with income. In all income ranges, per 

capita benefits for families of fishermen were greater than 

for all families with children. 

Without data on the incidence of costs, one cannot derive 

estimates of the incidence of net benefits. However, as noted, 

in 1978 premiums in Newfoundland represented only 18.3 per cent 

of benefits paid. Adding an estimate of Newfoundland's 

contribution to the deficit of the unemployment insurance program 

nationally (Newfoundland contributed 0.9 per cent of total 

federal government revenues in 1978) raises the net cost to the 

province to only 24.5 per cent of benefits paid. This suggests 

that consideration of financing would not have a major impact on 

the pattern of benefits presented in Table 2. 

While the aggregate statistical results reported upon above are 

of some interest they do not reveal the types of vertical and 

horizontal inequities that can occur and which inevitably must be 

quite prevalent in practice. For example, consider the 

following: 

Average weekly regional extended benefits increase with average 

insured earning. Consider the case of two individuals working 

seasonally for the same number of weeks one with average weekly 

earnings less than maximum insurable earnings and the other 

L 
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with average weekly earnings at or above the maximum. The 

latter would receive higher weekly seasonal benefits, i.e., as 

argued previously, a higher supplement than the former. A 

similar situation would arise in the case of fishermen's 

benefits. 

The amount of regional extended and fishermen's benefits 

do not take into account family circumstances, e.g., either 

family size or other sources of income. For example, in 

the case above, the lower income earner might be the sale 

worker in a large family while the higher income earner might 

be a member of a smaller family with other workers. This type 

of vertical inequity in the distribution of benefits could be 

compounded if, for example, a second worker in the higher 

income earner's family was also a recipient of regional 

extended benefits. 

It has been suggested that recipients of regional extended 

benefits must by definition be low income earners by virtue of 

the fact that they have worked relatively few weeks. This mayor 

may not be the case on an individual level depending on the wages 

rate of the recipient during the time of employment. But while 

this may be the case on an individual basis it may not be the 

case at allan a family basis. Unfortunately the data are not 

available to explore this matter. 
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with regard to horizontal equity there can also be great 

inequities in the distribution of benefits. This question of 

horizontal equity is masked in the data in Table 2, because 

variations in the level of benefits within income categories and 

family sizes are not shown. Consider for example a low income 

family worker who is steadily employed throughout the year and 

would thus not receive any benefits. In comparison a seasonally 

employed higher wage earner in Newfoundland with a similar sized 

family could receive regionally extended benefits, and have a 

greater annual income for less work effort than the year-round 

worker. In addition the seasonal worker, while unemployed, may 

also have opportunities to earn unrecorded income (which is not 

taxable) while he is collecting benefits. The disparities 

compared to the family of the year-round worker would be even 

greater if there was a second member in the family of the 

seasonal worker who was also seasonally employed and received 

regionally extended benefits as well. 

In summary, while it can be argued at a broad level that 

benefits are paid to individuals in need, i.e., those unemployed, 

the program is rather insensitive to relative need within the 

class of recipients and families with equally inadequate incomes 

may not be eligible for benefits. 

4. The Question of Economic Performance 

The extent to which regional extended benefits and fishermen's 

benefits are hampering economic performance in Newfoundland is a 
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most complex (and contentious) issue and a complete discussion of 

this question is beyond the scope of this paper. The study by 

Ferris and Plourde(4) conducted for the Newfoundland Reference 

provides an insightful discussion of the effects of unemployment 

insurance on the fishery sector. The Newfoundland Reference 

Consensus Document(3) provides a discussion of many aspects of 

the effect of the unemployment insurance program, for an example 

on productivity and migration. 

This section will attempt to summarize briefly how the struc 

ture of regional extended and fishermen's benefits are likely 

affecting economic behaviour in a manner which reinforces the 

already high degree of seasonality in the provincial economy. The 

high degree of seasonality in the fish processing sector, for 

example, was found to be a major contributing factor to the low 

level of labour and capital productivity in the industry. In the 

case of the inshore fishery sector, overentry, which is 

encouraged by the availability of unemployment insurance benefits 

(there are many other factors involved as well) has contributed 

to low productivity and low incomes. In addition the structure 

of the unemployment insurance program for self-employed fishermen 

has likely exacerbated the high degree of seasonality in this 

sector. It is important to note as well that seasonality in 

fishing and fish processing (and construction which is subject to 

similar influences) is transmitted to other sectors of the 

provincial economy. 
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As well, the opportunities for participating in unrecorded 

income-producing activities while receiving unemployment 

insurance benefits results in the perception by individuals that 

these activities are much more productive than would be the case 

without this implicit subsidization. If these activities were 

not subsidized to the degree they are, production of the goods 

and services now provided individually might come to be supplied 

in a more specialized and efficient manner. 

The argument is not being advanced here that the availability 

of these types of unemployment insurance benefits are the root 

cause of Newfoundland's high unemployment - low income economy. 

These problems have existed before the unemployment insurance 

program came into effect. The Consensus Document of the 

Newfoundland Reference has indicated that there are many factors 

contributing to these problems which are unrelated to the 

unemployment insurance program. Thus changing the unemployment 

insurance program without addressing these other important 

factors would likely not lead to major improvement in the 

economy. On the other hand, the potential benefits of 

improvements in other areas would unlikely be fully realized 

without changes in the unemployment insurance program. 

It is not being argued either that people in Newfoundland would 

rather receive unemployment insurance benefits than work. On the 

contrary, the Labour Market Comparison Study conducted for the 

Newfoundland Reference (3) provides strong evidence that 
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Newfoundlanders desperately want to work. Thus given the 

structure of the unemployment insurance program in Newfoundland 

one cannot fault individuals for arranging their work patterns in 

such a way as to maximize their incomes (more precisely to choose 

the most preferred combination of income and leisure) both from 

work and from benefits available under the program. Thus the 

fault lies not with individuals who are acting rationally given 

the income opportunities open to them, but with the structure of 

the program which leads to individual behaviour which collec 

tively is hampering the economic performance of the province. 

To provide some examples of how the structure of regional 

extended and fishermen's benefits can affect work patterns 

consider the following. 

A seasonal worker with 10 weeks (the minimum required to 

qualify for benefits) of insurable employment is eligible for 42 

weeks of benefits, one week for each week of insurable employment 

plus 32 weeks of regional extended benefits. If this worker 

returns to work for some period of time during the first 10 weeks 

that benefits are received, the benefit period will be lengthened 

by that number of weeks worked up to a maximum of 8 weeks (since 

benefits under a claim cannot be received for more than 50 

weeks). If this worker returns to work for a short period of 

time after receiving benefits for 10 weeks, however, the benefit 

periOd will not be extended. Additionally any weekly income 

earned above 25 per cent of weekly benefits is deducted from 
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benefits dollar for dollar. Thus net income after tax, other 

deductions, and employment expenses, may not exceed weekly 

benefits by very much. As well since a seasonal worker even with 

only la weeks of insurable employment is eligible for benefits 

beyond the beginning of the same season in the following year 

(taking the 2 week waiting period into account), if he/she can 

expect to find at least la weeks of work then in order to be 

eligible for benefits thereafter, there is little financial 

incentive to seek or accept work during any benefit period. 

It has been suggested that the fact that insurable employment 

during the benefit period can be used toward the establishment of 

a new claim has the effect of providing a strong incentive to 

seek work in the off-season despite the high tax rate on income 

earned at that time. The importance of this effect would seem 

to depend on the degree of uncertainty associated with being able 

to find a job when benefits expire~ In the case of a seasonal 

workers who can expect, with a high probability, to find a job 

each season which will allow him/her to establish a new claim, 

this feature may be of little relevance. 

As a second example, average weekly benefits are based on 

average weekly insurable earnings during the last 20 weeks (or 

less) of employmento Thus a seasonal fish plant worker, for 

example, who may find weekly income falling toward the end of the 

season (when there are less opportunities for overtime than 

during the height of the season) may be eligible for lower weekly 
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benefits if he/she continues to work. In any case, as described 

in the first example, a week of work at this point would be at 

the cost of a week of benefits. 

Under the special program for seasonal fishermen, fishermen are 

eligible for about 26 weeks of benefits providing they have 10 

weeks of insurable employment. Because weekly benefits are based 

on the maximum of average weekly insurable earnings during the 

season and during the last 20 weeks worked, (the two may, of 

course, be the same) fishermen can often find it to their 

financial advantage to cease working toward the end of the season 

when catch rates decline. For example, the data in Table 3 

indicate that since 1971-72 there has been a trend in the five 

eastern provinces towards fewer weeks of insurable fishing 

employment for fishermen receiving benefits. These latter two 

examples suggest that the unemployment insurance program is 

likely reducing the length of work seasons in the fishing and 

fish processing and perhaps in other sectors such as 

construction. 

It should also be noted that whereas the unemployment 

insurance program is intended in principle to protect against 

loss of income due to unemployment, in the case of seasonal 

workers it is providing income supplementation. That is, a 

person who works seasonally year after year, will not have had 

earned income in the off-season which can be considered to be 

"lost". 
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One of the major problems with the current structure of the 

unemployment insurance program in terms of its effects on work 

patterns, is that from the individual perspective, it creates the 

situation where dollars earned under different circumstances may 

have very different values to the individual.3 For example 

in the case of a fish plant worker, a dollar earned in the glut 

season which contributes to earnings to the weekly insurable 

maximum within the first ten weeks of employment can increase 

weekly unemployment insurance benefits in the off-season. A 

dollar earned above this maximum will not have this leverage 

effect. (Nevertheless workers put in much overtime during the 

glut season because this is a major opportunity to earn large 

amounts of cash income.) A dollar earned toward the end of the 

season by a fish plant worker would be worth less to the 

individual since this may lower weekly unemployment insurance 

benefits. If benefits are being received, the value of a dollar 

of income may be worth only a small fraction because of the tax 

back rate on benefits. 

A dollar's worth of unrecorded income in the off-season when 

unemployment insurance benefits are being received is worth much 

more than a dollar of paid employment which would require 

foregoing some or all unemployment insurance benefits. 

This phenomenon, that a dollar's worth of earned income can, 

under different circumstances, have very different values to the 

individual will almost assuredly result in major distortions in 
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individual economic behaviour. Thus the actual costs and 

benefits of the same or different activities at different times 

viewed socially and privately can be very different because from 

the individual private perspective a transfer is viewed as an 

increase in income, while from an aggregate social perspective it 

does not represent an increase in real income at all. 

Under an income supplementation program, such as those 

described in the next section, there would remain some 

distortion in the relative value of a dollar's worth of income 

in different circumstances, mainly because the tax back rate on 

benefits would vary over different income ranges. But the 

distortion would be much less than under the current regional 

extended and fishermen's benefit programs because a dollar earned 

at a given income level would be treated the same regardless of 

how or when it was earned within a year. (The problem of 

unrecorded income would however not be eliminated.) 
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II The Simulations 

1. The Simulation Model and the Data Base 

The model used to perform the simulations was the Health and 

Welfare, Canada BENTAX model. The data base for the model is 

the 1977 Statistics Canada Survey of Consumer Finances adjusted 

and projected to 1978 to reflect factors such as: 

i) underreporting of unemployment insurance and other 

transfer program benefits; 

ii) market income components are inflated to take into 

account increases between 1977 and 1978~ 

iii) family units are defined on a census family basis, except 

that children 18 years of age and over living at home are 

classified as separate units; 

iv) simulations by the BENTAX model reflect the structure of 

taxes and transfers in effect in 1978. 

The BENTAX model performs calculations on averages for various 

categories, e.g., by market income category and family size. 

Intra-group variations within these categories are thus ignored. 

The model is currently being modified to operate on individual 

records. 

2. The Income Supplementation Programs Simulated 

The target population for the income supplementation programs 

simulated was restricted to one and two parent families with 
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children under 18 years of age. This restriction was invoked 

mainly because the plans in effect in Saskatchewan and Quebec on 

which the programs simulated were modelled apply to this target 

population. One of the plans simulated was modified to apply to 

individuals and couples as well. These results will be reported 

after the main simulation results have been presented. 

The simulation results assume a 100 per cent take-up rate, that 

is, that all families eligible for benefits will receive the full 

benefits to which they are entitled. 

The program simulated are formed by combinations of the 

following features. 

A. Program Type 

1. Program Type I 

A family must have an annual market income of at least $2000 to 

be eligible for benefits. Maximum benefits are paid at family 

net income levels of $5200 or less. ($5200 is about the annual 

net income earned by someone working'all year for 40 hours per 

week at the minimum wage of $2.50 per hour in Newfoundland in 

1978.) Above net income of $5200, benefits are reduced (see tax 

back rate feature (D) below). 

This program type is modelled to some extent on the 

Saskatchewan Family Income Plan (FIP). It is similar to the 

Saskatchewan plan in that benefit levels remain unchanged up to 
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some income level. It is different than the Saskatchewan plan 

because in the programs simulated some minimum market income is 

required to be eligible for benefits. There is no income level 

required for eligibility in the Saskatchewan plan because it is 

integrated with the provincial social assistance program. 

Integration of the Type I supplementation program with the social 

assistance program in Newfoundland is discussed in the third part 

of this paper. 

A brief description of the Saskatchewan Family Income Program 

is provided in Appendix B. 

2. Program Type II 

Program benefits begin to be paid as soon as family net income 

is positive. Benefits increase linearly with net income until 

$5200 at which maximum benefits are paid. Above net income of 

$5200 benefits decrease in the same way as under Program Type I. 

This program is modelled on the Quebec Work Income Supplement 

Program which is outlined in Appendix B. 

B. Benefit Levels 

1. Low benefits: - maximum annual benefits are: 

$1000 per family plus 

$550 per child under 18 years of age. 
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2. High benefits: - maximum annual benefits are: 

$2000 per family plus 

$1000 per child under 18 years of age. 

While the benefit levels under the high benefits level case, 

for example, could equivalently be specified as $3000 for the 

first child and $1000 for each additional child, they are 

specified as above for the purpose of these simulations in 

recognition of the fact that funds are required to provide 

support for someone to look after 'the children. For example in a 

two parent family with one working spouse such funds would be 

provided in support of the non-working spouse. In a single- 

parent family such funds could be utilized, for example, for 

baby-sitting or day-care services. 

c. Simulated Reduction in Unemployment Insurance Benefits to 
Reflect Elimination of Regional Extended and Fishermen's 
Benefits 

The effect of these reductions is to lower family income levels 

and thus to increase estimated benefits under the supplementation 

programs. 

Three across-the-board percentage reductions are simulated. 

1. 40 per cent: This would reduce overall unemployment benefits 

received in the province by the amount of regional extended 

and fishermen's benefits actually paid in 1978. 
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2. 60 per cent: To examine the effect if families who are 

potential recipients under the income supplementation program 

receive more than a proportional share of regional extended 

and fishermen's benefits, thus resulting in higher costs for 

the supplementation program relative to the 40 per cent 

assumption. 

supplementation program relative to the 40 per cent 

3. 30 per cent: To examine the effect if potential recipient 

families receive less than a proportional share of regional 

extended and fishermen's benefits, thus lowering costs for the 

assumption. 

D. Tax-back Rate on Benefits for Families with Net Income 
Exceeding $5200 

1. 50 per cent tax back rate. For each dollar of family net 

income above $5200, supplementation benefits are reduced by 50 

cents. 

2. 33.3 per cent tax back rate. For each dollar of family net 

income above $5200, supplementation benefits are reduced by 

33.3 cents. 

For the purpose of determining benefits in the simulations 

family gross incomes included the following: 
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i) Market income; wages, salaries, net income from self 

employment, and interest and dividends. 

ii) Unemployment insurance benefits (reduced as indicated in 

program feature (C)). 

iii) Other transfer income, such as workmen's compensation, 

Canada Pension Plan benefits, but neither family 

allowance nor social assistance payments is included in 

income. 

Net income is gross income less income tax, unemployment 

insurance premiums, and Canada Pension Plan contributions. 

3. Comparison of the Two Types of Programs 

A schedule of income and benefits for a family of two adults 

and two children, with high benefit levels, and a 50 per cent tax 

back rate above $5200 net income for both program types is shown 

in Chart 2. 

A comparison of the two program types indicates the following. 

Program Type II provides benefits, although very low, below $2000 

net income while Program Type I does not. with Program Type I 

there is a strong incentive to meet the minimum net income 

requirement for eligibility. Between net income levels of $2000 

and $5200 benefits are higher under Program Type I, with the 
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Chart 2 

Schedule of Income and Benefits for a Two-Parent Family 1 
of Four under Two Hypothetical Income Supplementation Programs 

13.2 / 

/ 
/ 

/ 
/ 

6.0 

9.2 __ "_ 

2.0 

2 13.2 5.2 
($'000) 

Net income before benefits 

1 Maximum benefits - $2,000 per family plus $1,000 per child. 
50 per cent tax back rate on net income above $5,200. 
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difference in benefits decreasing as net income increases. It is 

quite likely that in this income range, work incentives would be 

greater under Program Type II, because benefits increase with 

income. Above net income of $5200, the two program types provide 

the same level of benefits for a given tax back rate. 

4. Limitations of the Simulation Exercise 

Before reviewing the results of the simulations it is important 

that some of the limitations of the analysis conducted for this 

paper be reviewed. 

No attempt has been made to layout in full detail all the 

specific elements of an income supplementation program for two 

reasons. First, such features are better left to program 

designers and legislators. Secondly, the data base and the 

simulation model did not allow consideration of certain factors 

which it might be desirable to take into account. For example 

for equity purposes it might be considered desirable that imputed 

income on. owner-occupied dwellings be taken into account in the 

determination of income and hence benefits. These data are not 

readily available. It would also have been desirable if social 

assistance benefits had been taken into account in the 

determination of benefits under the supplementation program (or 

vice-versa) in order to estimate the extent to which one type of 
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supplementation might replace the other. But this could not be 

easily done with the simulation model. 

Perhaps most important, under the Type I program, a minimum 

market income is required for eligibility for benefits. Such a 

criterion would result in inequities as a worker who could earn a 

higher rate of pay than another would require less work time to 

qualify for benefits. A minimum net income constraint for 

eligibility also creates problems with regard to the self 

employed, for example fishermen, who may work for lengthy periods 

but earn little net income. Thus it might be preferable to 

determine eligibility based on some minimum period of employment, 

or perhaps gross income levels in the case of self-employed 

workers, rather than net income. Given the limitations imposed 

by the data and the model it was not possible to apply such 

criteria. Finally, the income supplementation programs in 

Saskatchewan and Quebec involve an asset as well as an income 

test. No asset test has been applied in the programs simulated. 

5. Funds Available to Finance the Income Supplementation 

Program 

As noted previously, in 1978 regional extended and fishermen's 

benefits in Newfoundland amounted to about $81.5 million and 

$18.9 million respectively for a total of $100.4 million. It is 

estimated by the BENTAX model that federal income tax on these 

benefits amounted to about $10 million. 
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Premiums paid by fishermen and their "employers" in 

Newfoundland were about $1.4 million in 1978. (The fact that 

these premiums are deductible for income tax purposes will be 

ignored.) No additional premiums are paid for eligibility for 

regional extended benefits which are financed from general 

revenues. In 1978, Newfoundland contributed just under one per 

cent of federal government revenues. On this basis 

Newfoundland's contribution toward regional extended benefits 

paid in the province would have amounted to about $0.75 million. 

Taking all these factors into account net federal expenditures 

for regional extended and fishermen's benefits in 1978 were of 

the order of $88 million. 

Social assistance payments (financed equally by the federal and 

provincial governments) amounted to about $52 million in 1978. 

It is not clear to what extent social assistance benefits would 

be reduced with the introduction of the types of income 

supplementation program simulated. 

There are a host of subsidy programs in Newfoundland from which 

some funds might be taken and allocated toward a low income 

supplementation program. In particular the Gulf Subsidy amounts 

to about $60 million currently. One of the main rationales for 

this program is to reduce prices of imports to the province. The 

extent to which these expenditures are reflected in lower prices 

is certainly open to question. Given normally sloped supply and 

demand curves, producers, shippers, importers, retailers would 
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all share some of the subsidy. To the extent as well that the 

transportation subsidies have eliminated import-competing 

activities which lost their natural protection as a result of 

these negative tariffs, economic activity and incomes in 

Newfoundland have been adversely affected. For example much of 

the agricultural sector, most of it consisting of small farms, 

was wiped out. Furthermore the growth of competing 

transportation modes with less subsidy than the railroad (or even 

no subsidy) suggests that much of the Gulf Subsidy may be 

economically wasteful. Additionally eliminating excessively 

subsidized modes might lead to reduced costs on less or 

non-subsidized modes through higher capacity utilization rates 

and economies of scale. In summary, some of the funds currently 

expended on transportation subsidies might be much more 

beneficially allocated to Newfoundland through a low income 

supplementation program. 

6. Simulation Results 

A. Gross Program Costs 

Table 4 presents estimates of gross program costs for the 24 

programs formed by combinations of the two Program Types, two 

benefit levels, three assumed reduction rates for unemployment 

insurance benefits, and two tax back rates. 

Gross program costs vary from as little as $25.9 million (for 

the Program Type II, Low Benefit Levels, 30 per cent assumed 
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Table 4 

Estimates of Gross Program Costs for Alternative Hypothetical 
Income Supplementation Programs for Newfoundland, 1978 

Assumed Program Type I Program Type II 
Percentage 
Reduction Tax Back Low High Low High 
in U.I. Rate Benefits Benefits Benefits Benefits 
Benefits (% ) 
Received ( % ) 

($ million) 

33.3 A-47.81 B-156.1 C-42.811 D-146.3 
30 

50.0 E-30.9 F-108.8 G-25.9 H- 99.0 

33.3 1-48.3 J-160.1 K-43.2 L-150.4 
40 

50.0 M-33.0 N-112.4 0-27.9 P-l02.7 

33.3 Q-51.8 R-164.2 S-46.7 T-154.5 
60 

50.0 U-36.21 V-119.4 W-31.11 X-l09.7 

These cases were not simulated and their costs were estimated 
from those of other cases as follows: 

Case A (estimated) = Case Q - .5 (Case R - Case B). 

Given cost of Case A: 
Case C (must be) = Case G + (Case A - Case E). 

Case U (estimated) = Case E + .5 (Case V - Case F). 

Given cost of Case U: 
Case W (must be) = Case S - (Case Q - Case U). 

reduction in unemployment insurance benefits, 50 per cent tax 

back rate case) to $164.2 million (for the Program Type I, High 

Benefit Levels, 60 per cent assumed reduction in unemployment 

insurance benefits, 33.3 per cent tax back rate case). 

The sensitivity of program costs to the four variables can be 

briefly summarized as follows: 
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1) Costs are about 10 per cent (or less) higher for Program Type 
\ 

I than for Program Type II for all combinations of the other 

three variables. 

2) Program costs are not very sensitive to the different 

percentage rate reductions assumed for unemployment insurance 

benefits. 

3) Program costs with a 33.3 per cent tax back rate on net 

Income above $5200 are about 50 per cent higher than with a 

50 per cent tax back rate for all combinations of the other 

three variables. 

4) Program costs are most sensitive to maximum benefit levels. 

High benefits (roughly a doubling of low benefits) result in 

a more than tripling in program costs for all combinations of 

the other three variables. 

B. Effect on the Distribution of Income 

As part of the simulation results, the BENTAX model produces a 

table showing the average change in disposable income by market 

income categories and family size. Unfortunately the model 

cannot produce a similar table by total income categories. 

The results for only one of the cases simulated (Case N-program 

Type I, High Benefit Levels, 40 per cent reduction in U.I. 
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benefits, 50 per cent tax back rate) are presented for 

illustrative purposes in Table 6. 

It is important to note that the change in total disposable 

incomes of families with children in this simulation (and the 

others) are a result of a redistribution of income to them from 

individuals and couples who lose unemployment insurance benefits, 

and a change in expenditures and revenues of the federal and 

provincial governments. In this particular case, for example, 

total disposable income of families with children under 18 

increases by $67.3 million with children 18 and over living at 

home, individuals and couples losing $35.9 million, and the 

difference of $31.4 requiring additional financing by governments 

(see Table 5). Thus the changes in average disposable income of 

families with children reflect these additional injection of 

funds as well as redistribution of income amongst these families. 

Nevertheless, the pattern of average changes in disposable income 

by family size and market income levels provides some idea of the 

redistributive effects of the program. 

Before reviewing the results in Table 6 it is also important to 

realize that they are derived from the results of the Survey of 

Consumer Finances. Because the results in the table are very 

disaggregated by income level and family size, the number of 

family units surveyed in any category may be very small - in some 

cases only one family. Thus the reliability of some of the 

estimates in the table may be very poor. 



- 40 - 

,.... 1""-0 ~ 0 ~ 
r-i '" oq<oq< 0 co N 
ct! ,.... I""-~ 0 co ~ 
..j.) ... ... ... ... ... ... 
0 '" "'co ,.... N ,.... 
8 '" co ,.... M 

I I ,.... 

co ,.... 
..c 
..j.) j..j 
.r-t Q) 
~'O 
c M Ll"IlI') M co Ll"I 

U) ::s I""- ,....1' co N ~ 
Q) N COM 0 ~ M 
.r-t s:: ... ... ... ... ... ... 
r-i Q) I""- ~Ll"I li') N I""- 
.r-t j..j I{') ~ ,.... ~ 
ffi~ I I ,.... 
~.r-t 

..c 
U 

,.... 
U) ,.... COI{') CO 0 CO 
Q) '" ,....0 ~ ~ ... r-i CO Ll"I,.... N N ~ 

Q) Cl! ... ... ... ... ... Q) 
Z+J ::l 0\ 0\ t> 

ct! 0 ,.... 0 
Q)~ U 
til '0 
tU..!<:: s:: 
U() ,.... ct! 
-tU u: 

CO r-i '0 
..j.) tU til r-i 
.r-t X ::s CO oq<~ CO 0 CO 0 s:: tU '0 0 CO ,.... ,.... I{') Ll"I 
D8 .r-t 0 ~ MLl"I CO CO U) 

:> 0 ... ... ... j..j 
:;:""..j.) .r-t '" CO CO tU 
r-iS:: '0 U>- I I I Q) 
.r-t Q) c :;:.... 
SU H 
ct! Ll"I 
~ ~ ~ 

Q) 
4-Ip., CO U) 

0 ,.... '0 
0 1\1 ct! 

Q)Ll"I s:: 0\ 00 I{') 0 Ll"I Q) 
04 Q) M O~ 0\ 0\ ..c :;:.... ... _ ~ M ,....~ l""- I' 
8t1l • '0 ... ... ... ... ... ..c 

..j.)H r-i 0 ,.... ,.... l""- I""- ..j.) :>t .r-t . .r-t N ,.... ,.... .r-t 
.o4-lD "C I I I ~ 

Q) U 
til c c til 
r-i Q).r-t ..j.) 
Q)CO .r-t 
t> s:: s:: 
Q)..c 0 ::s 
...:l D'l.r-t r-i 

.r-t ..j.) U) ct! :>t 
Q) ::c o 01 .r-t ..j.) r-i 
S ::s c r-i () c .r-t 
0 "''0 til .r-t tU s:: Q) S 
() H Q) ..j.) :> j..j.r-t S tU c ~ .r-t ct! Q) t> Q) 4-1 
H Q) S::4-I til '0 0 r-I 

O!..j.) .r-t Q) Q) j..j 04 til c :>t s:: s:: X~p., Cl! Q) Q) 
.r-t 8 Q) s:: Q) ct! ::s 01 '0 

U 0.0 ..j.) til CI) c ::s 
Ll"I til S .r-t til tU r-I 

Q) tU ~ ..j.) . 0 Q) ...c:: o 
Q) 01j..jQ) ()H r-i S U X 
r-I c 0"1 p., ::s . til 0 t::l 
.0 tU 0 'OD til ..j.) o ..j.) 
tU "Cj..jO Q) Q) Q) c Q) 
8 Up.,oq< ~ r-i Z H Z .,..... 



Q) 
ri 
.0 
IÙ 
8 

41 

~~~~~~~~~-.O~~~_~~O~~~N~-~N-~~~~~~~---O 
~~O~~~N~.~~ONN.~-O~~.~O-~-.~~~~.~~.~ooo 
• •••••••••••• t ••••••••••••••••••••••••• 
~N.-~N~~~~.~N~~~~~~~ON~.~ ••• -.~.N~~OOOO 
~.O~O~~~~~ •• N~~N~~~O~~- ~~~~N~~~N~~-'I I 
-~~~-~~~.~O.~~~~~O~.~.- I 1--11 I 1--1 
I-II-NNNN~~N______ I I I I 

I I 

+ _oooooooo~~oo~._~~~oooo~.oooooooooooooo 
o ooooooooo~~oo.o_~~~oooo~~oooooooooooooo 
~ • I • • • • • • • • • • • • • • • • • • • • • . 

ooooooooO~~OO •• ~.N_oooooooooooooooooooo 
I ~~ N~~~O~ ~~ ~_ ~~~.,.,o ~., 

~O' .,.~~~O' ~~ 

N-.~-OO'~OOOOOOOOO~N~O~"OOO_~OOOOOOOOOOO 
~ --~~oo~~ooooOOOOO~~NO~~OOO~~ooooooooooo 

• t • • • • • • ' • • • • • •••••••••••••••• 
_~_.NO~~oooooooO"~_~O~"OOON~OOOOOoooooo 
~".N~ 0_ ~~-~ ~N N~ 
~~~~~ ~~ ~~~~ ~~ O~ 
1--1 I ~~ ~.~~.,q ~N 

I I 

__ OO~~~OOOO'~O~.N~~~N~.~~OOO~~.~OOOOOOOO 
~ oooo~O'~ooO~~~~~~ONN~N~N~OOoq~N~OOOOOooo · . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

oooo~~~oOO~~~N~~~N.~~NO~ooo~~~~oooooooo 
f f ~~- ~-O'N~N~.N~O~~- ~-~~ 

N~O' NO~~~~O'~N~~~~. -." 
-~~ ~~~~q~N~q~~~NN 
I 

_-OO~.O~~.~O'~~~~~_O~~-_~"~O~q~ __ OOOOOOO 
~ oooO~No~O'.~ __ ~qO'''~ONO'~_O~O'O'~~~ooooooooo · . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

oooo~ooO'~~qO_~~"~~NO'~_.O'~N~~N_Ooooooooo 
I I N~.O'~O"~~O~~~~~~O~O~~O~-~NI f 

O'~qNN--N~_~~O_~O~_~~~~~N __ 
I~~~~~~""~ •••• ~~N- -II II 

UJ 
H m-~N~~~~~-.-~O'q~~N~~OO'~~NNO'~O~N OO O 

~~O~_~~_OON~_O'~~~-O'~~O'q~Oqq~~OO~OOOO~qOOO 
r-I • • • • • • • • • t' • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 
OO~~~-N~~.N~~~~~-~~~~NN~N.NO~~OOOOO~~OOO 

~f~7~~;~~:~:~~!~~~~~:::~~~;N~~fl I 'ff" f 
f - -qq~qNqq~q~~NN-N-- If 

I 

O~O--~N~~~~~~~qN~OO'O' ~o~O~~~q~ __ O __ OO 
-q~~-o.~.O'~~qO~~.~~~~.qN~OO~~~~~ooooooO 
• • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • ~~~~oO~~~N~~O'~~~~~~~-~~~~~q~~~~_ooooooO 
~~-o~~~.:rq_~O;::r~q~~.c_~_~ooo~O'_~~N~1 I I I I 
~~O~~ •• ~-~~Nq_~qO~~~~~~-NNI IIINN 
I f---~~N~~~~NNNNN_ fi fl 

I I I 

~ ~ • ~ 
N ~ 

., 
N .. ~ 
o ~ 
1\1 

- ~ · ~ - ~ 
o 
o • o 

.c~~~O.cO- • .c~~N~NN~.c~~O'~qO'~~O~l\Iq"-N~- __ OO 
Nqq~~~-.cqO'.oN~~~~~O'~~q~O'~.NO~~~O~~oooOO 
• • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • -N~N~~NO~qOO'_~O'~~~~_~O'~_N~~-q~_O_~ooooO 
O:T~~qO"\IION".~O'_O'qNN~~ ~q-"OO''''~O~I~~I I I I f 
~ "'" "'" 0'- Lf\ '" LI' .::J' CI) ~ .... ..0 0' LI" AI ... 0- N '" ,.,., '" .... t'\I '" "'" .... _.. •• 
I~~I~NN~"'NN ........ -~ • 11'1" It 

I I I 

N~~ ... ~O'q~_~I\I~O'~~~Oq-q~~~~~~~~~~~~-~~ _ 
... ~;::r-~q-~ •• ~N.~.~~~~~~~-~~~~_N~~~OO __ OOOO · . . . . . . . . . . . . . .. . 
-~~~.;::r~~~~.~~~-- ~~~"'~~~~ONO'~~.~O~OOOOO 
o~O'O'~~.c-~.co~o~~O'~o~~-.c~~~~~q_~~~I~NI I I I 
-O'~~q~N~~~O~~"'~~INN~"'NNN--- __ ' "'N 
'111______ .tttltltittl I' II 

-~-q~~~~~~~~~~~~q~~~OOOOOOOOOOOOOOOOOOO 
o-o~~O'~O'~o~~O'~~~d ooooooooooooooooooO 
• • • • • • • • • • • • • • • • tt • • • • • • • • • • • • • • • • • • • • • • 
O.c~~NO'~-NO~~O'~~O'~~O'O'ooooooooooooOOOOOOO 
,~~q"'~O~O~q~O~N~~_~~ 
~1~~N-~~~~~qNOOO'~q. 
I I IN--~NNNN___ I I 

000000000000000000000000000000000000000 
000000000000000000000000000000000000000 · . . . . . . . ' . . . . . . . . . . . . . . . . . . . . . . . 
000000000000000000000000000000000000000 

.... - XIAJ 
-X ~o 

U 
%2 
16.1- 
e, 
!1.~ 
~O 

+ · . . . . . . . . . . . . . . . . . . . . . . . 
COOOOOOOOOOOOOOOOOOOOOOOOOOOOOOO~OOOOO~ 
OOOOOOOOOOOOOOOOOOOOOOOOOOOOOOO~OOOOO~ 
~O~O~O~O~OOOOOOOOOOOOOOOO~OOOOO~OOOOO~ 
--NN~~ •• ~~~~~O_N~.~~~~~O ~~~ON~~~O~OO ----------N NNN~~~~~~.~~ 

~ 
C ... 
o ... 

~ ~ • ~ - ~ 
N 

o 
e- • ~ ~ ~ ... 
- N • ~ ~ 
-:> - 

00 
....-! 

til 
til 
Q) 
r-I 

N - 



- 42 - 

The results in Table 6 will now be reviewed with these 

important considerations in mind. The results suggest that above 

market income levels of $2000 (the criterion for eligibility) the 

program is generally progressive with increases in disposable 

income increasing with family size and as market income 

decreases. When losses in disposable income do occur they are 

generally at relatively high income levels and for smaller 

families and the losses are generally not large in relation to 

market income (and would be even smaller in relation to gross 

income) . 

As noted previously, the two types of programs simulated have 

been modeled to some extent on those operating in Saskatchewan 

and Quebec, both of which target benefits to children. Thus the 

programs simulated to this point in this paper did not provide 

benefits for low income individuals or couples, it being 

implicitly assumed that they would continue to rely on the social 

assistance program for support. As indicated in Table 5', 

individuals and couples would lose income if the two components 

of the unemployment insurance program were eliminated and not be 

compensated in any way if the supplementation program were 

targeted only to families with children. Given the major 

objectives of an income supplementation program, namely income 

adequacy, greater equity, and stronger work incentives, it would 

seem that there would be merit in extending the program to 

individuals and couples without children as well. 
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In order to explore the implications of this possibility in a 

limited fashion, the Case N plan was modified to provide benefits 

of $1000 per person to individuals and couples in the $2000-5200 

net income range, with a tax back rate of 50 per cent for net 

income in excess of $5200. Such family units which received Old 

Age Security benefits, children 18 years old and over living at 

home and full-time students were not eligible for benefits. 

In this case gross program costs increased by about $11.5 

million, from $112.4 million to $123.9 million. (Correspondingly 

the additional financing from governments increased by $11.5 

million to $42.9 million.) The loss of $8.9 million (see 

Table 4) in disposable incomes of individuals (excluding those 

who received OAS) is reduced to a loss of only $3.1 million. 

Similarly the loss in disposable incomes of couples (excluding 

those that received OAS) falls from $9.3 million in Case N to 

$3.6 million. 

The estimated average changes in disposable incomes of these 

individuals and couples by market income level as a result of 

extending the program to them is shown in Table 7. As expected 

such family units with market income levels below $2000 would 

remain worse off because they would not be eligible for benefits 

but would lose unemployment insurance benefits. In the case of 

individuals the results in Table 7 suggest that they would be 

better off between market income levels of $2000 to $7000. In 

the case of couples the results suggest they would be better off 

only up to market income levels of about $4500. 
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It should be noted however that the position of these family 

units would be substantially improved compared to Case N where 

the program does not apply to them. (Unfortunately comparable 

results for these family units were not produced in the Case N 

simulation.) 

It is important to note, as well that these results because 

they are presented by market, and not gross, income levels can be 

deceiving. In fact the families might be quite a bit better off 

than appears to be the case from Tables 6 and 7. 

For example, consider the case of couples between income levels 

of $4500-5000 where it is estimated in Table 7 that an average 

reduction of $483 in disposable income would be incurred. On 

average, these couples must have received unemployment insurance 

benefits in order for them to have suffered a net loss in 

disposable income under the program. It can be demonstrated that 

unemployment insurance benefits must be in the order of $4000 in 

order for a couple in this market income category to suffer a net 

loss of $483 (assuming that there were no other significant 

source of income). Thus the gross income of such an average 

couple must have been in the order of $8500-$9000 of which close 

to half may have derived from unemployment insurance benefits. 

As noted above, the $2000 market income eligibility criterion 

results in net losses in disposable incomes for family units 
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Table 7 

Average Change in Disposable Income by Market Income of 
lndividuals and Couples by Market Income (Case N Extended 
to Individuals and Couples) 

Upper Llmlt 
of Income Individuals 1,2 2 Couples 

(dollars) 
o. -94 -657 

500. -707 -58 
1000. -469 -1569 
1500. -496 -1357 
2000. -597 -1520 
250,9.. . ,~:::u,q: ,ll_IM12·2·, ,1'7,19· . ,. n , 

~3~00~0~.------------------~4~1=7-------------------6~0~3 
3500. _I< J[~f'"~iB5;3; :.i:'" ., f 668 c', '19t· 
4000. 476 859 
4500. "~:I' CLr::,1'2.t~. 's. ~. -::t .• ..-:;8'4'( ... i.; 
5000. 724 -483 
6000. 693 -194 
7000. 405 226 
8000. ~;;,:'(:iIJO':l >1j96.£i:" i, ,,: ,.li2;41I, 
9000. 28 4 

ClplaOQo. ' , ,.., i .' \, 111 ... ";'34,17" J' (\ ,. _, 
11000. -86 -358 
1'2000.~, I"} • ·}m·'" )p46'"J fc;(,,~' ," - . --15(1 .::' ,J~:::"1 
~1~30~0~0~.-------------------~8~8-------------------~4==76 

~'1<f<385"'I' '("')"'- 
-732 

14:00Cil. fi r,rvoq',I' (J b,:;;,\;,uu'9:;:"613'vt:, i 

15000. -27 
..... It 

r, . - 
1 ""613. I', 

-236 
-163 

17000. 
18000.,',1..1 

-40 

19000. 
20000. 
22000. 

o -125 
-70 
-91 

j ~ ... 45 a:\ ~ . 
-33 

24000 ... 
26000. 
28000 •. 

.... 14·7 
-56 

-109 
30000. 
3 2~,O(').' ". 
34000. o 

-78 
-205 
-145 

36600~ 
38000. 
40000. I 

',: -.3 

45000. 
50000. 
50000.+ 

'i L;'c':';; t ::f '')''(,,_'')f! :I.)" .t •... cT '.',: " ; '3 

Total -88 -192 
i; ~. (_,. r ... ( I 

1 Excluding children 18 years old and over living at home. 
2 Excluding family units receiving OAS. 
3 A - indicates that there were no family units in this 

income range. 
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with less than this market income level. It is interesting to 

note with reference to Tables 6 and 7 that in many of these cases 

the average loss in disposable income (40 per cent of 

unemployment insurance benefits less associated income tax) is 

quite large in relation to market income and sometimes even in 

excess of market income levels. Since actual employment 

insurance benefits are about 2.5 (1/.4) times the estimated loss, 

this implies that in many cases unemployment insurance benefits 

exceeded market incomes by a wide margin. 

There are at least three possible explanations for this 

situation. The first is that there was employment only for a 

short part of the year. (A variant of this possibility is that 

unemployment insurance benefits received in the year were based 

partially on insurable employment in the previous year.) The 

second possibility is that one family member may have been 

self-employed and had a low (or negative) net income, while 

another family member may have been unemployed and received 

unemployment insurance benefits for a major part of the year. 

A third possibility is the case of self-employed fishermen who 

experienced a low or negative net income and received 

unemployment insurance benefits. (Combinations of the above 

possibilities could also have occurred of course.) 

There is an important implication of the possibility that low 

self-employment income may be a significant reason for this 

phenomenon. The use of a market income criterion, such as $2000, 
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for eligibility for benefits under the program may make many 

families ineligible even though a self-employed family member may 

be working for a large part of the year. Thus in the case of 

self-employed fishermen for example, unemployment insurance 

premiums and benefits are based on some proportion of gross 

income (in particular, fish landed value) rather than net income. 

It would seem that, in the case of an income supplementation 

program, eligibility for families of the self-employed should be 

based on some measure of work effort of the self-employed other 

than net income, while income levels for determining the level of 

benefits should include net income from self-employment. 
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III Interface with Other Social Security Programs 

The interfacing of various social security programs often 

presents tremendous problems with regard to equity and work 

incentives. It is for these reasons that suggestions have often 

been made to combine many, if not all, social security programs 

into one comprehensive program, such as a guaranteed annual 

income program. Such integration would require massive changes 

in the current social security and personal taxation systems and 

is beyond the scope of this paper. 

The following two sections present a discussion of some issues 

with regard to equity and work incentives which would arise in 

interfacing the Type I supplementation program with the regular 

unemployment insurance program and the social assistance program 

in Newfoundland. In order to focus on the essence of the 

interface questions the following discussion will be confined to 

the case of a two parent family with two children. 

1. Interface with the Regular Unemployment Insurance Program 

The receipt of unemployment insurance benefits is widespread in 

Newfoundland given its high rate of unemployment and the seasonal 

nature of production in many industries. While these problems 

are expected to moderate in future years they will likely still 

remain significant features of the provincial economy. It is 

thus important to examine the interface of the proposed income 
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supplementation program with the regular unemployment insurance 

program with regard to equity and work incentives. 

The first aspect of the question is quite straightforward and 

concerns only the equity issue. In determining the level of 

benefits under an income supplementation program, the goal of 

equity would be served by including as broad a measure of income 

as is feasible. (This is of course very difficult given the 

importance of unreported income in Newfoundland.) Exclusion of 

certain sources of income in the measurement of net income would 

tend to result in a higher level of supplementation benefits. 

Thus similar families that have the same level of real income but 

derived from different sources might be eligible for different 

levels of benefits. Thus for equity·purposes regular 

unemployment insurance benefits should certainly be included in 

the measurement of net income for determining supplementation 

benefits. 

The second aspect is more complex and involves both the equity 

and work incentive issues. It concerns the tax back rate which 

should be applied to regular unemployment insurance benefits. It 

revolves fundamentally around the question of how regular 

unemployment insurance benefits are viewed - as insured earnings 

or as (largely) a transfer payment. 

Under the first viewpoint regular unemployment insurance 

benefits are viewed as a form of income for which the individual 
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has insured himself by paying premiums. Under this view, regular 

benefits should be viewed as insured income and treated the same 

as income from employment or other forms of income for the 

purpose of determining supplementation benefits. Thus for equity 

purposes the tax back rate applied to regular unemployment 

insurance benefits should be the same as, and in particular not 

higher than, that applied to other forms of income. 

The nature of the problem is that (depending on the employment 

opportunities open to the individual) income from employment and 

regular unemployment insurance benefits can be close substi 

tutes.4 This would tend to be the case for the individual 

who has a fairly high degree of freedom in choosing how many 

weeks he wishes to work and how many weeks he wishes to collect 

unemployment insurance benefits and partake of other activities. 

If the individual views the availability of regular unemployment 

insurance benefits in this way, then, from his perspective, the 

tax back rate on income from employment would generally be much 

greater than that intended under the supplementation program 

(equivalently the increase in total income as a result of a 

dollar increase in employment income would generally be lower 

than that intended). 

From the perspective of work incentives however, this could 

create problems. In particular it could have the effect of 

raising the tax back rate on income from employment as perceived 

by the individual relative to that intended under the 

supplementation program. 
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An example illustrating this situation is presented as Case 1 

of Table 8. Here it is implicitly assumed that the individual 

can work for as many weeks during the year as he wishes, that he 

will receive the regular unemployment insurance benefits to which 

he is entitled, and that he evaluates the change in his total 

income from these sources and from the income supplementation 

program in determining whether he should work an additional 

number of weeks. As can be seen, the increase in total income as 

a result of a one dollar increase in employment income is 

generally much less than that intended under the program. 

Under the alternative viewpoint, regular unemployment 

insurance benefits would be viewed partially as a pure transfer 

payment (for example, because the premiums paid were not 

sufficient to cover the actual risk of unemployment). In this 

case, some proportion of regular unemployment insurance benefits 

and benefits under the income supplementation program would be 

viewed as perfect substitutes. In particular, according to this 

viewpoint supplementation benefits should be reduced dollar for 

dollar for some proportion of unemployment insurance benefits. 

For example, in the extreme case, where the full amount of 

regular unemployment insurance benefits is viewed as a transfer 

and a perfect substitute for supplementation benefits and taxed 

back at 100 per cent, the tax back rate on employment income 

would be exactly as intended under the program. Case 2 in 

Table 8 provides an example of this situation. 
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An Example Comparing a Hypothetical Low Income Supplementation Program under 
Alternative Treatments of Unemployment Insurance Benefits 

Weeks 
Worked 

Employment U.I. 
Income Benefits 

Income before Total 
Supplement Supplement Income 

Employment Income before 
Income" Supplement 

( dollars) 

Case 1 -- Unemployment Insurance Benefits Treated Similar to Earned Income 

5 750 0 750 0 750 2.20 1. 00 10 1500 900 2400 0 2400 
1 3 1950 1170 3120 0 3120 1.60 1. 00 
14 2100 1260 3360 4000 7360 28.27 17.67 
21 3150 1890 5040 4000 9040 1. 60 1. 00 
22 3300 1980 5280 3960 9240 1. 33 .83 
26 3900 2160 6060 3570 9630 .65 .50 
34 5100 1440 6540 3330 9870 .20 .50 
35 5250 1350 6600 3300 9900 .20 .50 
45 6750 450 7200 3000 10200 .20 .50 
52 7800 0 7800 2700 10500 .20 .50 

Case 2 -- Unemployment Insurance Benefits Taxed Back at 100 per cent 

5 
10 
13 
14 
21 
22 
26 
34 
35 
45 
42 

750 0 750 0 750 2.20 1500 900 2400 0 2400 
1950 1170 3120 0 3120 1. 60 
2100 1260 3360 2740 6100 19.87 not 
3150 1890 5040 2110 7150 1. 00 relevant 1.00 3300 1980 5280 2020 7300 1.00 3900 2160 6060 1840 7900 
5100 1440 6540 2560 9100 1. 00 
5250 1350 6600 2625 9225 .83 
6750 450 7200 2775 9975 .50 
7800 0 7800 2700 10500 .50 

Notes: The following assumptions are made in compiling this table. 
a) Family worker earns $150 per week. 
b) Differences between gross and net income are ignored. 
c) Regular unemployment insurance benefits are received beginning after 

a two week waiting period for up to the number of weeks worked but 
within the same year. Weekly benefits are 60 per cent of earnings 
- 90 dollars per week. 

d) Maximum supplementation benefits are $4,000 -- for a family of four. 
e) $2,000 earned income is required to be eligible for benefits. 
f) In Case 1 -- all income above $5,200 is taxed back at 50 per cent. 
g) In Case 2 -- earned income above $5,200 is taxed back at 50 per cent 

and all Unemployment Insurance benefits are taxed back at 100 per cent. 
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In this case, however, a family of four with a given level of 

net income (in the relevant range) consisting of employment 

income and regular unemployment insurance benefits would receive 

less supplementation benefits than a similar family with the same 

level of net income derived solely from employment. For example 

a family of four with $5000 net income - $3000 from employment 

and $2000 from regular U.I. - would receive $2000 (=$4000 - 

$2000) in supplementation benefits, while a family with net 

income of $5000 from employment only would be eligible for $4000 

in benefits (and have a final income of $9000 versus $7000 for 

the former family). 

Thus the tax back rate which should be applied to regular 

unemployment insurance benefits may involve a fundamental 

conflict between equity and work incentives depending on how 

one views the national pooling of risk in, and how individual 

workers respond to, the regular unemployment insurance program. 

2. Interface with the Provincial Social Assistance Program 

In 1978, a family of four in Newfoundland with no monthly 

income would have been eligible on a monthly basis for $317 plus 

a maximum of $150 for mortgage payments or a maximum of $175 for 

rent. Using the rental maximum, annual social assistance 

benefits would have been $5904, say $6000. This amount does not 

include other benefits which could be received for special 

circumstances. 
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The provincial social assistance plan also incorporates a work 

incentive feature. Under this feature, monthly social assistance 

benefits are reduced by 50 cents for each dollar earned, up to 

$200 monthly. Above $200 of monthly earned income, benefits are 

reduced by one dollar for each dollar of earnings. 

This work incentive feature is quite weak as attested to by 

feature at any point in time. One reason is quite clear from 

the fact that only about 500 families have been using this 

Table 9. While this feature can result in additional income up 

to an earned income of $200 monthly, between $200 and $600 of 

monthly earned income, total income after benefits is fixed at 

Table 9 

Schedule of Social Assistance Benefits for a Two Parent 
Family with Two Children, Newfoundland, 19781 

Earnea Income SoclaI ~sslstance Beneflts Total Income 
Monthly Annually Monthly Annually Monthly Annually 

(dollars) 

0 0 500 6,000 500 6,000 
50 600 475 5,700 525 6,300 

100 1,200 450 5,400 550 6,600 
150 1,800 425 5,100 575 6,900 
200 2,400 400 4,800 600 7,200 
300 3,600 300 3,600 600 7,200 
400 4,800 200 2,400 600 7,200 
500 6,000 100 1,200 600 7,200 
600 7,200 a a 600 7,200 
700 8,400 a 0 700 8,400 

1 For a family with no income, Social assistance benefits were 
$317 per month plus a maximum of $175 per month for rent, or a 
total of $492 monthly, which is rounded to $500 in the table. 

Earnings up to $200 monthly are taxed back at 50 per cent. 
Earnings in excess of $200 monthly are taxed back at 100 per 
cent. 
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$600 monthly or $7200 on an annual basis. Thus, there is no 

financial incentive under this feature to earn more than $200 

monthly unless one can earn more than $600 monthly. 

Perhaps a more important reason that this work incentive 

feature and the social assistance program in general has not been 

used by more families is that in many cases unemployment 

insurance benefits would render a family ineligible for social 

assistance benefits. For example as noted above, for a family of 

four which owns its own home outright, maximum social assistance 

benefits (under normal circumstances) would be $317 monthly or 

about $80 weekly. Wee~ly unemployment insurance benefits of $80 

would be paid on average weekly insurable earnings of about $133 

not a high wage by provincial standards. Thus in many cases a 

family receiving unemployment insurance benefits (which can be 

for a minimum of 42 weeks based on insurable employment for only 

10 weeks) would not be eligible for social assistance benefits 

and thus this work incentive feature would not be a particularly 

relevant option. 

It should also be noted that, because social assistance 

benefits are determined on a monthly basis, inequities can arise 

when viewed from an annual perspective. Specifically a family 

using the work incentive feature would often be better off 

earning a given amount of income in a shorter period of time, 

rather than on a consistent basis throughout the year as shown in 

Table 10. In fact with the unemployment insurance program the 
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disparites in the annual incomes of the two families in Table la 
could be much greater. This is because the Case I family in 

Table 10 would have been eligible for maximum unemployment 

insurance benefits of $160 per week in 1978 or about $4800 within 

the year (taking the two week waiting period into acco~nt). Thus 

the total annual income of the Case 1 family could have been 

about $9600 compared to $7200 for the Case 2 family, even though 

both families have the same level of earned income within the 

year. 

Table 10 

Social Assistance Benefits and Total Income Under Two 
Monthly Patterns of Earned Income, Newfoundland, 19781 

Case 1 Case 2 
Earned so cd a l Total Earned SocIal Total 

Month income assistance income income assistance income 
( dollars) 

1 1,200 a 1,200 400 200 600 
2 1,200 a 1,200 400 200 600 
3 1,200 0 1,200 400 200 600 
4 1,200 a 1,200 400 200 600 
5 a 02 a 400 200 600 
6 0 500 500 400 200 600 
7 a 500 500 400 200 600 
8 a 500 500 400 200 600 
9 a 500 500 400 200 600 
i o a 500 500 400 200 600 
1 1 a 500 500 400 200 600 
12 a 500 500 400 200 600 

Total 4,800 3,500 8,300 4,800 2,400 7,200 

Maximum monthly social assistance benefits for a 
family of four is about $500 per month. Earned income 
up to $200 monthly is taxed back at 50 per cent. 
Earned income in excess of $200 monthly is taxed back 
at 100 per cent. 

2 There is normally a 30 day waiting period for social 
assistance benefits. 



- 57 - 

The income levels that can be attained at various levels of 

earned income under the social assistance program (assuming that 

earnings are at a constant rate monthly - see Table 8) and the 

Type I income supplementation program (Case N) are shown in 

Chart 3. (Chart 3 ignores unemployment insurance benefits.) As 

indicated in this chart, a two-parent family with two children 

would be better off financially under social assistance below net 

earned income of $3200 annually. Between annual net earned 

income levels of $3200 and $13,200, the family would be better 

off financially under the Type I income supplementation program 

with high benefit levels. 

Chart 3 suggests that it would not be difficult to integrate 

the current social assistance program with the Type 1 income 

supplementation program. Specifically, a structure of benefits 

which would yield income levels along lines AA or BB (or some 

line in between these two) would effectively integrate the two 

programs.) For purposes of integration and also for equity 

considerations it would seem that benefit levels under an 

integrated program should be determined on an annual rather than 

on a monthly basis. 
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Interface between Social Assistance and a Hypothetical 
Income Supplementation Program1 for Newfoundland, 1978 
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1 With high benefits levels, and a 50 per cent tax back 
rate on net income above $5,200. 
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IV Summary and Conclusions 

This paper has reported on the results of simulations of some 

alternative income supplementation plans for Newfoundland as a 

replacement for regional extended and self-employed fishermen's 

unemployment insurance benefits. 

The first part of the paper presents the rationale for this 

type of change in the current structure of social security 

programs. It is first argued that the benefits under these two 

components of the unemployment insurance program are forms of 

income supplementation. Based on some available data and an 

examination of the structure of these two components of the 

unemployment insurance program, the view is advanced that they 

are unlikely contributing to the goals of equity in the 

distribution of benefits and improved economic performance. 

The second part of the paper reviews some income supplementa 

tion plans simulated using the National Health and Welfare Canada 

BENTAX model based on the 1978 Survey of Consumer Finances. 

These plans were assumed to apply only to families with children 

under 18 years of age and were formed by combinations of the 

following four features: 
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1. Program Type 

i) Type I Market income of $2000 is required for 

eligibility. Maximum benefits are received 

between net income levels of $2000 and $5200. 

Benefits are reduced as net income increases 

above $5200. 

ii) Type II No market income requirement for eligibility. 

Benefits increase with net income to $5200 where 

maximum benefits are received. Above $5200 net 

income, benefits are reduced as under Program 

Type I. 

2. Maximum Benefit Levels 

i) Low benefits - $1000 per family plus 

$ 500 per child 

ii) High Benefits - $2000 per family plus 

$1000 per child 

3. Tax Back Rate on Net Income in Excess of $5200 

i) 50 per cent tax back rate 

ii) 33.3 per cent tax back rate. 
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4) Percentage reduction in unemployment insurance benefits 

received by eligible families as a result of elimination 

or regional extended and fishermen1s benefits. 

i) 30 per cent 

ii) 40 per cent 

iii) 60 per cent 

The gross program costs of these 24 plans were estimated to 

vary from $25 million to $164 million dollars in 1978. It is 

estimated that the net savings of the federal government as a 

result of eliminating regional extended and fishermen1s 

unemployment insurance benefits would have been about $88 million 

in 1978. 

The estimated changes in disposable income by market income 

level and family size for one of the plans simulated - Type I, 

High Benefit Levels, 50 per cent tax back rate, 40 per cent 

reduction in U.I. - suggest that the program would be progressive 

amongst families with children under 18 years of age who have 

sufficient market income to qualify for benefits. It is 

estimated that this plan would have resulted in a loss of $18 

million in disposable income of individuals and couples not 

receiving OAS benefits. 

Extending this program to individuals and couples with m~imum 

benefit levels of $1000 per person would have cost about $11.5 
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million in 1978 and this change would have had a progressive 

effect on income distribution of these family units. 

The large reductions in disposable income often incurred by 

families with less than $2000 in market income (which would 

render them ineligible for benefits) led to the suggestion that 

eligibility for families of the self-employed should be based on 

some measure of work effort other than net income. 

Hence, it is reasonable to conclude that the amount of federal 

government expenditures for regional extended and fishermen's 

unemployment insurance benefits in Newfoundland in 1978 could 

have financed a major portion of a reasonably generous income 

supplementation program that would be more equitable and that 

would contribute to improved economic performance. If some of 

the funds for other transfer programs, for example the Gulf 

Subsidy, were also diverted to such an income supplementation 

program, it would appear that a more effective solution to the 

problem of income deficiency of Newfoundlanders could be attained 

without a significant increase in existing transfer expenditures. 

It may be speculated as well, that with such an income 

supplementation program in place, governments may have greater 

latitude to undertake additional changes to improve the 

performance of the provincial economy. 

The third part of the paper presents a discussion of some of 

the problems which would arise in interfacing an income 
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supplementation program with the regular unemployment insurance 

program and the provincial sociàl assistance plan. with regard 

to unemployment insurance there could be a conflict between the 

objectives of equity and work incentives. In the case of the 

provincial social assistance plan, integration and equity would 

seem to require that benefits be determined on an annual rather 

than a monthly basis. 

The implications of replacing regional extended and fishermen's 

unemployment insurance benefits with an income supplementation 

program in other provinces was not examined in this paper. It is 

likely that reductions in federal government expenditures arising 

from elimination of these two components of the unemployment 

insurance program could finance a major portion of a reasonably 

generous income supplementation program in the Maritime 

provinces. Such would not be the case in other provinces, 

however. Some form of differential federal-provincial financing 

with the provinces would be required if federal government 

expenditures were not to increase greatly. 

This paper has, by necessity, been limited in scope. It has 

examined the implications of replacing certain selective 

components of the social security system with a different but 

also selective program. The paper has not addressed the wider 

question of selectivity versus universality in social security. 

Kesselman (11) has identified some of the pitfalls of selectivity 

in income security programs. Universality would, however, 
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require broad changes in the existing social security system, the 

structure of taxation and the broad range of tax expenditures in 

Canada. An income supplementation program in replacement of the 

supplementation components of the unemployment insurance program 

should, in the author's opinion, be viewed as an interim step 

pending such changes. 
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Notes 

1 Some of the major problems identified are summarized in 
Chapter 9 of the Economic Council's Consensus Document of the 
Newfoundland References - Newfoundland: From Dependency to Self 
Reliance. The estimated costs of some alternatlve lncome 
supplementation which are presented in Chapter 9 of the Consensus 
Document are based on the results reported in this paper. 

2 There are two reasons for this. First benefits per capita 
allow for a comparison of the level of benefits received by 
individuals in family units of different sizes. 

Secondly, and more fundamentally, the author is of the view that 
when assessing the distribution amongst individuals or families 
of an external transfer (as noted most of the benefits received 
in Newfoundland are financed outside the province), equal per 
capita benefits should be taken as the neutral position. The 
conventional view is that neutrality occurs when benefits are a 
constant proportion of income, that is when the absolute amount 
of benefits increases with income, since this would leave the 
distribution of income unchanged. This author has difficulty 
with this conventional notion - that higher income individuals 
must receive higher absolute benefits in order for "neutrality" 
to hold. 

Thus according to this non-conventional view progressity requires 
that the absolute amount of per capita benefits decrease with 
income. According to the conventional view increasing absolute 
per capita benefits with increasing income could be progressive. 

3 This phenomena is not by any means confined to the 
unemployment insurance program. The many tax expenditures, which 
at the federal level have been estimated to be substantial 
(see 5), have a similar effect. The existence of different tax 
rates on different types of income can result in both inequities 
and in changes in the pattern of economy activity that would 
otherwise occur. With regard to the latter effect, one of the 
objectives of tax expenditures is to encourage or discourage the 
level of certain activities. It is unlikely however that this 
phenomenon is an objective of the unemployment insurance 
program. 

4 In contrast, the level of income from certain other sources 
would tend to be independent of the level of income from 
employment. For example, within a given year, interest and 
dividend income and the imputed income on an owner - occupied 
dwelling would tend to be unrelated to income from employment. 
In the case of non-market activity, however, the degree of 
substitutability with income from employment would tend to be 
high. 
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AppencHx A 

Tlble A-I 

INCIDENCE OF UNEMPLOYMENT INSURANCE BENEFITS IN NEWFOUNDLAND, 1977 

GROSS INCOME LEVELS ($I 000) 
<5 5-10 10-15 15-20 20-30 30+ All 

Number of All Unita 

Families 9,560 20,200 22,490 18,840 18,340 4,430 93,860 
Couples 4,570 13,920 4,880 3,050 -- 4,620 31,040 
Persons not 

in Families 
(Individuals) 37,810 9,130 4,350 3,630 54,920 

Children ~18 25,800 14,220 3,130 500 43,650 

Fishermen/Farmers 2,470 4,260 2,750 2,290 11,770 • 
Number of All Units (Per cent Distribution) 

Families 10.2 21.5 24.0 20.1 19.5 4.8 100 
Couples 14.7 44.8 15.7 9.8 - 14.9 100 
Perlons not 

in Families 
( Individuals) 68.8 16.6 7.9 6.6 100 

Children ~ 18 59.1 32.6 7.2 1.1 100 

Fishermen/Farmers 21.0 36.0 23.4 19.4 100 

Number of Persons in All Units 

Families 34,660 86,380 101,200 82,820 80,710 16,540 402,310 
Couples 9,140 27,840 9,760 6,100 -- 9,240 62,080 
Persons not 

in Families 
(Individuals) 37,810 9,130 4,350 3,630 54,920 

Children ~ 18 25,800 14,220 3,130 500 43,650 

Total 107,410 137,570 118,440 90,860 89,920 18,760 562,960 
( i) (19.1 ) (24.4) (21.0) (16.1) (16.0) (3.4) ( 100) 

Fishermen/Farmers 5,230 15,800 10,940 9,690 41,660 
(' ) (12.6) (37.9) (26.3) (23.3) (100 ) 

Number of Persons in Famil ies 
(Per cent dlstrlbutlon and average family Size) 

Percentage 
Distribution 8.6 21.5 25.2 20.6 20.1 4.2 100 

Average Size 3.63 4.28 4.50 4.40 4.40 3.73 4.29 

Total UnemElo~ent Insurance Benefits ($'000) 

Families 3,616 34,417 32,426 12,012 2,434 2,854 107,997 
Couples 1,506 10,499 5,648 4,473 ---1,621 23,747 
Persons not 
in Families 
(Individuals) 8,949 7,010 903 177 17,039 

Ch ildren ~ 18 14,018 17,913 3,426 932r 36,289 

Total 28,089 69,839 42,403 27,711 13,460 3,570 185,072 

Fishermen/Farmers 2,224 8,166 6,040 6,041 22,471 

U.1. Benefits as a Percenta~e of Gross Income 

Families 12.8 22.n 11.7 7.0 2.7 n.a. 
Couples 9.1 11.2 9.3 8.4 n.a. 
Persons not 
in Families 
(Individuals) 9.6 10.4 1.6 n.a. 

Ch ildren ~ 18 21.5 18.5 9.5 n.a. 

Filhermen/Farmers 29.6 26.9 18.5 n.a. 

U.1. Benefits j2!r Unit ( $) 

• Families 378 1,704 1,442 1,203 655 644 1,151 
Couples 330 754 1,157 1,467 351 765 
Persons not 
in Families 
(Individuals) 237 768 208 49 310 

Ch ildren ~ 18 543 1,260 1,095 n.a. 831 

Fishermen/Farmers 900 1,917 2,196 2,638 1,909 

U.1. Benefits Eer Person ($) 

Families - total 104 398 320 274 149 173 268 
Couples 165 377 578 733 175 - 383 
Persons not 
in Families 
(Individuals) 237 768 208 49 310 

Children ~18 543 1,260 1,095 n.a. 831 

Total 262 508 358 305 150 190 330 

Fishermen/Farmers 425 517 552 623 539 
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Source: Statistics Canada Survey of Consumer Finances, 1977 
(MUFILE M0026). Tabulations provided by Income and Economic 
POlicy Directorate, Health and Welfare, Canada. 

Notes to Table A-1 
~ 

Number of Family Units Surveyed 
Gross Income Levels ($'OOO) 

.. 
5 5-10 10-15 15-20 20-30 30+ All 

Families 138 307 329 249 227 53 1303 
Couples 77 215 69 43 58 462 
Persons not 
in Families 
(Individuals) 373 87 37 28 525 
Children ':'18 389 201 42 8 640 

Fishermen/ 
Farmers 32 69 47 34 182 

All data in Table A-1, except the one item indicated by "rH 
(residual), are based on more than 25 surveyed units. The author 
was advised by Statistics Canada that 25 sampled units was about 
the minimum number for which reasonably reliable estimates could 
be derived. 

The total number of all units does not correspond to the Survey 
of Consumer Finances' estimate because children 18 years old and 
over living at home are treated here as separate units. In some 
cases this would change families with children into "couples" or 
into "persons not in families". 

"Families" are families with children under 18 years of age. 

"Couples" are married couples without any children. 

"Children":' 18" are children 18 years old or over living at horne. 

"Fishermen/Farmers" are all units with heads who are fishermen or 
farmers. 

In estimating number of persons, families with 9 or more members 
were assumed to have exactly 9 members. 

• 

The data on number of units by gross income categories were 
available as follows: gross income of zero or less; by $500 
intervals up to $5,000; by $1,000 intervals between $5,000 and 
$10,000; by $2,000 intervals between $10,000 and $40,000; by 
$5,000 intervals between $40,000 and $50,000; and over $50,000. 
Accordingly gross income estimates for all units in the income 
ranges shown in the table were estimates using the mid-point of 
the more detailed income ranges. Gross income all of units with 
incomes of $0 or less was taken as zero. Total gross income 
could not be estimated for those units in the highest income 
range. 
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Based on the survey the value of unemployment insurance benefits 
paid in Newfoundland was about $185 million in 1977. This is 
84.5 per cent of the $219 million in benefits actually paid that 
year. 

• 
The estimates of unemployment insurance benefits per unit are 
derived by dividing benefits by the number of all units in each 
category. Correspondingly the estimates of unemployment 
insurance benefits per person are derived by dividing benefits by 
the estimated number of all persons in each category. 

For couples and persons not in families, the number of units in 
each gross income categories were available by various age 
categories «25, 26-35, 36-45, 46-55, 56-65, >65). The following 
supplementary table provides additional information which might 
be helpful in reviewing the data above. 

Number of Family Units by Selected Income and Age Categories 

Age 
~25 56-65 >65 All 

Income Categories (No. of famlly unlts) 
($000) 

Couples1 
<5 0 1 ,430 2,170 4,570 
5-10 680 3,590 7,490 13,920 

Persons not 
in Families 
(Individuals) 

<5 9,050 6,250 17,210 37,810 
5-10 3,400 910 1 ,880 9,130 

1 Age of head of household . 

• 
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Saskatchewan's Family Income Plan (FIP) 

With the introduction of this program, social assistance benefits 

for children under 18 years of age began to be paid under the FIP 

plan. Thus a family with children receiving social assistance 

would receive benefits from two sources: the Saskatchewan 

Assistance Plan (SAP) basically for adults and FIP for children. 

FIP employs an annual accounting period for determining 

benefits. 

Monthly benefits under FIP in 1978 were $50 for the first child 

and $40 for subsequent children for families with annual net 

incomes below $5,700 (roughly the amount that could be earned by 

a full-time worker at the minimum wage). For the purpose of 

determining benefits under the plan, the following deductions 

were allowed in determining net income: CPP contribution; 

U.I. premiums; Registered Pension Plan and Savings Plan 

Contributions up to $500 per family; union, professional or like 

dues; alimony, maintenance support paid; employment expenses (the 

lesser of 6 per cent of employment income or $600); income tax. 

Above $5,700 net income benefits are reduced at a rate of 

50 cents for each dollar increase in net income. 

• 

Benefits under the FIP program are paid monthly based on income 

projections for the year. Net income from self-employment for 
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the previous year is used to estimate income in the current year. 

Reconciliation between benefits paid and benefits due occurs at 

year end • 

• There is an asset test for eligibility. Families with gross 

assets exceeding $130,000 in 1978 (excluding principal residence 

and some limited land on which it is built, household furni 

shings, and one automobile) were ineligible for benefits. 

For the purpose of determining benefits under FIP all 

sources of income including unemployment insurance benefits, 

are treated on the same basis as income from employment. 

• 

The fact that benefits under the Saskatchewan Assistance Plan 

were periodically adjusted for inflation while those under FIP 

were not resulted in problems with regard to adequacy of FIP 

benefits, equity between working and non-working low income 

families, and work incentives. It was recommended in a Working 

Group Report in 1977 that to resolve these problems a strong 

interrelationship should be maintained between the Saskatchewan 

Assistance Plan, the Family Income Plan, and the employment 

system • 

Much of the correspondence with beneficiaries under PIP is 

conducted by mail and it appears that this has encouraged 

eligible families to participate in the progr~l. 
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Quebec's Work Income Supplement Program 

Under this plan supplementation is available for dependent 

children (under 18 years of age or over 18 years of age if in 

full-time attendance at a secondary school), as soon as work 

income is positive - there is no minimum income required for 

benefits. The schedule of benefits for 1978 is shown in 

Table B-1. 

• 

Several aspects of the program should be noted. First benefits 

are determined based on work income levels before taxes and other 

deductions, so that the rate of change of benefits with respect 

to net earned income at different levels would differ from those 

with respect to gross earned income. Secondly benefits are 

reduced dollar for dollar of most forms of non-work income, such 

as unemployment insurance benefits, pension incomes, interest and 

dividend income, workmen's compensation benefits, social 

assistance benefits, and old age security and guaranteed income 

supplementation benefits. Thus the program is designed 

specifically to supplement work income and not income in 

general. 

• 
There is an asset test for eligibility. In 1978, the value of 

assets, excluding principal residence and the land on which it 

is built, furniture and household furnishings, and one 

automobile, had to be less than $50,000 for eligibility. 
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Table B-1: Characteristics of Quebec's Work Income 
Supplement Program, 1978 

Number of Eligible Children 
One Two Three or More 

Maximum benefits ($) 1,341 1,446 1,473 

At work income levels 
of ($) 5,370 5,790 5,900 

Rate at which benefits 
increase with income 
below maximum .25 .25 .25 

Rate at which benefits 
decrease with income 
above maximum .33 .33 .33 

Income levels at which 
benefits are reduced to 
zero ($) 9,400 10,130 10,310 

Benefits based on income in one calendar year are paid in four 

following year and March 15 and June 15 of the year thereafter. 

quarterly installments; September 15 and December 15 in the 

,... 
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