60 minutes

1st section is 4 terms
why do they matter for social policy 20marks

2 or 3 questions explain and discuss. 30 marks.


OF CONTEXT CLASS 
1-Policy Analysis 
2-Economicdebt & deficits, international competition, nature of work, fiscal federalism 
3-Socailaging population, inequality trends, poverty 4-Retirement Income System 
[bookmark: _GoBack]5-EI/UI Policy Analysis + Economics 1) 2) Problem Definition/Structure 3) 4) Policy Instruments- what is the government going to do to meet those goals, imposes taxes are examples 

- Public policy directed to societal problems Goals , Constraints, Criteria goals are mainly vague things in public policy. are measurable dimensions of the goal, goal is to reduce poverty how can you tell, measure the rate of poverty. Constraints, limits the ability to solve the problems. 

Evaluation- what are the strengths and weaknesses of the different alternatives or instruments, 

1)Problem 
Structuring/definition Most of problems present themselves as diffuse worries, concerns, etc. (Unsafe, unfair, wasting $) Presented with symptoms, not root cause of a problem. Faced with an analyst that must diagnose a problem, why are things unfair, unsafe and why are we wasting dollars? Then start to take steps to solve it. 

- 2 approaches, 

-Stakeholder Analysis- who is affected? Who has an interest in this problem? How are they affected by the resolution/non-resolution? What are values/beliefs? Might even ask what resources bring to the top. Example: Rodney Fort + James Quirk wrote a book called hard ball, the abuse of monopoly power in major league baseball. Talked about all the stakeholders, media, government roles, and good analysis of problems facing baseball, competitive imbalance in the league, all done using this stakeholder analysis. 

-Empirical base- who is affected, how serious is the harm being done? Concentration of harm, trends over time, winners and losers. We try and get an understanding of the data of the underlying problem, and figure out if its worth fixing. 
Example: suppose skateboarders get hits by a car, and is seriously injured. Once you do the analysis is done, will discover that the problem isn’t as serious as the media attention made it out to be.

- measure all the dimensions of the problem it’s what you want to try and do 

-3 characteristics 

(a) Interdependence - means establish boundaries, which are fairly important. Many problems are a constellation of problems. 

Example: youth unemployment. Why are youth unemployed? Some maybe unemployed because they do not have the skills, labor supply problem, maybe a lack of opportunity, labor demand side problem. Some may be unemployed because of health/disability issue. Some may be unemployed because of social disaffection. 

4 vastly different reason why youth are unemployed makes it difficult to establish a solution, all require different needs to solve their particular problems. 

(b) Socially constructed defined, maintained, changed, etc by the interaction of social groups. Leads to policy debate Policy problems evolve over time

(c) dynamic things that do not stay the same. 
Example: UI major reforms in 1971, covered a small part of the workforce, didnt cover part time workers, wasnt generous in terms of benefits. Went through reform in 71. This program prior to its reform recognized what the nature of work was, which was typically FTFY (full time full year work) with same employer and unemployment was a temporary thing. Early Non Standard Work rose. Ex. 1964, big policy health problem in this country, access issue, different access based on income, in the 1970s costs were a concern so gov’t started to impose global budget cuts, now the problem is the quality, there are a shortage of physicians and the waits are long. 
(d)- Next must frame + model problem- framing problems means deciding on the methodological and ideological approach, and the bottom line is that even if we don’t recognize it we all do it. Having a frame can prevent you from finding policy solutions that are viable. 9 dot problem. Everyone has a frame of reference. Everyone has a bias, and it depends on your occupation or education.

· Modeling some how connect a policy instrument available to the government to unleash the symptoms of the problem. Link symptoms to the actual cause and in turn to some policy instrument the government can use. (unaccounted cost, negative externalities) 
· Example: overfishing. Each person acts on their own self interest, individuals do not account for the costs imposed on others, kind of a negative externality. What can a government do, negative externality, impose a tax or some kind of a fee, which increases the cost for an individual on the marginal damage done. 

2) Goals, Constraints + criteria Goals- vague, multiple, conflict= tradeoffs - goals are in general vague and associated with multiple goals, often conflicting vague because its meant to be broad statements of shared societal values goals are in general what we hope to achieve with policy and are closely linked to the problem, because our goal is ultimately to alleviate the problem.

- Increase the standard of living, this measures? GDP per capita rises does this mean we are better off as a society? Richer parts get richer, poorer parts get poorer. 

- Broadly shared community values 

- Goals would be agreed to by most everyone, but policy action is in conflicts and tradeoffs among goals, Multiple goals for any problem, you’ll have at least two or more goals to achieve as you pursue this policy. Ex. Policy might be designed to decrease the number of disability days, in association would have to have some fairness in distribution of this benefit, and that this will provide health benefits for disabled people, which is cost effective, there are 3 goals. Ex. Reduce poverty, control the cost of reducing poverty, encourage work incentives, fair to recipients and provide them with an adequate standard of living. 

- Ultimately where policy debate lies. Multiple goals means you’ll end up with some conflicts, the pursuit of one goal might subtract from another goal. An increase in cost effectiveness might detract from other two goals. Face TRADE OFFS. Social Policy/ Welfare State Goals: Book by British author Nick Barr. 

Efficiency: 

1 - Macro-efficiency-> the efficient % of GDP should be devoted to totality of welfare state programs. Education, health, pensions, income support, hard to draw line for what is included in welfare states, measurement issues because efficiency requires MB=MC 

2- Micro- efficiency-> efficient division of welfare state resources among different programs/benefits that constitute welfare state. % of GDP spent on health is rising. Canada spends 10%. GDP % in Canada is rising at a reasonable rate. % Of GDP spent on education is decreasing. Finland 1990-1992. In 1990 -> 7% of GDP spent on health care, in 1992-> it was 9.8%. GDP fell in Finland, did not increase spending on health resources. Soviet Union collapsed a major trading partner with Finland, GDP fell dramatically. Ex. 41 cents of every $ is spent on healthcare. 

3- Incentives-> means financing + construction of benefits should interfere as little as possible with decisions. (Work, savings, labor supply) 

(b) Support for Living Standards: 

4- Poverty relief-> no individual or household should fall below some minimum standard of living. Issue is you have to come up with some minimum standard of living. Hard to constitute what a standard of living should be. Incidence of poverty, incidence is a head count. Establish a poverty line with a certain type of family and every family under it is in poverty. Depth of poverty is another interest. For all those people who are poor how far below the poverty line are they. Dynamics is it the same people every year? Policy, increase welfare benefits by 25%. intergenerational 

5-Insurance-> no one should face an unexpected and unacceptably large drop in their living standard. Pensions/CPP forces you to save, insurance against and unexpected change in living standards i.e. retiring. Medicare can save a lot of people a lot of money. Having to pay for medical care would force a drop in an individuals living standard. 

6-Income Smoothing-> institutions and various programs policies should allow/encourage individuals to reallocate income over their lifetime. Pensions, RRSPs, TFSA, should be able to put money aside when you have it. Can encourage this via tax breaks on certain savings 

(c) Reduction of Inequality: 

7- Vertical Equity-> the entire system should redistribute from richer to poorer. Redistribution has a cost, so question isn’t whether we should redistribute, the real question is how far to go? 

8- Horizontal Equity-> individuals in like circumstances should be treated in like manor with regard to financing (taxes) and benefits. In theory individuals are like if utility levels are the same. Cant measure utility is an underlying problem. Need a PROXY find something you can measure that approximates utility. Thing that is used is Income. There are circumstances where the more appropriate concept is family, rather than comparing one individual to another. 

(d) Social Integration: 

9- Dignity-> programs/benefits should preserve dignity of recipients. 

10- Social Solidarity-> Cash benefits and health care should foster social solidarity. 

(e) Administrative Feasibility: 

11- Intelligibility-> system should be simple, easy to understand and cheap to administer. Administration tends to be costly especially in Canada because we are a federal state, we have territorial systems. 

12- Absence of Abuse-> Benefits should be as little open to abuse as possible. Fraud and abuse are always possible. Abuse amounts to approximately 3% of total benefits. Are benefits cash or in-kind? In-kind referring to them being actually goods and services, turns out to be very important. Temptation of fraudulent abuse is higher with cash benefits rather than in-kind benefits. 

-Constraints:-> goals that must be satisfied. Legal constraints, constitutional, available skills, resources availability, fiscal constraints, technical constraints, other complementary policy in place. 

-Criteria: -> Things that measure various dimensions of policy goals. Eg. Poverty going down, can measure incidence of poverty and depth of poverty two different dimensions of being in poverty. Why? 

1- used to evaluate options. 
2- after the implementation of policy t hey effectively become performance indicators. 

(3) Formulating Policy Options: (Policy Instruments) - Describe problem, goals, constraints + criteria, Question-> how to achieve goals +address problem? 
Number of sources for options 
Use criteria performance indicaters to see how the policy worked

1- Status quo for every government everywhere. You can make a policy decision and that policy decision could not to change anything. 
2- literature review-> Policy discipline, economic problems, look at economic journals. Journals specific to the field of interest. -> Policy literature, there is a literature associated with policy analysis 
3- Generic lists, Ex. Markets working well also talk about market failure 
4- If policy exists-> tinker, take policy that exists and change them a bit. 
5- other jurisdictions. Analyze other places.

6- new options.-> Offer two to three options that offer real choice. No option is perfect, every option has strengths and every option also has weaknesses. Black market as an alternative if the policy makes healthcare unaffordable

(4) Evaluation: - no cook book instructions that shows what you should do and what result you should get. - Enumerate strengths and weaknesses of each policy alternative - What you should do is evaluate options in terms of goals set, and be a more specific with criteria that’ll help understand if you are getting closer to achieve your goal. Must make tradeoffs among goals For each of these options, you are put into a position that you must forecast likely outcomes.-Have data on status quo (current policy), but not on untried options. Make a matrix. Goal- decrease poverty, increase employment and make it reasonably low cost. -> how do you make an assessment. Increase welfare, mini wage increases and wage subsidy. Strengths + weaknesses of Econ What is Economic problem? CHOICE. By government, individuals, firms and so on. - Political behavior. Tend to ignore political dimensions. There are notions that you can apply this market analysis to economic behavior. 

Other motives in utility maximization. (love, hate, duty) 

Key terms. 
Price- what function do prices play in economics, they offer signals about opportunities. Opp Costs- next best alternative foregone. Highlights the fact that we as consumers must make choices , Choice you must make tradeoffs. 

Markets- serve as a means to exchange information, largely via prices. 
Property rights- simply rights that give you command over resources that we are so worried about. 

Weaknesses Little ethical content. Decisions in econ are seldom made on the basis of right/wrong. Also, have little to say about altruism, doing something for someone else because you think its the right thing to do. 

Little social context. Tend to ignore it. Economic human beings. Ex tax evasion. 
In Economics we ask what are the benefits of tax evasion, keep more resources, the costs of tax evasion is a fine or penalty if you get caught. Economic policy is going to try and reduce the benefits of tax evasion, increase the probability of getting caught, or increase the costs, make penalties for severe. Sociological evaluation says there is more to it. Agrees with Economics analysis that benefits and costs matter, but it adds a sense of civic responsibility, which you cannot incorporate into an economic model. 
Economic Context Deficits and debt International competitiveness Nature(trends) of production and work Fiscal federalism History: after major triggering event returned to normal numbers relatively quickly 

-WWI deficit reached 10% GNP 2nd highest fed in history: debt reached 40% GNP 

-1930s depression deficit  7%GNP: debt 50% GNP(longer period than WWI) 

–WWII deficit 20% of GNP (highest ever): debt 100% of GNP 
-post WWII thru early 1970s balanced budgets/surplus, low unemployment, good growth, low inflation; government revenues increased rapidly without tax rate increases; toward end of period universal Medicare, CPP, major revisions to UI 

-early 70s thru mid 90s 25 years deficits and rapidly increased debt (in $ and as % of GDP); many social problems are nondiscretionary; slower growth, high inflation, high unemployment 

-later 90s thru oct/08spending was cut dramatically; strong growth, increased employment (mostly good jobs), budget surpluses, debt decreased (small in $, but large in % of GDP) 

-Since oct/08Financial crisisworld wide collapseno one to trade our way out of with; Stimulus packages that meant large deficits and high debt(highest in history); Slow growth, high unemployment; NO NEW TAXES Run deficit to pay for OAS (old age security) increase (effectively an intergenerational transfer) Winold folks Paysfuture taxpayers Run deficit to build infrastructure Winthe users of infrastructure Paysfuture taxpayers 1: Debt/Deficit -Deficit- in current year, spending on programs and interest are greater than revenue -Debt-accumulated deficits and accrued interest 78 billion for all provinces in 86-87 now 520.4 Billion Federal debt 281.8 in 86-87(In 95 they made huge cuts) now at 662 billion feds and provinces = 1.3 trillion Alberta has had surplus since 00-01 Ontario86 was 31.5 and now 260 billion (42% of Canada) government look at debt as a percentage of GDP fed are getting % decrease but provinces are not debt peaked at 101.56% in 95-96now 66.6 feds now37%, provinces29.3% provinces have a harder time changing debt, they have certain things they have to pay for (ex. Health care, education) 1970s mid 90s 25 years of deficit and debt increase was largely blamed on social programs, argues that we need to do some cutting of programs Pierre Fortin, speech, benefactors lecture (D/Y)=(X/Y)-(T/Y)+[(r-g)(D-1)]/Y 5 changes important D=debt; T=taxes; Y=GDP; r=interest rate; X=program spending; g=growth rate feds made tax cuts in 70s without cutting spending government spending increased on social programs with no increase in taxes 1973 oil shock permanently lowered growth two recessions (1980 and early 90s) lowered growth inflation rates were high and bank of Canada kept interest rates high (higher than they needed) which decreased growth and decreased tax rate and increased debt service 2. International Competitiveness (early 70s thru 90s) 1.drag on growth slow growth in period of early 70s through mid 90s shifted policy focus from redistribution to growth but US was doing very well, why?--> US had a more flexible economic response to economic conditions, why?-->able to hire and fire more easily workers and citizens have fewer social protections o based on economic model that taxes to fund social program creates negative incentives with respect to employment, savings o Lindent: net national costs of social programs is zero evidence to the contrary is based off 1st best econ story. People are using perfect equilibrium model where any program will not be. Lindents Reasons, Large welfare beneficial states raise revenue more efficiently via heavy reliance on consumer taxes, Welfare states more open more efficient producer, Social programs in welfare states focus more on policy design to minimize negative effects
2.certain social programs are essential for international competition health, education, training, and programs for early intervention for children at risk(every $ spent on this, economy gets return of $7) more $ on these mean your country is more competitive growth in difficult thing to do at macro level of country, no evidence, the more you spend on programs the more economy is effected public vs. private benefits Convergence (tax/transfer system) become more like the US, in terms of race to bottom, bottom refers to few social protections and lower taxes Nancy Olewiler-convergence is occurring on social program side but seems to be spread of best design, this means the best programs get shared Trend across globe to lower taxes(most countries)but differences in tax levels persist can maintain our own tax/transfer scheme in the face of international competitiveness pressure 

3. Labor Market Trends -rise of Non Standard Work (TREND); increased polarization, rich get richer (TREND); change in nature/place of work (EXPLANATION) -much of social policy is closely linked to inability to participate in labor markets -end of working life pension system, temporary job loss UI/EI, poor health Medicare, lack of skills social assistance and training, disability disability programs, designed to not let employer discriminate -many argue that human capital development and well developed labor markets that function efficiently are indeed the center piece of a modern economy and societal well being -Rise of Non Standard Work NSW-all not full time work, full year work(FTFY), Includes short term contract work, part time work, self employment 3 characteristics of NSW -perceived to be low quality, low skill, and low wage(not Completely true) -incidence on NSW increased at a faster rate than FYFT -disproportionately concentrated among women and young(age 15-24) -Post WW2(1945)-1970 -era of large scale production, large capital investments for corporations, relatively standardized work, well defined and narrowly defined jobs (everyone had tasks that were well defined), limited tasks and skills, interval progression, top down management; in this world very low skill people would earn a decent middle class living -Data:(early 70s thru mid 90s) NSW increased from 25% to 30% of total employment 45% of job growth during period was NSW part-time work was 60% of all NSW 40% of women vs. 27% of men in NSW for 15-24 age group, 52% of employed men and 64% of employed women in NSW (includes students with PT jobs) NSW most common in retail, agricultural, construction Increased importance of services and info technology Increase in knowledge and skill becoming more important in every job Increase in niche production (starts the trend towards just in time delivery)mainly affects steel 

-just in time delivery rather than having huge stocks on hand, produce and deliver just in time 
-increase in contracting out 
-trend to downsizing organizations to focus on core activities (contributes to NSW) 
-Hollowing out -one of the things that determines what is required in social policy is the response of firms 
-firm recognizes changes and decides to spend money and trade workers for new world of work 
-implication: layoffs due to the tech improvements (ex. Capital which results in fewer workers being needed 
-Why worry about NSW?-->Only worry about some Not a concern if taken voluntarily (ex. Student working, school to work transition) Worry when NSW is involuntary, may not allow individual to provide economic security (Working 25hrs/week) also the case that programs that are designed to help these individuals were designed for a different world of work, designed in late 1960s when work was different, the norm was for FYFT work with temporary layoffs and recalls -polarization and disappearance of middle class 
-rich getting richer and poor getting poorer 
–US first found here, over period increasing polarization of income, why increase in skill premium, response was training 
–Canada initially seemed increase polarization of income because of similar economy to US, as evidence came in it suggested that no polarization of income but polarization of earnings distribution reason for this is not an increase in skill premium (In Canada) income=earnings + K income + transfers income (no change), earnings (increase polarization), K income (increase polarization or not changing), transfers (decrease polarization), working b/c it is redistributing reason for polarization is change in distribution of work hours compare 1976 and 1995 we see 8% more people working less than a 35 hour week (standard) and 3% increase of working more than standard working morehigh skill, high wage; working lesslow skill, low wage(increase NSW) mostly older men disproportionately among those working more and women and young workers working less 


(4) Fiscal Federalism: (A: Equalization, B: Major transfers) - Canada is a federal state, they have different levels of government with different responsibilities with regard to spending + taxation. - Feds not much resource taxes + provinces have no customs or duties.

 - Spending, FEDS-> pension, EI, child benefits, some health + education. Provinces-> welfare, health, education, child benefits, training. Federals spending power, national agreement to create national programs. 

- Discussion of fiscal federalism is motivated by imbalances in spending vs tax collections at a given level of govt - Vertical imbalance => transfers of money, federal will take some of their excess dollars and give to provincial govts. Constitution act 1980, specifies clean division or powers. Central gov= feds, regional gov= provinces. Municipal. Tax-> both levels of government levy the same taxes. Income, personal + corporate. Consumption, HST and Excise. Other. Tax- no clean division of taxing responsibilities-both levels of govt levy income taxes (person and corporate), sales and excise taxes -essentially both levels of govt are in all tax areas with a few exceptions -provs are not allowed to levy customs duties or tariffsfeds are not supposed to but they do levy resource tax Do spending responsibilities + taxing authority match up? Do govt generate enough money to cover their spending? If no, in terms of dollars, then we say there is a fiscal imbalance, federal revenue> federal spending typically what we see in Canada. Provincial revenue < provincial spending. Horizontal imbalance across the provinces. Some provinces might not raise enough money to meet all spending obligations. Provinces-> horizontal transfers. equallization -1942- Feds + provinces (except Ont and Qc) reached tax rental agreements -> feds collect all income taxes for the provinces and paid the provinces compensation equal to the loss revenue. -1962- tax revenue agreements are modified so that provinces can choose either foregone revenue (1942) or a equalization payment that increases the compensations to some standard level.(first hint of equalization in Canada) -1967- Provinces and Feds agree to tax collection agreements --provinces collect their own tax; fed will collect personal income tax (except of QC) and corporate income tax (except QC, ONT, AlB), provided that provs follow few rate bracket structure Income. Deductions, gives you taxable income, apply to that federal tax structure, that gives you the amount of money you owe the fed government. Separately tax credits and that gives you net federal tax owing. Only left for provinces to do is find out % owing to province. Provincial tax- problem is that anytime feds change what constitutes income, they decide something that wasnt taxable is now taxable, the feds defines what constitutes everything, anytime they make a change to these things affects Provincial revenue. - Provincial Revenues are vulnerable to unilateral changes by federal govt. Also case that provinces have no freedom, to use PIT for their own policy purposes. 2001- Agreement that provinces were free to set their own rates and brackets and control over nature of deductions and sax credits and federal govt will continue to collect PIT (except in Quebec). following 2001- Alberta proceeded to say their tax system is different than everyone elses-they went with a proportional income tax with one exemption A-Equalization: (1982) - Purpose from constitution act to ensure provincial govt have sufficient revenue to provide reasonable comparable levels of public services at reasonably comparable levels of taxation ex. P.E.I less than 200,000 people, they would not be able to fund all the necessary social programs and payments if it wasnt for this help and payment. How does equalization work? 2006 Fiscal capacity measures the ability of a provinces ability to raise revenues from each of 33 revenue services, assuming province has average tax rates. (Revenue sources: sales taxes, income taxes, fuel tax, insurance premiums, property taxes, etc.) Standard measures average fiscal capacity of 5 middle income province (Ontario, Quebec, Manitoba, Sask, BC) oil is excluded from standard For each source we compare the capacity vs. the standard (done per capita basis) for each revenue source. If your province falls below standard you get so many $ per person. In 2006 only Ont. And Albt. are have provinces(receive no equalization payments) 2006 standard bring provinces up to 95% of national average (for revenue spending). There were also provisions to prevent large fluctuations from year to year. Notice: Quebec has over 50% of total transfer(Largest recipient)PEI has most $/citizens Total transfer in 2005-06 is 10, 900 Total transfer in 2010-11 is 14, 372 Issues with the program in 2006: 1) Federal program and $ are paid out of general federal tax revenue taxes collected in provinces from the taxpayers. This means there is a large redistribution occurring. 2) 3) Oil revenues are included. Oil prices can fluctuate dramatically and province revenue also fluctuates. Increases in price of oil can increase fiscal capacity of provinces in standard and cause increase of equalization for all. Decrease in price will increase equalization to oil-producers and decrease standard and decrease equalization for all. This is why provinces with oil revenue are not included in standard income (provinces making up the standard). When provinces (Newfoundland) develops off-shore oil resources which increase oil revenues every 1$ increase in oil revenue will decrease equalization by 1 $ 100% tax on oil development. feds come up with agreement called Atlantic Accords as a side deal to encourage offshore oil (govt says they wont tax at 100%). This side deal caused other provinces to want deals too. (I.e. Sask with the potash industry, BC with the property taxes). This caused the government to set up commission to talk about the future of the program. (2007 OBrian) 2007: OBrian Commission-results in changes to equalization in 2007 fed budge, there are many provs not happy with this scheme caused change Federal budget introduced the following changes. I. II. III. IV. 10-province standard instead of 5. 50% of all natural resource revenue will be excluded in the determination of fiscal capacity. Cap on payment to ensure that have not provinces are not better off then have provinces Provincial capacity determined on basis of 5 revenue services(not 33) Personal income tax, business income tax, consumption tax, property tax, natural resource revenue. V. Atlantic Accord continues in Nova Scotia and NFLD or if option into new system guarantees get at least same payments -have provinves-ont, albt, sometimes BC and Saskatchewanhave not provs-the rest; recend trends have seen ont become a have-not prov and NFLD become a have B-Major Transfers: based on population (so big provinces are better of, i.e. Ont has 45% of pop therefore they get approx.. 85% of funds). Includes transfers such as: health, education, and welfare spending by the provinces. Used to create vertical imbalance Pre 1977: feds transfer $ to provinces for health, post secondary education, and social assistance(welfare) -Health 50/50 split between feds and the provinces.(cost sharing) transfer in cash -Education(PSE) 50/50 splittransfer in cash with some tax point transfers. transfer of tax room -Welfare 50/50 split transfer in cash agreement called Canada assistance plan (CAP) Why did change occur? -provs are unhappy with conditions because there are few rules on the rise of the $ -ex. Healthcare spending in some areas=not eligible; welfareno residency requirement -feds impose conditions-feds can punish provinces financially if they do not follow conditions budgeting so unpredictable -healthonly spend on certain itemsfed $ could not be spend on home care -welfare00>based on need and no residency requirements 1977: - Established Program Financing (EPF) is created which joins health and PSE dollar amounts in last year of 50/50 sharing into lump sum, unconditional grant. Provs have no obligation to spend it on anything; Welfare continues under CAP (50/50 split) -Tax points-value of 1% of PIT in provinces. Meaning feds will decrease income tax rate by X% and provinces will increase personal income tax by X%; No tax rate change (for us) but now the provinces collect the tax instead of the feds; Tax points become provinces own source of revenue 1977-1982: -tax points value grows as economy and taxable income grows; value of cash increases at GDP growth total transfer is sum of the two --Total Transfer = Cash + Value of Tax Points 1982: -Significant change to system (unilateral decision by the federal govt); Cash component becomes residual, means total transfer increase is capped at GDP growth + population growth --Total Transfer(capped) = Cash(amt $ feds will send you) + Value Tax Points(increase as tax base increases) 1983-1994: -Feds are fighting deficits -1983 EPF growth capped at 6% overall Cap was lowered for the next 7 years, by 1990 growth capped at (GDP growth = 3%), this means the population would have to grow faster then 3% (not going to happen) -1990 the feds announce the freeze of EPF until 1994 -Probem-Total(no change)=tax points (increase) + cash (decrease) - there will be no change in the total amount transferred, this means that there is Cash To Zero and tax points are provs revenues. If cash goes to zero provs can say that feds cant punish them because they dont give them any cash -to provs only cash matters because tax points belong to provs 1980-1990: -CAP is still 50/50 split -In 1980s uncontrolled growth of welfare in ONT (annual average 16% per year) -In 1990 feds unilaterally impose cap on CAP where they limit increases in the payment to 5% per year in Ontario, Alberta, and BC -Increase in federal costs to support program at a time when the feds were fighting deficits -Early 1990s recession hit Ontarios manufacturing sector hardover 2 years ONT welfare cases triple and with cap on CAP the feds share on welfare payments decreased to 28%(from 50%) big blow to Ontarios govt -Bob Rae speech declared that they were going to put their needs ahead of any other provinces Ontario is first 1995: -EPF + CAP are combined into the Canadian Health and Social Transfer (CHST) Same rules as EPF (50/50 cost sharing is gone) -now just one transferbeginning of decreases in the overall transfers to provinces Key question here is do tax points count as a transfer in an on-going basis? -Feds say yesProvinces say no (only cash matters) -Feds included tax point in transfer, but they are provincially owned taxes now, the feds dont control these anymore. -Major transfers. -Early 1990s (EPF) and mid 1990s (CHST) frozen -formula total=cash + tax point value -what happens if total transfer is frozen or declining -as economic growth increases tax point value -so cash payments decrease -1984-canada health act-has to be publicly administered, gave feds no leverage in Quebec and Ontario -1988 put floor on cash payments of 12.5 billion; feds begin to run surpluses so total payments to provinces under CHST increase, slow at first then significant -2003-1st minster accord-increase CHST of 16 BILL over 5 years for health care reform(increase access and decrease wait times) -2004-CHST divided into 2 components (% before split) -Canada health transfer (CHT) 62% only grew 6% -Canada social transfer (CST) 38% only grew 3% -2005-early learning and childhood care (ELCC) amount of 5Bill over 5 years -2006-resind ELCC and replace with the child tax credit- 100/mo for parents with kids <6 years old -2006-federal budget provides 3.3 bill for trusts-part post secondary edu, affordable housing, northern affordable housing, off reserve aboriginal housing, public transit infrastructure -2007-restructures CST to provide equal per capita $ to provinces (Ontario got a little less than others) 3%/annum -promise to do same for CHT by 2013-14no province will suffer a decrease Social Context -demographic change -inequality -poverty 1. Change -demographic Demographic change can create/alter demand for social programs(ex. women in labor force leads to ntl childcare policy) -demographic trendsincrease in fertility and decrease in mortality -baby boom(1946-1966)-aging population-greater demand for CPP and healthcare(90% of healthcare spending in last 2 years of life), retiring in 2011 -dependency ration=dependents/workers 2. Inequality(Income Distribution) 1- the 1%-richest 1% in country, indicator of extreme wealth, avg income for 1% risen to average $1.5million dollars in USA 2- the gini coefficient-gini=A/(A+B)a higher gini means higher inequality -mid 1990s (US = .371; Can=.287; finland=.224) -**Key takeaway:those countries who rely heavily on taxes for redistribution have higher income ineuquality than those countries that rely on transfers for redistribution 3. Poverty Questions 1.what do we mean by poverty? -income (depending on family type) attempt to define amt of dollars needed; what does need mean? -food clothing shelter(FCS)? FCS and fully participate in society? What does FCS mean (1bdr, or a box) 2.public attitude?-people think we should help poor(most Canadians do) but dislike public policy (welfare) 3.victim or responsible?-affects attitudes of citizens; how people see the poor; why are people poor? Econ, political, socal, helath? multiple causes so one policy probably wont work 4.policy response?-what kind is appropriategenerally single response is to give $ but multiple reasons why in poverty, implies thinking of multiple poverty responsespassive(send check ex. Welfare) or aggressive(get at cause, create policies) How well off are we? 1-GDP per capita-one of the best ways to tell, tells us something about level of income but -no distinal consideration (ignores income distribution) -focused on dollars primarilydifferent things make you well off 2-Multi dimensional measures -happiness(self-reported); UN&World bank report multi-dimensional GDP/capita, edu, health, & gender equality Poverty Incidence -germany has the least inequality/less labor market inequalities -both tax and transfer matter in reducing inequality; which in more important? -in terms of redistribution, countries vary a great deal in whether they rely on taxes or transfers to do this. -Poverty Measure:-No official measure in Canadalarge number of measures showing different picture of who/how severe poverty is 1-absolute (food-how much) )measure cost of basket of goods 2-relative (based on income distribution 3-Levels-subsistence (what is minimally acceptable) vs. creditability (you should have what other people have of the same kind) vs. full inclusion (whatever standard we set for being in poverty, should allow you to be able to participate in social activities) Low income cut-offs(LICO)-stats Canada -relative measure to level of social inclusion meant to provide one perspective on poverty -can be measured before tax (LICO-IBT) or after tax (LICO-IAT) -how many Canadian families spend a share of pretax (post-tax) on food clothing and shelter that is at least 20% higher than the average Canadian family of the same size and living in the same broad community size? -estimate % of pretax(post-tax) income spent on food clothing and shelter on average by Canadian families and somewhat arbitrarily add 20% points to them =36.2%(avg for Canadians)+20%(mark up)=56.2%; if spend 56.2% of pre/post tax income on FCS then in poverty for family of 3 -adjusted up and down for familty size(7 different family sizes) based on economies of scale in living cost -5 broad community sizes(assumes harder to live in areas with bigger pop, doesnt make sense but persists) -35 pre tax LICOs; 35 post tax LICOsif comparing pre-tax and post-tax LICO it shows the gap grows the richer you get because you pay more taxes Market Basket Measure(MBM) (ARTS BEST POVERTY MEAURE) -measure of disposable income- based on Adam Smiths notion from a wealth of nations of necessaries which are not only the commodities indispensible necessary for support of life, but whatsoever the custom renders it indecent for creditable people, even of the lowers order, to be without -absolute measure of costs of providing basket of goods and services with 5 major components food, clothing/footwear, shelter, transportation, other goods/services -use disposable income available for consumption Retirement Income System -Plan: Value of 32 Billion 1) Direct Transfers (OAS, GIS, SPA)-provide some guaranteed living standard for the older generation (ran by feds) 2) Occupational pension (publically regulated)-associated with work-only role govt plays is via regulation -defined benefit-ties pension to final years salary(liability of employers) -defined contribution-depends on how the money you put in does when it is invested(liability on employee) 3) Tax assistance (fed and provs)value of 40 BillionRRSP, tax deferraldoes not stimulate savings(savings=very inelastic) 4) CPP (feds) value of 38 Billion/yr-mandatory contribution plan deferral of current earnings to retirement, PAYGO, benefits are funded by current taxation 5) pay as you go vs. fully funded-tending to move towards a bigger reserve -World Bank 1996 1st pillar-(OAS, GIS, SPA in Canada) -provide basic min guaranteed standard of living to seniors; flat rate benefit; financed by general tax revenue 2nd pillar- (CPP in Canada) -mandatory contributory public pension plan; fully funded scheme; defined contribution; privately managed; financed by specific payroll tax 3rd pillar-(RRSP in Canada) -voluntary version of #2 1) Direct Transfers -Old Age Security (OAS) -paid on a monthly basis to those 65+ who lived in Canada for at least 10 years -full amount of benefit if lived in Canada 40+ years -if from another country, with social security agreement with Canada, can receive 50 OAS -Max pension (dec 2011) is $537.97/month therefore $6456/yearavg of 498.22/wk -benefits are funded out of general tax revenue -benefits are fully indexed quarterly(adjust w/ inflation) -if income is greater than $67,668 will start to payback at rate of 15% benefit OAS benefit will disappear at income greater than $110,123 -paid on individual basis -subject to PIT -CONCERNS: 1-COSTS-with aging population cost of program increases to approx. 80 billion by 2030 2-HORIZONTAL INEQUITY-regarded as horizontally inequitable if family income not individual income; might be relevant basis of comparison -Family A Person Family B 65,000 1 115,00 65,000 2 15,000 130,000 Family 130,000 -Family A has no payback of OAS because they both earn 65,000. In family B, they will have their OAS fully paid back because person 1 earns 115,000. Important issue is how does family income divided among the family members? Family B is punished because of the unequal income division between the family. Back in 1995, the federal budget program aimed to eliminate this program and implement a senior program. This was unsuccessful and does not exist but what it tried to do it get rid of the discrepancies due to inequality in division of income in households. -Guaranteed income supplement (GIS) -benefit that is paid monthly to poorer seniors who registered to receive OAS but no other income -paid on basis of family income, excluding OAS; and status(makes this complicated) -not subject to PIT(unlike OAS) -benefit is reduced at the rate of 50%-->if a couple, it works out to same as previous rate, each individuals benefit is reduced to 25%/person(50%/family) -CONCERNS: -tax back rate too high? it is a high marginal tax rate on outside earningsprov supplements are modeled on GIS -Interaction with CPP which counts as outside income for GIS taxbacks if you take someone who is poor during the working life they will pay CPP tax and collect benefits when they retire/ GIS will be decreased at a rate of 50% and prov benefits further 50%. It is like 100% tax and makes the CPP benefit of little value to the poor because it replaces GIS benefits that poorer people would otherwise be entitled to. -Spouses allowance (SPA) -paid monthly those 60-64, NOT eligible for OAS who are spouse of GIS recipient, widow/widower of a would be GIS recipient, and who have lived in Canada 10+ years after age 18 -not taxable under PIT -benefit depends on family status and income -problem with this program -small, benefits a few hundred thousand senior citizens -welfare implications(if under 65 why not just apply for welfare?) -it has never been challenged under the charter of rights and freedoms in Canada TWO QUESTIONS ASSOCIATED WITH DIRECT TRANSFERS 1-Does the structure of benefits help to explain the poverty trends among seniors? -for couples low incidence (2-3%), and low depth -singles(women mostly)large incidence and depth -2002-single (65+ with no other source of income)OAS+GIS=11,677/year they tax -single 60-64(if spouse is dead)SPA=10,451/year -couple (both 65+)2(OAS) + GIS=18,934/year -couple (one 65+ one less than 65) OAS + GIS + SPA=18.934/year -LICO before tax in 2002 -single= $13000-19000couple=$16000-24000 -OAS/GIS payments become increasingly for women the older the age group the older you are the more likely you are going to outlive your savings 2-Why three separate programs? Why not just one? -Fed budget 1995 proposed to eliminate a number of these programs and combine them all into a single program call the Seniors benefit (this was a proposal, it was rejects and disappeared off the addenda completely, DOES NOT EXIST) when the govt of the day proposed this seniors benefit, they said wanted it to accomplish several principles -undiminished protection for less well off seniors -continuation of full indexation of benefits -provision of OAS component on basis of family income -greater progressivity in benefits by family income -control of program costs-switch was expected to save $20 billion by 2050 -how did govt plan to achieve this? -proposed combined OAS, GIS + 2 fed NRTC into a single monthly benefit paid to all 65+ called the senior benefit (proposed to start in 2001) and give those 65+ by then the choice to go with new system (SB) or stay with old system -fully indexed and not subject to PITstructure vs. old system Benefits according to the government -most seniors and 90% single women made better off with senior benefit added new $ -reduce long term cost of OAS by $10 billion- result of assumption(that seniors real incomes will increase over time) -eliminate discrimination across families Flaws: -all you did was throw more money at it, none of the problems of old system have disappeared; program is not well targeted which was brough up by national womens groups; still have highest tax back rate in the poorest 2) Occupational Pensions (RPPs) -associated with working for a employer sponsored pension; both employee and employer contribute; treated like RRSP under personal income -two types -defined benefit-contribution by employees defined by years of service; money is invested but paid as a function of final salaryrisk born by employers -defined contribution-defined by contribution and invested and when you retire there is a pool of funds that you get to allocate over your retirement- risk borne by employees -it was hoped with expansion in coverage and generosity of occupational plans would ease burden of public system -what actually happened -In 80s only 36% of workers covered decreased by 2000 to only 25% -since 2000 significant switch from more generous DB to less generous DC pensions, moving risk 3) Tax Incentives -govt tax assistance to encourage retirement savings -1-NRTC-reduces amount of tax you owe directly -NRTC for CPP contributions at rate 15% (lowest fed) -2-NRTC for first $2000 of pension income worth about $400 -3-NRTC for simply being 65+registered retire savings plan (RRSP)-income tested and decrease at rate of 15% on more than $33,000 and eliminated at $55,000full value in excess of $10,000. NRTC will only reduce your owning to zero; it does not help these people much because they dont have much to eliminate -tax deduction when you save in this form plus offers non tax on return on savings -does tax withdrawals meant to transition from high tax year(working) to low tax year (retirement) -age of contribution 35-54 observe two parent families -Registered Retirement Savings Plan (RRSP)-2003 6 million Canadians contributed 27.6 billonly 9% available roomavg. contribution is $4500 and median contribution is $2600men=62% of total contributioncontributions tend to rise as income rises -Tax Deferral Scheme i-years earnings max contribution is 18% of years earnings up to $22,000 ii-pension adjustment based on contribution to employer sponsored occupational plans iii-if no contribution has been made in awhile you can put in a lot more if you havent in a while carry forward unused contribution room from the past -the return earned on your contributions will remain untaxed until it is withdrawn. -the value of the tax savings is going to be the amount of the contribution times the marginal tax ratesthe higher marginal tax bracket you are in the higher tax savings you experience -workearn enough to contribute $10,000 at tax rate 40%, deduction saves you $4,000 -retirementwithdraw $10,000 with lower income till tax rate 20%, pay $2,000 in taxdefer money till later date -1986-2003-top 20% of earners had incomes $123,000 go to $170,000 -RRSP contribution went from $8,000$11,500; bottom 20s saw earnings stagnate at avg. $25,000 -RRSP contributions approx $1,100 -take single moms -top 20% contribution 36004800 -bottom 20% went from 300-200 -issues with RRPSs -1-fairnessshould the tax break be a deduction of NRTC, Dart doesnt think its an issue because the poor dont contribute that much -2-increase to elasticity of saving quite small; change in interest rate doest change saving that much -Tax Free Savings Account (TFSA)-contribute up to $5,000/year, the return is not subject to PIT -withdrawal untaxed -carry forward any unused contributions -use these dollars for anything -RRSP your saving out of pre tax income -TFSAcomes out of income Ive already paid taxes on 4) Canada Pension Plan -compulsory, contributory, social insurance scheme, initiated in 1966 and paid 1st full pension in 1971 -funded by a pay roll tax, paid evenly by employees and employers -pays defined benefit with MAX amt defined as 25% of average industrial wage -pay as you go (PAYGO) scheme means most of contributions are used to pay current benefits -CPP investment fund meant to hold 2 years worth of benefits -at peak in early 90s held $40 bill in assets, by time of reform held only $33 bill -means benefits paid > contributionsrunning down size of fund, going broke -fund invests in long-term prov securities at fed ratefed rate is low so fund is not earning very high rate of return; with high returns throughout the 80s and early 90s; fund performance well below the market; payroll taxes need to be raised to make up for poor fund performanceKEY: in 1995 this fund is declining and generating lower returns than it should(needs) -Structure of CPP prior to 1996-payroll tax=5.6% of pensionable earning, split even between employer and employee(self employed pay full 5.6%) -pensionable earnings=years max pensionable earnings(YMPE) minus (-) years basic exemption (YBE) -YMPE=$35400 -YBE=$3500dont pay contribution on first $3,500 of earnings -usually about 10% -MAX contribution is $1786/yearfor employee is $893/yr -pension is 25% of pensionable earnings over last 3 years of work multiplied by avg lifetime earnings ratio. They look at lifetime earnings because people could take a part time job in last 3 years which would skew earnings. On flip side they could contribute less throughout life if they dont have higher paying jobs and they invented something right before retirement -MAX pension is $727/month or $8,725/year -can retire as early as age 60 but benefits decrease by .5% for every month early(standard retirement=65) -can retire as late as 70 and pension is increased at rate .5% per month for every month till 65 Other Benefits 1-lump sum death benefit with a max payout of $3540 2-survivor benefits paid to surviving spouse, max payout is 435/month if spouse 65+, max is 400/month is spouse is <65 3-orphans benefits paid on behalf of children(<18) of deceased, flat rate of $164/month/child 4-disability benefits pays $326/month as flat rate benefit plus pay earnings related benefit up to $545/month-plus orphan benefit -cost of CPP 721.8 bill(1996) where 70% was on retirement; 20% unrelated to retirement CPP(1996): Cost and intergenerational (IG) transfer issues: Problems 1-financing is regressivepoor pay higher % of income in tax than do rick; b/c payroll tax(ATR is decreasing as income increase) 2-nature of funding may affect firms hiring decision(incentives)-skew work to existing employees(overtime) rather than new hires where they will pay more CPP 3-increased cost of peripheral programs(in particular disability)grown to %B or 25% of total cost -death benefit, survivor benefits and disability benefitsdeath benefit still required? -survivor benefits are legitimate and justified b/c decreased has earned entitlement via contributions -disability benefits necessary? other programs to benefit disabled, especially workers compensation benefits (WCB)WCB-will pay 90% of post tax earnings or 75% of pretax earnings -benefits are stacked one on other and can have disability income > earnings -transfer disability component of CPP to other programs; integrate CPP and WCB DI benefits to lower overall benefit 4-existence of GIS makes CPP of little value to working poor -Key Issues A. COSTS-in a pay as you go scheme the contribution rate necessary to fund benefits depends on the relative size of the retiree cohort versus the size of the working cohort(payees). Keep in mind the CPP was made in 1966 so the working class was baby boom w/ less retirees(working cohort>retiree cohort)); this meant low tax rate; however entering a reverse scenario 1996 2030 Workers Retirees Contribution rate Larger Small Low (5.5%) Small (relative to amount of Large (baby boom retires) High (14.2%) retirees -CPP legislation done 25 years in advance, private forecasts suggest 17-18%-->is this sustainable? -when the plan was created in 1966, the prediction was that the rates would stabilize at 5.5% -Why the Difference (2 factors)-the difference between 14.2 and 5.5 is 8.7% -forecasting: 1-Economics: forecast a certain real growth rate at x%; turns out to be much lower than expected, 1970s oil shock lead to price increases and 2 recessions meant lower growth therefore contributions to the plan will be lower than expected; accounts for 2.2% of 8.7% 2-Demographic: there were aware the baby boomer generation and made predictions of mortality and fertility; turns out both mortality and fertility decrease faster than expected (fewer births=fewer worker=less contributions); accounts for 2.6% of 8.7% difference -political choice: 3-politicians and governments decided over the years to increase benefits without increasing contributions to fund fully those benefits; pushes the cost onto future taxpayers-2.4% of 8.7% 4-in 1975 the CPP created the disability component and set benefits that were not justified by the contribution rate increase that accompanied introduction; this accounts for 1.5% -together the 8.7% difference is caused by forecasting and political choicecreated programs that used deficit spending to finance them, there was not an increase in tax meaning burden is put on later generation B-intergenerational transfer: inherent in pay as you go scheme; let us track from birth the benefit/contribution ratio -in 1996 pension benefit was about 8,700$/ year the amount of money these retirees contributed to the pension plan would have resulted in pension of about 1,800$/yearmeaning retirement is subsidized CPP Reform Principles -CPP was a key pillar in Canadas retirement system and was worth saving -Should be fair across generations and between genders -CPP affordable for future generations, essentially fully funding of investment fund(rate no higher than 10.1%) -CPP investment funds should be able to invest freely in the best interests of plan members -CPP is affirmed as an earning related program and should not become a redistribution one (redistribution is job of direct transfers) -disability and survivors benefirts are important, but should not be allowed to jeopardize retirement pension -Future benefit increase must be fully funded (contributions(taxes) must increase if the benefit increases) Reform proposals -primary purpose to create a steady state rate(SSR) of contribution to get to quickly and remain stable for foreseeable future(level of benefits paid, return of investment, how quickly you move to SSR) -one scenario put out(not used): a 10% decrease in benefits, a real rate of return of 3.8% and an increase to the steady state rate in 6 years. SSR of 10.1% -workers pay more now (6 years ago to 9.9%) so they pay less later (14.2%) What did Govt Actually do? -no change in retirement age -minor changes to disability programs -no DE indexation; all benefits remain fully indexted -MAX death benfit decreased to $2500 and frozen at that level -contribution rate increase to 9.9% over 5-6 years and remain there forever -years basic exemption (YBE) frozen at 3500 & Years max pensionable earnings(YPME) indexed to wage growth -reserve fund increase from 2 to 5 years worth of benefits by the growing tax base(move toward a more FF pension) -reserve fund is allowed to invest freely and significantly increase rate of return on those assets; provs can borrow from fund but at the market rate Reform and impact -increase the contribution rate led to .5% decrease -the sroty about being allowed to freely invest decreased steady state 1% -freeze YBE decrease steady state investment rate 1.4% -changes to disability rules decrease the steady state to .44% -pension based on previous 5 years decreased .44% -survivor changes decrease .15% -chagne to death benefit decrease .14% -Internal rate of return fell from 6.2% in 1940s to 2.1 in 2000 -for everybody born from 1940-1990 we end up paying more and net benefit from these changes in actually negative BENEFIT MAX/MO Retirement 987 Disability 1185 Survivor (CGS) 544 Survivor (GST 592 Orphans 225 Other Issues to be dealt with in the future 1)Partial Pensionspeople work while theyre retired, should we allow someone to collect partial pension? 2)Credit Splittingbenefits designed when more women did not work outside the home (1960s), if theres a marriage break down/divorce, there should be mandatory credit splitting 3)CPP coveragecurrently covers earning up to effectively the average industrial wage, should it cover further? 4)Standing of EI and CPPto be reviewed Fully Funded vs. Paygo (1996 World bank review of pension) -all nations should have 3 pillars in the retirement system -pillar 1: Guaranteed minimum standard of living (OAS, GIS) -Pillar 2: Everyone should have a privately managed, fully dunded mandaroty pension(not CPP)* Chile -Pillar 3: Voluntary version to allow supplementation of benefits (2) (RRSP) -world bank compares the merits of a privately managed, fully-funded scheme, to a publically managed, Pay As You Go scheme -creates a false dichonomy(2 dimension) -2 Dimensions -nature of management (public vs. private) -extent of funding (paygo vs. fully funding) 7 Arguments the world bank makes 1)argues that a privately managed fully funded scheme more likely to increase a countrys savings in the long run, increased investment, increase productivity and increased growthbetter for economic growth -reason in private mangement and competition among managers yields a higher rate of return -dart believes paygo scheme(small investment fund) can also be privately managed as the CPP is and can therefore earn the same rate of return -key is size of asset pool(FF>PAYGO), not rate of return Clearly: fully funded scheme will have larger assets and therefore bigger impact on growth 2)privately managed fully funded schemes have little impact on labor markets relative to PAYGO -both schemes require a tax that distorts incentives and create DWL -difference between the two -in PAYGOtax rate depends on size of working cohort vs. retired cohort; basically here the tax rate varies (DWL varies as square of tax rate); boomers working=low tax rate; boomers retiring=high tax rate labor -in FFeach person, each generation funds their own retirement, so no need for tax rate changes 3)Fully Funded schemes less likely to be captured by govt because they are privately managed; capture in Canada refers low returns prior to 1996 because provinces were allowed to borrow money from fund at low rate which is a form of capture 4)intergenerational transfers(IGT) are inherent in PAYGO schemes and avoided in fully funded schemes -PAYGO-currently working pay benefits of currently retired -FF-each person funds own retirement -true(cant be IGT) if you start you pension system anew; if convert from PAYGO to FF then someone must pay for PAYGO benefit(intergenerational transfer) plus own retirement 5)FF schemes are criticized because they do not protect the working poor, those whose careers are interrupted (ex. Motherhood, ill) and PT workers -why dont they protect these? Because they have very little to contribute; so they are entitled to very little -reactions: a-truecoiuld include elements of redistribution in the design of programs -problem: you could begin to break this quire stong link between contributions and benefits and as you do that you begin to lose the advantage of superior performance of capital rights and item1,2 b-who cares?-->job of pillar 1minimum standard of living 6)private management raises a number of regulatory issues -ex. Standards of fund managers (how are they overseen), the security of investments, the nature of fees, the nature of information disclosure, etc. 7)most important in terms of the difference between FF and PAYGOwho bears the risk -PAYGO public-defined benefit schemes-risk is held by company or govt (risk borne by society as a whole) -FF-these tend to be defined contribution schemes and risk is largely held by the individual Raises Question: WHAT IS THE ROLE OF GOVERNMENT AS GUARANTOR? -hyper inflation destroyed private wealth, all about risk and who bears itwhy lots of countries are going to PAYGO UI/EI -pree 1996-98 -problems -reform discussion -creation of EI -success? Benefits of UIregular (70%), maternity, parental leave, sickness, special fisherman Active L market -soft assistance-how to behave in a job interview, how to develop a business plan -training -incentives-support your return to certain education programs with cash and extended benefits, etc. EI postal code lottery The current problem with EI is that it is a postal code lottery, The higher the unemployment rate where you live the less you have to work to get it and the longer you can collect benefits. The principle at work is the regional benefits component or variable entrance requirements. Pre 1996: structure a-Eligibilityhow long must work for eligibility depends on unemployment rate (u) in region and how long you have worked -if U>13% need to work 12 weeks -if U<6%-->need to work 20 weeks -one week is 15+ hrs a week b-benefit levelfor most workers is 55% of insured earnings over the period of workmax in 96 was 420$/week -if income <27,000 can collect 60% of insured earnings c-durationdepends on how long did you work and U rate in region(regional benefits componant) -1st 26 weeks of work each generate 1 week of benefits -next 26 weeks of work each 2 weeks generate one week of benefits -add 2 or 3 weeks for each 1% U rate > 6% -overall max is 45 weeks d-financing-employees pay at rate of $3.00 per $100 of insurable earningsemployers pay $4.2 per $100 of insurable earnings; in total a payroll tax of 7.2%; insurable earnings are max of $42,380 e-tax treatment (PIT)contributions eligible for NRTC; any benefits are treated as income; if income > 63570 begin payback UI benefits up to rate of 30% Problemsa-focus on both insurance and redistribution means UI does neither well b-existence of UI encourages layoffs rather than work reductions for all c-cross-subsidization across industries because premiums not experience-rated -premium paid related to likelihood and size of claim -in UI all workers attract same premium 1986-90benefit/contribution (ag 3.58, forestry 6.17, mining .94, finance .51) d-inter-provincial subsidization-how much you get in benefits for every dollar you contributethe Maritimes are subsidized the most because of the importance of seasonal jobs; Ontario could have paid less and still funded themselves -BC 1.22 -alta .87 -ont .58 -QC 1.28 e-affects employment practices of firms, workers earning over 42,380 can work more with no extra tax; disincentive to new hiring b/c no premium if < 15 hrs of work there is a tendency to staff with a few fulltime people and many at less than 15 hrs f-UI generates dependence at three levels -for workers issue of repeat usage on regular basis -for communities w/ few jobs, jobs are shared so all eligible for UI -for govts is transfer dependency -Where govt recognizes UI benefits as important income source in prov and does little to promote economic development and FYFT jobs g-workers may refuse extra week of work if decreases benefit -work 12 weeks at $500/wk earn $6000 -benefit=6000(.55)/12=275/wk -work extra week but only earn 2006200 -benefit=6200(.55)/13=262/wk -gain 200 -lose 13 weeks; 40 weeks; $520 h-inequities due to regional benefits -vertical-person 1-works 40 years; loses jobs; works in low U region; and can collect benefits for (26+13+1)=40 -person 2-works 18 weeks; 1st job; high UI area; can collect 45 weeks -horizonatal-identical twins-live in different regions-person in high UI area gets longer 45 weeks, person in low UI gets nothings Federal Motivation for Reform -balance insurance and redistribution maintained -dependency and repeat usage introduce bit of experience rating on benefit side -hiring incentives re firms -refusal of extra work -decrease cost by 2bill and shift to greater focus on active L market Two Views -Insurance-unemployment is contingency to be insured against; workers and firms will tailor their behavior to the structure of the system; unemployment is a result of choice; leads to labor market inefficiency; reformreturn to pure insurance, this would tighten eligibility(workforce attachment would be strengthened), no regional benefits; premiums experience rated; other functions should be delivered elsewheredarts favorite -Redistribution-U is result of failure of govt and corporations to provide full employment (U as victims); financing and benefits of U scheme should be progressive; reformprogressivity increasing, corporate premiums be based on target U rate; other functions should be delivered elsewhere 3 Royal Commissions -Mid 1980s no income or little income should be GAIif work and earn income but low income should be some form of supplementUI should be separate but integrated program and should be based on pure insurance 1-Macdonald2-Forget-two things were interesting about this; UI should be annualized(benefits collected for 50 weeks); emphasized two skills(literacy and numeracy) 3-House-newfoundland royal commission Actual Reform 1-Change the measurement unitconvert weeks(15+hrs) into an hours based measurement, where week now is 35 hrseligibiilty old=12 (20)weeks; eligibility new=420(700) hrsevery hour counts and draws premiumsignificant impact on who is eligible 2-repeat user penaltiesintroduce some experience rating on benefit sideregular replacement rate is 55%, but look back 5 years at claim historyfamilies with income <27,000 are exemptpayback of benefits rules for higher incomesincome level where payback begins in decreased from 63,570 to 48,750MAX payback increased from 30% to 100% for those who claimed >120 weeks in last 5 years 3-Minimum Divisor Rulemeant to deal with the refusal of extra week of workcalculate benefit based on MIN amount work required and equivalent of 2 weeks (70hrs)before work 12 weeks and earn 6000; avg earnings are 500 benefit is 275NOW divide total earnings by min amount of work required plus 2 weeks (12+2)benefit =6000/14=235if extra 2 week at less that 500/week benefit will increaseuse the larger of the two (actual weeks vs. min divisor rule)makes some people ineligible 4-redistributioneliminate rule that families with <27,000 have 60% replacement rate; instead bring in a new family supplement that is tied to the amount of child benefit received by the family; replacement rate as high as 80% 5-other changesYMIE decreased from 42,380 to 39,000 (decrease tax base); premium tax rate for employees decreased from 3% to 2.95% and continues to decrease; if income <2000 in year premiums refunded; new entrants and returnees to work force (after 2 years out) require 910 hours of work regardless of U rate, Premium refund for small businesses: allowed to earn 25% of weekly benefit of $50 whichever is greater Reform Assesments -1998 Reportlooked at 36 month period (18 before/after reform); savings 2 bill (about due to reform, due to economic growth); claims decreased by 14% overall; repeat claims decrease 13%; family supplement well targeted -2000 Report(over 1999) claims decrease further 9%; MIN divisor rule workingonly 2% of claims involve MIN divisor work requirement; family supplements working(2/3 paid to women); **repeat user penalties are having increasingly significant impact on benefits aid to frequent userslargest impact in QC and Atlantic provs; benefit repayment increased 45% in terms of # of clai______? and increased 70% in amount paid back -2001elimination of intensity rules; elimination of benefit repayment rules for repeat users; income >40750 payback 30%; new entrants and re entrants need 910 hrs; for reentrants look back period is increased from 2 to 4 yrs; dart is cynical because they eliminated pubic policy that was working Exam format -Sect A-6 terms at 5 pts each -Sect B-2-3 Qs -No policy analysis etc. but econ and social context is fair game -Focus on retirement income and EI/UI
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