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Abstract 

At the time of writing, Canada was faced with significant government debts owed 

to foreigners. Bond raten, that assess the creditworthiness of Canadian bonds, 

affect the viability and costs of Canadian borrowing. During the analysis of 

bonds. raters analyze data including interest rates, inflation, currency value and 

govemment debt levels. As a result, the Canadian govemment is encouraged to 

conform to the concerns of bond raters: lowered ratings increase borrowing 

costs. In this study, the author analyzed correlation between Unemployment 

Insurance benefits spending (yearly) and bond ratings between 1971 and 1989. 

The findings revealed a strong negative statistical correlation: as U. I. benefits 

spending increased, bond ratings for Canada decreased. The results 

encouraged further research on the influences of bond raters on Unemployment 

Insurance and other social welfare programs. The concern is that foreign 

intermediaries, such as bond raters, are influencing policy to the detriment of 

Canadians- 
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An Analysis of the Reports of Moody's Investment Sewices Concerning Canada 

1971 -1 989: Understanding the Relationship between Unemployment lnsurance 

and the Ranking of Canadian Bonds. 

Chapter One 

Introduction 

In 1990, Riches and Ternowetsky examined Unemployment lnsurance (U.I.) 

amidst economic changes: new technologies and trade arrangements; as well as 

increasing temporary, service-sector and part-time employment. They found that U.I., 

rather than alleviating poverty and improving incomes, hurriedly forced workers to seek 

new jobs through low benefits and strict rules of eligibility. The authors implored social 

workers to protect Canadian workers by examining employment, changes to 

Unemployment Insurance and concomitant neoconservative authorities. In 1988 Leslie 

Pal analyzed the extent to which changes to Unemployment Insurance reflected 

economic class interests. She compared yearly recommendations of worken' and 

employers' groups with actual changes to the coverage, eligibility, financing, benefits 

and administration of Unemployment Insurance. Among her conclusions were that no 

significant correlations existed between either workers' or owner's demands and 

changes to U.I. Whereas Pal examined various representatives of the owning class, 

this study will examine one segment whose influence and prominence has grown since 

the 1970s: bond raters. 



When some governments borrowed, bonds were issued. With bonds were 

intermediaries known as bond raters who monitored the issuer and assessed 

creditworthiness. Authors such as Tremblay (1 996) have indicated that governments 

and bond raters influenced each other: government policies influenced bond ratings 

and governments altered policies according to bond ratings. At the time of writing, no 

published research existed on bond raters and the Unemployment Insurance. Social 

workers should examine potential influences to Unemployment Insurance programs 

embodying collective responsibility and comrnunitarian values. 

This study will provide a brief history outlining the origin and furiction of bond raters. 

It will also examine any associative relationship between Canadian Unemployment 

Insurance beneffls spending and the Canadian Bond Indices of Moody's Investors 

Services between 1971 and 1989. Although bond raters insisted that ratings 

correlated with main economic indicators such as inflation and interest rates, the 

prediction is that levels of U.I. benefits spending are also relevant. The broader 

concern is the govemment of Canada borrows money involving intermediaries and 

individualism: higher ratings are issued for reductions in Unemployment Insurance. 

Another concern is that bond raters, purveyors of information to owners, may affect the 

nature of Unemployment Insurance: how Canada supports its workers may be strongly 

influenced by handmaidens to the wealthy. Panitch (1977) indicated that to remain 

effective, the state must appear autonomous or independent of the owners' interests. 

If, however, the interests are obfuscated through a complicated and seemingly neutral 

third party, then past supporters, such as the Chamber of Commerce, may have new 

SUCCeSSOTS. 



This study will provide social workers with a better understanding of bond raters, 

ameliorative methods of government finance and basis for further research. This 

chapter will serve as an outline for the remaining. It will be organized into the following: 

1) what is to be studied; 2) why it is to be studied; 3) how is this study relevant to social 

work; 4) what is the significance of the research; 5) literature review; 6) methodology 

and; 7) outline of the remaining chapters. 

1) What is to be studied? 

This thesis will examine existing printed information including Moody's Investor 

Services Canadian Bond lndices (CBI) for the yean 1971 through 1989. The Canadian 

Bond Indices (Moody's Investor Services, 1 971 -1 989). presented as a decimal (eg. 

1.66), will be compared with yearly benefits spending for Unemployment Insurance 

(U I BPI). Other variables will be examined including the following: Consumer Price 

Index (annual average all-items indexes, Statistics Canada), Prime Business Loan 

lnterest Rates (Chartered Bank Administered Interest Rates, Bank of Canada), 

CanadianlAmerican Dollar Exchange Rates (Foreign Weekly Exchange Rates, United 

States Federal Reserve Statistical Release) and Canadian Net Public Debt as a 

Percentage of Gross Domestic Product (Cat. Nos. 13-201 and 13-214, Statistics 

Canada). The strength of the correlation between CBI and the other variables will be 

compared with the CBllUlBPl correlation. The goal is to determine if an associative 

relationship exists between changes to U.1. benefits spending and the Canadian Bond 

lndices between 1971 and 1989. 



2) Why it is to be Studied? 

Unemployment lnsurance in Canada, although to be defined later, was a 

combination of policies and practices that ameliorated the lives of many Canadians. 

Through income supports, the wages and spending power of workers would continue 

through employment disruptions. Unemployment lnsurance also represented an 

attempt for a more compassionate society through collective responsibility. Influences 

or inhibitors to Unemployment lnsurance should interest social workers. For example, 

if bond raters were able to influence Unemployment Insurance, then social workers 

should understand bond raters' influences and motives. Bond raters existed, to many, 

as seemingly benign and capable authorities that protected the interests of all 

Canadians. However, if favorable bond ratings correlated with reductions in 

Unemployment Insurance benefits spending, then further research may demonstrate 

that bond raters do not support the interests of the unemployed or under-employed in 

Canada. 

Social workers must understand if any associative relationship exists between 

Unemployment lnsurance benefits spending and the Canadian Bond Indices. 

Uncovering such a relationship will allow further research into the exact influences of 

bond raters over government and Unemployment Insurance. If, for example, the 

government of Canada is enticed by bond raters to reduce social programs, then 

Canadians might have shifted @icy making to foreign intermediaries. 



3) Relevance to Social Wok: The Canadian Unemployment Insurance 

Although more detail will be presented in later chapters. Unemployment lnsurance 

has been challenged, redefined and reduced. For example, the benefit requirements 

for Unemployment lnsurance had become increasingly stringent in the 1990s so that 

fewer and fewer people were eligible for support. Unemployment lnsurance was 

increasingly viewed as a tool to chastise the unemployed rather than alleviate poverty 

and recessions. Social workers must examine and prevent disruptions to the 

embodiments of collective responsibility. Further. social workers must be actively 

involved in defining the role of govemment. 

4) The Significance of the Research. 

a) Practical Significance- The research will increase awareness among social workers 

of govemment financial management in Canada: an area often overlooked during policy 

analysis among the profession. 

b) Policy Significance- The research will encourage further inquiry into alternate 

methods of government finance. In addition, it is meant as a starting point to analyze 

bond raters and policy making. The research is also meant to help prevent further 

erosion of the Canadian Unemployment Insurance. Concerning Unemployment 

Insurance, the study will offer support for alleviating poverty through adequate income 

continuity rather than enforcing work ethics through lowered benefits and stricter 

entitlement requirements. 



5) Literature Review 

The following literature review will present a number of theories and models 

underlying the study. Firstly, institutional and residual social welfare shall be presented 

and compared. Alongside will be presented the concepts of social need, individual 

need, want, relative poverty and absolute poverty. Secondly, Conflict Theory will be 

examined. During the first part of the Conflict Theory section, a framework for 

interpreting interactions between owners, workers, the state and Unemployment 

lnsurance will be presented. During the second part, pressures on the Unemployment 

Insurance will be examined. In particular, bond raters as inhibitors of the 

Unemployment lnsurance will be introduced. 

Institutional and Residual Social Welfare 

McGilly (1 993) indicated that social policy often involves different approaches. In 

the following research, two predominant approaches underlying social policy emerged. 

The first, institutional social welfare, was one that routinely dealt with the foreseeable 

mischances of life, such as unemployment, rather than simply reacting to problems. 

Collective responsibility was necessary to ensure that all people lived with dignity and 

equity. The second, residual soda1 welfare, emphasized that societal problems were 

infrequent and the responsibility of the individual, family or non-government 

organizations such as the church. Furthermore, people should rely on the marketplace 

and employment in come, rather than government and social programs. The latter 

approach created social policy to repair damage after it had happened and the former 

anticipated in an attempt to prevent problems. 



Underlying the institutional and residual approaches of social welfare were the 

concepts of individual versus social need. The debate on social versus individual need 

considered whether poverty should be drawn in absolute terms, measurable according 

to some objective criterion, or relatively, in accordance with broadly accepted standards 

such as average income or standard of living in the country. The understanding of 

poverty, including its causes and its effects, helped to define the responses to poverty. 

For example, the definitions of poverty and of social need outlined which conditions 

require action by government and which remained the responsibility of the individual. 

Further, Worsthome identified the notions of absolute poverty and residual social 

welfare in the following: 

... According to this way of looking at society, poverty is any standard of 
life which falls below that of the average ... If that is how Professor 
Townsend wishes to use the term he is obviously at liberty to do so. But 
where I take issue with him is in his assumption that poverty so described 
should provoke moral outrage. To my way of thinking, poverty can be 
morally outrageous only if its condition contravenes some absolute 
yardstick as to what is morally acceptable. To feed the hungry and clothe 
the naked- those are categorical social imperatives. So long as poverty 
is understood in terms of such absolute deprivations, there is an 
unequivocal obligation on society to abolish it. But once it moves into the 
area of relative deprivation, then such simple human reactions of 
condemnation born of compassion become less mandatory; indeed not 
mandatory at all. (Kaminski, 1994. p.23) 

Worsthome had suggested that a social need, or one that should be provided for in a 

collective manner, occurred when an individual was starving or experienced nakedness 

according to some objective criteria. Otherwise needs were individual responsibilities 

and the society, as well as the state, should not be concerned. A distinction was also 



made between needs as the essentials and wants as the rewards of society (Kaminski, 

Worsthome, Titmuss and Townsend agreed with the notion of social need. In 

contrast, for Titmuss the scope and range of social needs, or those to be provided for 

by society (the state), were far more generous (Kaminski, 1994). For example, 

Townsend offered his explanation of relative rather than absolute poverty: 

Poverty can be defined objectively and applied consistently only in terns 
of the concept of relative deprivation ... The term is understood objectively 
rather than subjectively. Individuals, families and groups in the population 
can be said to be in poverty when they lack the resources to obtain the 
types of diets, participate in the activities and have the living conditions 
and amenities which are customary, or at least widely encouraged or 
approved, in the societies to which they belong. Their resources are so 
seriously below those of the average individual or family that they are, in 
effect, excluded from ordinary living patterns, customs and activities. 
(Kaminski, 1994, p.26) 

In addition, Titmuss identified a broader notion of need as embodied in relative poverty 

and institutional social welfare: 

All odlectively provided services are deliberately designed to meet certain 
socially recognized needs; they are manifestations, first, of society's will to 
survive as an organic whole and, secondly, of the expressed wish of all 
people to assist the sunrival of some people. Needs may therefore be 
thought of as social and individual; as interdependent mutually related 
essentials for the continued existence of the part and the whole. No 
complete division between the two is conceptually possible; the shading of 
the one into the other changes over the life of all societies; it changes with 
time over the cycle of needs of the individual and the family; and it 
depends on prevailing notions of what constitutes a need and in what 
circumstances; and to what extent, if at all, such needs, when recognized, 
should be met in the interests of the individual andlor society. (Kaminski, 
1994, p.23) 



As a result, Titmuss believed that social spending should provide more than poor relief 

and sanitation (Kaminski, 1994). Ifistead, a multitude of heterogeneous activities 

should be available that would include the following: 

... The social services, organized and administered by central, regional 
and local authorities (and including grants to voluntary agencies ...) and 
primary and secondary education, the National health services, social 
security payments, local authority housing and so forth ... The Canadian 
equivalent to some of these might be welfare and other forms of social 
assistance, the educational system, our Provincial health insurance 
systems, old age pensions, CPP, El and regional housing. (Kaminski, 
1994, p.25) 

The notions of individual and social need affected the formation and delivery of 

social welfare. Furthermore, they determined whether the focus of social welfare would 

be universal or selective in nature. Universal social welfare attempted to provide 

services, income or benefits to all whom met straightforward personal criteria 

regardless of income levels. A good example was the Canadian Family Allowances 

that provided a monthly payment to all Canadian mothers regardless of income level. 

Universal social welfare also included everyone in society so that benefits could be 

provided in a non-stigmatizing manner. Universal social welfare defined social need 

very broadly. For example, in the case of the Family Allowances, it was the 

responsibility of society to provide for Canada's children regardless of mothers' 

incomes. In contrast, selective or residual social welfare provided sewices, income or 

benefits only to people with low incomes or according to other strict criteria. In a 

selective program, a decision was made as to whether or not an individual was eligible 

to receive benefits. A program that had benefit levels dependent solely on income was 

called a means-tested program: the higher the recipients' means or income, the lower 



the benefits and vice versa. Some programs went further and assessed needs as well 

as means. In other words, benefits were scaled to the differences between identified 

needs and the ability to meet those needs. Such programs were called needs-tested 

programs. Other programs were those based upon contributions. Contributory 

programs usually protected against the loss of income and required contributions to be 

eligible for benefits (McGilly, 1993). 

Social need and concomitant Canadian government programs had changed 

dramatically since 1900. Although more will be presented in later chapters, the 

following encapsulates Canadian social welfare in the twentieth century. In the a) 

formation phase, beginning in the 1930s, the size and importance of welfare programs 

increased through the years after World War Two. During this time Old Age Assistance 

(1 927), Unemployment Insurance (1 940). Family Allowances (1 944) and Medicare 

(1 946) were created. In the b) universal phase, during the 1960s and 1970s, welfare 

programs expanded. During this phase, the benefits and sewices offered by welfare 

programs increased ranging from medical services covered under Medicare to the size 

of the Family Allowances. In the c) residual or selective phase, during the 1970s, 

1980s and 1990s, welfare programs began to decrease and disappear. The last phase 

was characterized by increased opposition to direct government intervention, collective 

responsibility and universality. During the last phase, the resurgence of residualism or 

seledivlty in social welfare included the following: the erosion of welfare benefit levels, 

heightened surveillance of beneficiaries, work incentives for the employable, revision of 

employment insurance, the elimination of Family Allowances and the introduction of the 



Child Tax Credit (McGilly, 1994). In the last phase, opponents of Unemployment 

Insurance echoed the following. 

One of the biggest defects in the present industrial policy of Canadian 
government is precisely the absence of an adequate system to help, 
support, induce and (to some extent) force workers to adjust to ... changing 
economic cirwmstances. The failure of our existing enormous transfer 
system to accomplish this task satisfactorily is indeed a serious 
condemnation of that system (Riches, 1990, p. I 10). 

Conflict Theory 

As Panitch (1977) observed, an analysis of Canadian social welfare required a class 

perspective. Underlying this analysis was the separation of society into owners and 

workers. The owners, who comprised a small minority, owned or controlled most 

factors of production within society: liquid assets such as money, fixed assets such as 

buildings. machinery and natural resources. Owners attempted to increase their 

wealth through the collection of profits. The workers, as a group, did not possess 

appreciable amounts of liquid or fixed assets. As a result most workers sought 

employment income. The two classes conflicted: owners sought further accumulation 

through lower labour costs and workers sought greater amounts of wealth. 

Involved in this class conflict was the state. Panitch (1 977) defined the state as, 

... Not merely the government, far less than the central government. The 
state is a complex of institutions, including government, but also including 
the bureaucracy (embodied in the civil service as well as in public 
corporations central banks, regulatory commissions, etc.), the military, the 
judiciary, representative assemblies and (vely importantly for 
Canada) ... subcentral levels of government, that is, provincial executives, 
legislatures, and bureaucracies and municipal governmental institutions. 
(Panitch, 1977, p.6) 



The state's role in the class struggle was to promote the owners' accumulation and 

social stabilw. The state was required, however, to maintain autonomy from the 

owning class to be effective. That is, if the workers perceived that the state was acting 

directly upon the owners' interests, then social unrest might have occurred. Therefore, 

the state acted on the behest of owners. 

Clement (1 977) indicated that a relationship existed between owners and the 

Canadian state. In fact, he argued that the owning class depended upon the capitalist 

state. Writing in the Wealth of Nations, Adam Smith echoed, 

It is only under the shelter of the civil magistrate that the owners of that 
valuable property, which is acquired by the labour of many years, or 
perhaps of many successive generations, can sleep a single night in 
security. ..The acquisition of valuable and extensive property, therefore, 
necessarily requires the establishment of a civil government. (Clement, 
1977, p.226) 

Furthermore, Clement (1 977) put forward that the owning class influenced or controlled 

the state in many ways. Firstly, there were many personal ties between the owning 

class and the state through kinship, marriages, friendships or fraternities. Secondly, 

many members of government held positions in enterprises of the owning class. 

Thirdly, members of the owning class regularly provided input to advisory councils of 

the state. Fourthly, members of the owning class contributed to the financing of political 

parties. Fifthly, the owning class was able to move its capital and employment out of 

countries that did not create favoura ble policies. 



Despite the generalities offered, conflict theory considered empirically-given 

circumstances of a society. While Marx may have offered a method of analysis, an 

understanding of the state required contextual and historical facts. For example, 

The point here is that the extent to which a government effectively 
controls the power of the state, indeed even the extent to which it can 
speak authoritatively in the name of the state, will depend on the balance 
of forces within the various institutions of the state, such as the 
bureaucracy, the judiciary, and the military in terms of the classes they 
represent and the values they hold. This will determine how far 
governmental power is circumscribed by state power (Panitch, 1977, p.7). 

Panitch (1 977) asserted that the methods by which the state supported profneering, 

maintained social harmony and used coercive force depended largely upon historical 

circumstances. One aim of this study is to include bond raters in the historical analysis 

of class conflict. 

Conflict Theory: Unemployment Insurance, Accumulation and Social Stability 

Although a more complete description of Unemployment Insurance will follow in 

Chapter Two, the following will examine some pressures underlying Canadian social 

program policy and development. Conflict theory recognized two main pressures on 

Unemployment Insurance: a) worker pressure for expansion and b) owner pressure for 

contraction. Research is needed to determine whether or not bond raters exerted 

pressure for contraction. Social workers must understand pressures for contraction in 

order to promote Unemployment Insurance, equity and equality in Canada. 



Part One: Pressures for Expansion 

Conflict theorists such as Finkel (1 977) and Panitch (1 977) have argued that 

Canadian Unemployment Insurance was the result of agitated and collected efforts of 

the working class. Events such as the Winnipeg General Strike, Regina Riots and the 

founding of the CCF demonstrated the growing cohesiveness and desperation of 

workers. Canadian workers, the agricultural class and the trade union movement 

began to demand the collective provision of services and benefits. With the end of 

World War Two, workers demanded state intervention to prevent poverty and 

unemployment that had devastated during the Depression (1 930s). 

As a result, the owners begrudgingly conceded and Unemployment Insurance 

began to appear. 

The municipalities' supposed profligacy with relief was not the result of 
control of the lower levels of government by benevolent individuals glad to 
open up the public purse to those experiencing hard times. Rather it was 
the result of wellorganized and generally Communist led campaign of the 
unemployed workers in the major municipalities. Supported by trade 
unionists, the massed unemployed presented the specter of a revolt of the 
workers to the frightened pillars of communities in charge of municipal 
councils (Fin kel. 1 977. p.35 1 ). 

Programs, such as Unemployment Insurance. were viewed as necessaly to reduce 

public outrage. After the Winnipeg General Strike (1 919). many owners realized that 

accumulation must be curbed to preserve social stability. 

Iron-Heel Bennett also recognized that repression alone might not be 
sufficient to preserve the existing system against the threat of 
socialism .. A good deal of pruning is sometimes necessary to save a tree 
and it be would well for us in Canada to remember that there is 
considerable pruning to be done if we are to preserve the fabric of the 
capitalist system (Finkel, 1977, p.351). 



For example, the Bennett New Deal (1 935) introduced legislation for Unemployment 

Insurance, minimum wage standards, maximums for weekly work hours and an 

increased public works program. 

The sentiment in the New Deal was echoed in other reports, commissions and 

movements within Canada. For example, the Purvis Report 1938, otherwise known as 

the National Employment Commission, recommended greater govemment involvement 

in the economy, poverty and unemployment. Purvis, while recommending a 

coordinated attack on unemployment, suggested the following: unemployment 

insurance, a national network of labour exchanges, expanded vocational training 

programs as well as a comprehensive govemment housing policy. The report meant to 

invigorate govemment with unemployment. In addition, a report of the RowellSirois 

Commission, released in 1940, called for comprehensive social programs administered 

under a federal govemment. Acting upon ideas found in his book lndustry and 

Humanity 1918, Mackenzie King convinced many owners that introducing govemment- 

supported social programs, such as Unemployment Insurance, would prevent societal 

disruptions. Furthermore, the White Paper on Employment and lncome 7945 

advocated state management of the economy and prevention of widespread 

unemployment. Providing employment income during periods of economic slowdown 

was suggested (Fin kel, 1977). 

Pressures for Contraction 

In the 1970s, stagflation, declining oil prices and profit uncertainty caused many to 

rethink the govemment role in the economy and Unemployment Insurance. As inflation 



increased in the early 1970s, owners exerted pressure on govemment to create an 

environment that was more conducive to profit. Owners, such as Conrad Black or Paul 

Desmarais, were more interested in rescuing profits and low inflation rather than 

contributing to Unemployment Insurance through taxation. This combined with other 

policies, such as raising interest rates, led to a growth of govemment debt. 

However, the growth in government spending was never more than a 
minor contributor to increasing deficits and the fifth debt wave. The 
primary cause of the increase in deficit financing since the mid 1970s was 
the decline in total tax revenues relative to the size of the economy ... The 
first tax strategy that created conditions to growth of the debt was a 
package of reductions in the effective corporate income tax rate, which 
was intended primarily to apply to manufacturing and processing firms, 
but which was eventually extended to other sectors. (Gillespie, 1996, 
~ 1 5 )  

Eventually the debt became a problem requiring reductions to govemment spending, 

increases in govemment revenues or combinations thereof. Unfortunately for the 

workers, the owners were not interested in the increasing of government revenues 

through higher taxation. Beginning in the 1970s, Canadians were told that 

Unemployment Insurance and notions of universality must be reduced (Gillespie, 1996; 

Reid, 1996). 

Economists such as Fortin (1 996) and Gillespie (1 996) have indicated that social 

program reductions were not inevitable. To be outlined in later chapters, policy choices 

such as reducing taxation to upper income earners, targeting low inflation, maintaining 

tight monetary policies, dismantling currency mobility restrictions, maintaining high 

deficits and entering into free trade agreements have resulted in sizable Canadian 

govemment debts. It is from the debts that many opponents of Unemployment 



Insurance launched a campaign to reduce expectations of Canadians. For example. 

authors such as Francis (1 994) and Porter (1 991) argued that the fiscal health of 

Canada relied on significant reductions to Unemployment Insurance. Further it was 

alleged that money spent on programs such as Unemployment lnsurance and Family 

Allowances was ruinous both to the competitiveness and independence of Canadians. 

In contrast, Fortin implored social policy analysts to examine the true nature of 

Canadian debt and effects resulting therefrom. In addition, although authors such as 

Francis and Porter were obvious enemies to Unemployment Insurance, it was urged 

that others might operate surreptitiously. Others were promoting new definitions of 

society and government: ones that included greater individual responsibility; and 

definitions that promoted acceptance rather than hostility to government reductions. 

Currency traders, bond raters, central banken and investment fund managers were 

among those that Fortin had suggested required further investigation. 

Authors such as Kerans (1990) indicated that conflict theory provided insight into the 

contemporary relationship between owners and Unemployment Insurance. Throughout 

the 1950s to 1970s. owners offered qualified support for U.I. For example, despite 

concerns about dependency and indolence inducements, UI was viewed as a program 

to promote social stability and consumer demand through income cantinulty. U.I. also 

allowed various owners to retain trained workers during periodic layoffs. However, 

beginning in the 19709, owners' support for U.I. waned. In particular, owners viewed 

Unemployment Insurance as creating extensive Canadian frictional unemployment. 

'...which arises when people who have U.I. to fall back on tend to look longer for a new 

job, or to stay in an area where they have the least chance of securing stable 



employmenr (Kerans, 1990, p.54). As a result, needed workers were unavailable to 

the detriment of the production and profit of ownen. Owners, therefore, favoured 

reductions to Unemployment Insurance to enhance profits. In other words, with fewer 

income supports or safety nets, Canadian workers would be compelled to accept jobs in 

any regions, industries and wagdevels. Furthermore, a reduced U. I. program would 

also result in fewer program costs for which the owners were partly responsible. To 

emphasize, Unemployment Insurance was transformed from a program that alleviated 

poverty and recessions to one that reinforced the work ethic and wage earnings. 

Two key assumptions underlying the majonty report were that 
unemployment insurance had been too generous and was in fact 
contributing to high rates of unemployment, and that changes needed to 
be made to the program to reassert the work ethic as a central organizing 
principle in society. The elimination of extended regional benefits, the 
introduction of annualization and measures aimed at returning the 
unemployed to the work force through increasing their mobility and 
training were advanced as reform pdicies (Riches, 1990, p.l I 1  ). 

6) Methodology 

The following will outline the methodology of the study. In particular, questions will 

be answered such as the following: why has Moody's been chosen, why examine 

Canadian Bond Indices between 1971 and 1989, why focus on Unemployment 

Insurance, how to identtfy changes to Unemployment Insurance benefits spending, how 

other variables have been identified and how to interprete relationships between the 

variables. 



Why Examine Moody's Investment Services? 

Moody's Investor Services was examined for numerous reasons. As will be 

presented in Chapter Three, Moody's provided ratings for Canada, as a whole, in the 

Canadian Bond Indices. The indices were numerical representations of the 

creditworthiness of Canadian bonds - high creditworthiness was represented by high 

numerical bond ratings or indices. In addlion, Moody's identified major predictor 

variables for the Canadian Bond lndices between 1971 and 1989. For example, 

Moody's identified that interest rates, inflation, debt levels and exchange rates had 

significant effects upon Canadian bond ratings. Without identifying and comparing the 

other variables, it would be difficult to determine if a relationship existed between 

Moody's Canadian Bond lndices and changes to Unemployment Insurance benefits 

spending. 

Why have the Canadian Bond lndices between 1971 and 1989 been selected? 

The reasons that 16 years of ratings had been selected were numerous. Firstly, 

Moody's Canadian Bond Indices were first issued in 1971. Secondly, after 1989, 

Moody's altered its data collection and reporting concerning Canada: the Canadian 

Bond Indices were changed to the Canadian Sovereign Reports. Thirdly, between 

1971 and 1989, three yearly Canadian Bond Indices were unavailable. During 1982, 

1984 and 1986, the Canadian Bond lndices were unavailable due to revisions arising 

out of appeals. The result was that only 16 years of data was available for a 

comparison of the Canadian Bond lndices and Unemployment Insurance benefits 



spending. In order to control sampling biases, all 16 years will be examined (Weinbach 

& Grinnei, 1998). 

Why focus on Unemployment Insurance? 

So that the study remained relevant to Canadian social work, bond ratings were 

analyzed according to their relationship to collective systems of addressing human 

need. However, studying all Canadian social programs was far too complicated: a 

litany of programs existed with provincial variations thereof. In order to minimize 

complexity, a nationally provided income support program, Unemployment Insurance, 

became the subject of study. 

Social work, through its mission to help people respond to loss and change, as well 

as to bring about beneficial change (CASW Code of Ethics, 1995), should examine 

unemployment and concomitant programs. The stress and poverty caused by 

unemployment affects Canadians and their families. When people lose a job, they also 

lose, 

1 ) income and often become poverty stricken 2) access to opportunities 3) 
unafforable possession 4) social identrty 5 ) status 6) a sense of self-worth 
7) a work world separate from their home world 8) friendship with 
coworkers and 9) an imposed time structure ( Temowetsky, 1990, p.317). 

Furthermore, unemployment contributes to increased likelihood of family breakdown, 

wife battering, child abuse, criminal acts, stress, admissions to mental hospitals and 

suicides (Ternowesky, 1990). Social workers, as a profession, must attempt to remedy 

unemployment and improve concomitant programs. 



Social workers are charged with a heavy responsibility. Into their care 
come people who immediate problems could be greatly alleviated by the 
reintroduction of paid work into their daily lives. It is beyond the power of 
social workers to provide employment, but it is not beyond their reach to 
promote supportive, power enhancing service in the short term, and to 
lobby as a professional unit in the long term for economic policies that will 
uitimately result in employment for those who want it. To do any less is to 
turn our backs both on the people we purport to assist and on ourselves, 
for not one of us is immune to this twentieth century epidemic (Riches 8 
Temowetsky, 1990. p. I 5). 

How to Identify Changes to Benefits Spending in Unemployment lnsurance 

(Predictor Variable)? 

Shortly after then end of every calendar year, auditors at Unemployment lnsurance 

tabulated the amount provided to claimaints in the form of program benefits. Beneffis 

included the direct payments to claimaints, in the form of monthly income replacement, 

payments made as the result of appeals, unreturned overpayments and interest on 

underpayments. Benefits did not include Unemployment Insurance administration 

costs, retraining initiatives and other cost-shared job creation programs. Several 

authors including Weiss (1 993) had adjusted the yearly Unemployment Insurance 

benefits spending levels according to inflation (CPI, CANSIM 9957) and unemployment 

levels (U.I., Yearly Canadian Unemployment Levels, RG10887). For this study. the 

yearly Unemployment Insurance benefits spending levels were adjusted to a 197 1 

baseline for inflation and unemployment levels. 



How Were Other Variables Identified? 

In order to determine the relationship between Unemployment Insurance and 

Canadian Bond Indices of Moody's Investor Services, it was helpful to compare other 

variables. Analysts within the Moody's Investment Services offered four major 

predictor variables of Moody's Canadian Bond lndices between 1971 and 1989: 

inflation, public debt levels, interest rates and currency exchange rates. Other tertiary 

influences upon bond ratings included the following: unemployment levels, quality of life 

indicators, indicators of political stability, taxation levels, trade balances, social 

spending, social program development and relative gross domestic product. With 

regards to the tertiary influences on bond rating, Moody's insisted that these factors 

were considered periodically. In contrast, the four main indicators of bond ratings were 

considered regularly. As the influences of the tertiary factors were random, little could 

be done aside from holding the effects as constant (Moody's Investor Services, 1998). 

According to analysts at Moody's. the data sources were the following. 1) Public 

Debt Levels - representing yearly net public debt as a percentage of Canadian gross 

domestic product. The source of the information was Statistics Canada, Catalog 

Numbers 1 3-201 and 1 3-21 4. The debt is calculated according to the budgetary 

balance and modified accrual basis of accounting: govemment revenues are subtracted 

from liabilities at the time incurred, regardless of when the cash transfer is made. In 

addition, the budgetary balance includes only those activities over which the 

government maintains legislative control. For example, at the end of the calendar year, 

govemment auditors compared revenues and liabilities including the following: 

transactions on loans, federal employees' pension accounts, personal income tax 



collections. corporate income tax collections, employment insurance premium 

revenues, net goods and services tax collections, general excises, subsidies, payments 

to Crown corporations, transfers to persons, transfers to other levels of government as 

well as operating and capital expenditures. 

2) Inflation- representing a yearly-averaged all items index with a 1992 baseline. 

The source of the information was Statistics Canada, CANSIM, Matrix 9957. The 

consumer price index provides a general measure of the cost of living in Canada. 

Through the monthly CPI, Statistics Canada monitors the retail prices of approximately 

600 goods and sewices including food, shelter, furniture, clothing, transportation and 

recreation. Yearly averaged prices are measures against a base year. The rate of 

increase, a measure of general inflation, is reported as the percentage increase in the 

index over the previous 12 months. 

3) Interest Rates- representing the chartered bank administered interest rates, 

prime business loans monthly mid-point average. The source of the infomation was 

the Bank of Canada, Department of Monetary and Financial Analysis. Prime business 

loans are those reserved for the lowest- risk customers of the chartered banks. Based 

upon the Bank of Canada's operating band, a half a percentage point range of short 

term interest rate loans to commercial banks, prime business loan rates are set daily by 

commercial banks. The averages of the rates are used to produce a daily prime 

business loan rate. The one day interest rates at the mid point of every month is 

averaged for the calendar year: an average yearly prime business loans. In other 

words, the yearly prime business loan rate is the average of all commercial prime rates 

measured at the mid point of every month for 12 consecutive months. 



4) Exchange Rates- representing the foreign exchange rate of the Canadian dollar 

compared with the American dollar based upon the monthly average of weekly rates. 

The source of the information was the Governors of the Federal Reserve System, 

Federal Reserve Statistical Release, Washington D.C. The weekly exchange rate 

represents the market price for currency driven by demand. Currencies are traded on 

the foreign exchange markets. Similar to the stock market, buyers bid on currencies 

and, conversely, sellers offer prices. If a buyer and seller agree on a currency price. 

then the currency is traded for a number of units of another currency. The amount or 

ratio for which the unit of one currency is traded for another represents the exchange 

rate. The trading prices of these deals are averaged and presented by the currency 

exchange markets. The daily averages are averaged into monthly and yearly indexes. 

Interpreting a relationship between Canadian Bond Indices and U.I. benefits 

spending? 

In order to determine if a correlation or associative relationship existed between 

changes to Unemployment Insurance benefits spending and Canadian Bond Indices, 

the statistical tool SPSS was employed. In particular, parametric, multivariate tests 

were used including Correlation and Regression. More information on the selection and 

application of the aforementioned will be contained in Chapter Four. 



7) The Outline of the Remaining Chapters 

Chapter Two will further examine Unemployment Insurance. Included will be 

changes to Unemployment Insurance such as rules of eligibility, maximum duration of 

benefits, methods of calculating insurable income and percentages of cornpensable 

insurable income. 

Chapter Three will provide descriptions of government borrowing, bond raters, 

international finance and resulting implications to Canadian social programs. A 

historical examination of government debt financing will reveal that bond raters are one 

method, among many, of providing money to offset government spending or borrowing. 

In particular, the following will be examined: the transformation of the Canadian taxation 

system, a shift in govemment borrowing practices and Canada's monetary policy. It will 

be put forward that the aforementioned contributed to the Canadians debts and bonds 

as well as the use of bond raters. In particular, Moody's Investor Services and the 

Canadian Bond Indices will be examined. 

Chapter Four will provide the wmparison of the Canadian Bond indices with 

changes to Unemployment Insurance. The wmparison will involve a consideration of 

other predictor variables such as inflation, currency, interest rates, government debt 

and deficits. Any relationships will be subject to statistical significance tests. Chapter 

Four will also outline the implications and recommendations of the study. In particular, 

the implications for government borrowing, Unemployment lnsurance and the social 

work profession will be noted. Further areas of research will also be suggested. 



Chapter Two: Unemployment Insurance in Canada 

Unemployment Insurance (U.I.) 

In 1942. Sir William Beveridge listed five obstructions to social progress. Idleness 

was considered the largest of the problems and the most important to alleviate. In 

Canada. unemployment has been a formidable and persistent problem. 

Unemployment has been low in Canada for only a few short periods in the 
last 60 years: in the late 1920s through the 1940s and for a very brief 
period in the 1960s (Guest, 1990, p. 34). 

The following will provide a brief history of unemployment, full employment and related 

government programs. 

Beveridge (1960) defined full employment as a situation in which the number of 

available jobs surpassed available workers. Approximate full employment in Canada 

has only been experienced twice in history: .05% during World War One (1 914-1 91 8) 

and .03% during World War Two (1 939-1 945) (Temowetsky & Riches. 1990, p.34). 

During this time, national government planning ensured that all resources. including 

labour, remained productive. During most other periods in Canadian history, 

unemployment levels have remained significantly higher: above 5 per cent under John 

Diefenbaker in 1963, above 7.1 per cent in 1975, at 1 1.9 per cent in 1983 and above 

7.6 per cent under Mulroney in 1988 (Temowetsky and Riches. 1990, p.10-27). As 

unemployment rates began to increase over time, the responses to unemployment also 

increased. 



In 1882, the Canadian federal government began investigating industrial conditions. 

After hearing from nearly 1800 witnesses, it was determined that average working 

conditions were intolerable: long hours (sixty hours a week), low pay, unhealthy working 

conditions and chronic unemployment (Guest, 1997, p.25). Recommended was an 

insurance scheme to be available for workers whose employment had ended. Income 

supports were deemed necessary to prevent excessive disruptions associated with 

unemployment. Despite the findings, the Macdonald govemrnent would not implement 

any unemployment insurance for fear of infringing on provincial jurisdictions (Guest, 

1997). 

In 1896, Sir Herbert Brown Ames initiated a Montreal study of ordinary urban working 

conditions. A house to house survey gathered information on employment, income and 

living conditions. The study found that, 

As to the causes of poverty, chief among them is insufficient employment. 
Few are the families where nothing is earned, although there are such 
subsisting more or less worthily upon charity. Almost without exception 
each family has its wage earner, often more than one, and upon the 
regularity with which the wage earner secures employment depends the 
scale of living for the family (Guest, 1997, p.29). 

The research of Ames helped to redefine the causes of poverty from personal 

inadequacies to social and economic arrangements. Ames concluded that as society 

caused poverty, society should also help to combat poverty. A number of govemrnent 

sponsored programs were suggested including winter works programs, higher 

standards for housing construction and income supports for the unemployed (Guest, 

1997). 



Prior to World War One. assistance to Canadians was provided on an emergency 

basis by municipalities or by private charities. Most common was assistance-inkind 

such as grocery hampers, second hand clothing and orders for fuel. Very little cash 

was provided as poverty was seen as the result of personal inadequacies such as 

laziness or hedonism. Furthermore, any cash provided was based upon the English 

Poor Law's less eligibility. 

While not given formal recognition in Canada, the principle of less 
eligibility pervaded the administration of public assistance to the poor from 
the outset, resulting in meager subsistence-level handouts, which for long- 
term dependencies become a threat to the health of the individual and 
families assisted (Guest. 1997. p.38). 

As long as the aforementioned definitions of poverty prevailed, only limited approaches 

to social welfare were justified. It was later, during the 20th century, that redefining 

permitted the foundations of Unemployment Insurance (Guest, 1997). 

In 1919, the Royal commission on Industrial Relations examined labour problems in 

Canada. The Winnipeg General Strike of 191 9, for example, demonstrated that the 

government should intervene to protect workers and ensure wage continuity. Among 

its recommendations, the Commission suggested that the federal govemment should 

provide insurance to protect against income loss from unemployment. The Commission 

had determined that too much social unrest resulted from unemployment and the fear 

of unemployment. Guest (1997) insisted that during the early part of the 1900s, a shift 

in attitudes towards unemployment occurred: employment was seen increasingly as a 

social problem and not resulting fram individual laziness or indolence. As a result, the 



demands for a govemment system of unemployment insurance grew more numerous 

through to the 1930s (Guest, 1997). 

In 1935, the House of Commons passed the Employment and Social Insurance Act. 

The core of the act included unemployment insurance and employment exchanges. 

For example, after working a minimum number of weeks and contributing premiums, 

workers would become eligible for benefits worth up to 80 per cent of income. By this 

act, Canadians redefined unemployment as a social problem under the jurisdiction of 

the federal government rather than a personal problem under local jurisdiction. This act 

also recognized that the economy was culpable: firstly, economic recessions created 

large amounts of unemployment requiring insurance; and secondly, wages during 

growth periods were insufficient to permit savings for the recessions. Unfortunately, the 

govemment opposition, led my Mackenzie King, deemed the act beyond the 

jurisdictions of the federal government according to the BNA Act. It became clear that 

constitutional amendment must precede the introduction of federal social programs. A 

series of constitutional amendments would later allow legislation such as the U.I. Act 

(Guest, 1997). 

The 1940 U.I. Act prescribed a relatively straightfoolward role for Unemployment 

Insurance. Although U.I. was labeled a social insurance program, it was similar to 

private insurance. The program insured certain workers against temporary income loss 

arising from unemployment. U.I. was a limited measure that did not prevent 

unemployment but provided income protection. The insurance benefit was dependent 

upon past contributions. The fact that only certain workers were eligible was embodied 

in the following passage, 



Under employment insurance as regards (I), the contingency is loss of 
employment and the earnings therefrom. A person who is not normally in 
insurable employment to a substantial extent and within a recent period of 
time has nothing of substantial value to lose and cannot have an insurable 
interest. As regards (2). there must be a ready means of determining 
when an insured person is unemployed and whether he meets the 
minimum conditions for the receipt of benefit. (Unemployment lnsurance 
Act, in Santego, 1994, p.12) 

Unemployment Insurance was one program, of many, that concerned 

unemployment. Other programs included the following: job training, job search 

assistance, mobility allowances, job creation programs and incentives to employers to 

provide supplementary unemployment benefits. In addition, other policies also 

influenced unemployment in Canada including the following: fiscal policy, monetary 

policy, industrial policy, trade policy and regional development policies (McGilly, 1990). 

Unemployment was common in industrial societies. The reasons for 

unemployment were numerous. For example, in pursuit of increasing profits, 

corporations often discharged workers permanently or temporarily. Furthermore, 

economic cycles significantly influenced employment levels through changes in 

currency, inflation, interest rates, government spending, trade and gross national 

product. Other times, employees were discharged because of changes in spending 

habits, mismanagement of business affairs, labour disruptions, new technologies, 

competition, trade agreements or seasonal changes (Panitch, 1977). 

Although the Constitution A d  identified that employment and welfare matters 

were under provincial jurisdiction, Unemployment Insurance remained an exception. 

U.I. was a program concerned with employment and welfare, authorized by federal 



legislation and administered by a federally-appointed commission. Furthermore, it was 

heavily subsidized by federal revenues, without direct provincial involvement. The 

federal nature of Unemployment Insurance can be traced to the 1930s Depression. 

During the 1930s, only provincial and municipal relief programs for the indigent were 

available. Not designed for significant and prolonged bouts of unemployment, these 

programs were overwhelmed. One federal response was to create workcamps for the 

unemployed. However, continuing concerns with violence and social instability 

prompted further action. As a result the Unemployment Insurance Act was passed in 

1940, corning into effect in 1941 (Santego, 1 994). 

The original intent of Unemployment lnsurance was narrow, in fact the number of 

workers covered was low. It provided a replacement income to workers for whom 

unemployment was a serious risk. As a result government employees and teachers 

were not eligible for benefits because of their stable employment. As well, some highly 

seasonal occupations, such as fishing and logging, were also exempt from 

Unemployment Insurance. In fact, in 1941 less than half of the work force were eligible 

for benefits (McGilly, p.83, 1990). By 1971, reforms had increased the number of 

workers eligible for U.I. benefits. U.I. was extended to higher income earners, public 

sector employees, fisherpersons, loggers and virtually all other occupational 

classifications (Irving, 1 995). 

The amount of benefits provided by U.I. changed over time. U.I. provided 

continuity to workers' incomes and stabilized the consumption of goods and services. 

This, however, meant different things at different times. For example, amendments to 

the U.I. legislation in 1 970-71 reduced the amount of employment time necessary to 



qualify for benefits. In addition, with the introduction of extended benefits for regions of 

higher unemployment, the average length or duration of benefits also increased. The 

result was that the amount of benefits paid to unemployed workers increased 

dramatically after 1971. So significant were the increases that further amendments 

were made in 1976 to lengthen the qualifying periods and to link the duration of benefits 

to weeks worked (Irving, 1995). U.I. benefits levels from 1971 to 1989 will be outlined 

later in this chapter. 

Since 1940, U.I. benefits were related to the workers' insurable incomes. 

Insurable income referred to the salaries, wages or other income earned during the 

qualifying period. The qualifying period was the time during which a minimum amount 

of hours were worked, set by U.I., and a minimum amount of income was eamed. The 

amount of insurable income, that later determined the level of benefds received, was 

limited. In particular, after a certain maximum any additional income earned by the 

worker would not affect the amount of benefits received. A percentage of the amount of 

insurable income, based upon weekly calculations, was then paid in the form of U.I. 

benefits. For example, $1 000 of weekly insurable income at a benefit level of 55% 

would have yielded a U.I. benefit cheque of $550 for that week. In this manner, high 

income earners received more, up to a limit, than did low income earners (Irving, 1995). 

Also since 1940, the duration of benefits was related to the number of weeks 

worked in the previous year or since the last claim for benefits. After 1971, the duration 

of benefits was also affected by the regional unemployment rate. For example, benefits 

were extended in regions with higher unemployment. In addition, a waiting period for 

benefits, approximately two weeks, was introduced. Under Unemployment Insurance, 



benefits did not begin as soon as the worker was discharged from employment (Blake 8 

Keshen, 1 995). 

The financing of Unemployment Insurance had changed over time. At the 

beginning, from 1941 to 1971, the financing of Unemployment Insurance was shared 

between the employers, the employees and the federal government of Canada. Equal 

contributions were collected from employers and employees to which the federal 

government contributed another 20%. The contributions from all three sources were 

pooled into a fund that increased during periods of low unemployment and decreased 

during periods of high unemployment. Rather than increase contributions during high 

unemployment, the surpluses gathered during other times were used to offset the 

increasing costs. After 1970, the employers' contributions increased to 1.4 times as 

much as the employees'. Employees contributed a certain percentage of their incomes 

above a minimum and below a maximum. Depending upon the unemployment rate in a 

given year, the federal government was required to contribute to the financing of 

benefits. After 1989, the federal government no longer financed Unemployment 

Insurance cash benefts (McGilly, 1990). 

Pal (1 988) indicated that conflict theories offered viable explanations for 

Unemployment Insurance. In fact, U.I. significantly affected class interactions at the 

core of capitalism: employer/employee relations. To recapitulate, in the pursuit of 

profits owners would often suppress wages and discharge workers according to 

productive cycles. As a result, many workers would experience employment 

disruptions, unpredictable income stoppages and poverty. Workers would, in turn, seek 

alternative employment, or worse, protest. With a system of unemployment insurance, 



both classes would benefit: workers would be afforded income protection from the 

tyrannies of the marketplace while owners would be offered an increasingly docile 

reserve labour force (Pal, 1 988). 

For owners, U.I. offered methods of social control over workers. For example, 

although U.I. offered income supports during unemployment, workers were required to 

qualify for benefts. Those workers that could follow the rules would qualify for benefits 

while others were excluded. The responsibility for disentitled workers could be shifted 

from government since it was the workers that did not follow the rules. U.I. insidiously 

also legitimized wage labour and encouraged its existence. For example, with low 

benefits and waiting periods, workers often rethought the ordeal of applying for U.I. and 

instead remained on the job. Furthermore, other notions induding guaranteed annual 

incomes or socialist collectives could be rejected outright since U.I. already smoothed 

the wrinkles of capitalism (Pal, 1988). 

The advantage of such a system is that it enables the Government to 
satisfy its natural humanitarian impulses and at the same time to ensure 
that the excess labour supply shall be immediately available when 
required. U.I. is also sometimes seen as a mechanism, applied in concert 
with social assistance programs, for dividing working classes into 
deserving and undeserving segments (Pal, 1988, p.56). 

Pal (1988) stated that owners begrudgingly accepted U.I. in order to ameliorate 

worker discontent and insurgency associated with market fluctuations, income 

disruptions and unemployment. Furthermore, industries could discharge workers with 

greater confidence that they would remain available for recall: workers with U.I. income 

supports would less hurriedly relocate to other employers, industries and regions. 

However, Pal indicated that after 1971, owners could no longer tolerate the costs of 



U.I.: contributory costs or those related to the financing of the program; procedural 

costs or those related to employers' filing forms, providing information or maintaining 

files; and labour costs or those associated with workers becoming more militant as U.I. 

income supports reduced the tenors of unemployment. As shall be demonstrated in 

the following, subtle reductions and alterations to the program after 1 971 would affect 

U. I. benefits. 

Temowetsky and Riches (1990) indicated that rather than full employment, 

Canadian workers have been subject to falling wages, increasing unemployment, a 

growth in part time work and a growing division between higher and lower income 

earners. For example, in 1877, the average after-tax gap in incomes between the 

bottom 10 per cent of earners and the top 12 per cent was $99,869. By 1986, the gap 

had grown to $143.200 (Ternowetsky & Riches, 1990, p. 21). Furthermore. increasing 

unemployment rates do not capture the true nature of Canadian unemployment in the 

following areas: regional unemployment in the Maritimes, Territories and parts of 

Quebec; communities of the First Nations; women's undervalued or unpaid work; 

people who have stopped looking for work; and people who are underemployed in part 

time and poorly remunerated work. For example, unemployment rates on First Nations 

reserves often exceeded 90 per cent and the number of unofficially unemployed (those 

not included in statistics) exceeded 359,000 in 1987 (Temowetsky & Riches, 1990, 

p.24). 

In Canada, the nature of work or unemployment has changed dramatically since the 

mid 20th century. Increasing technology, corporate amalgamation and profp 

maximization have resulted in massive job displacements beginning in the 1970s. 



Layoffs were especially evident in 6rms employing 250 people or more despite high 

profitability. 

Through four years (1 981 to 1984) Imperial , Shell, Texaco and Gulf 
Canada reported profits of $5.6 billion while their work force fell by 6,907. 
This process of shedding staff while business activity increases and 
profits grow is an indication of the way the post-1 982 recovery is 
polarizing the economic status of different sectors. Big businesses no 
longer require as large a supply of labour (Temowetsky & Riches, 1990, 
p.27). 

Another labour transition since World War Two has been an increase in service as 

compared to goods-producing jobs. Service jobs would include industries such as 

transportation, trade, real-estate and personal services. Goods-producing jobs would 

include industries such as forestry, fishing, mining, manufacturing and construction. 

For example, between 1970 and 1985, service employment increased by 61 per cent 

while goods-producing employment increased by only 13 per cent (Temowetsky & 

Riches, 1 990, p.28). The increasing service employment had implications for 

Canadian workers: the rate of part-time employment in the service sector is triple that of 

the goods-producing sector; and average weekly eamings in services are 

approximately threequarters of earnings in goods-producing (Temowetsky & Riches, 

1990, p.29). The result of the employment transition was that more Canadians were 

unemployment, involuntarily underemployed (through part-time work), poorly paid, 

without benefits, non-unionized and without employment security (Guest.1990). 



Framing the Main Predictor Variable: Changes to U.I. 1971 to 1989 

The main predictor variable was the yearly Unemployment lnsurance benefits 

spending levels. The predictor variable represented the money actually distributed to 

recipients in the form of U.I. benefits and did not include other costs such as retraining 

or administration. Furthermore, in order to compare benefits spending over time, the 

rates were adjusted for inflation and unemployment levels. Rather than simply 

presenting the benefits spending levels, the following will outline major legislative 

changes and operating practices of Unemployment Insurance that affected benefits. 

The list of U.I. benefits spending levels between 1971 and 1989 will be presented at the 

end of the section. 

On June 1 7. 1 970, the Hon. Bryce Mackasey, Minister of Labour, introduced the 

White Paper on Unemployment Insurance in the House of Commons. The report 

advocated that U.I. should be comprehensive with benefits available to all workers. 

The report also suggested a wider range of benefits including for layoffs, sickness and 

pregnancy. Furthermore, in 1970, the Parliament of Canada announced changes that 

would significantly increase U.I. benefits in the next three years. Coverage was 

extended to public sector workers who were formerly thought to be insulated from 

unemployment. Benefit levels were set at two thirds of insurable income except for 

claimants with dependents who would receive 75 per cent. Furthermore the qualifying 

time required for benefits was reduced so that more workers would be able to collect 

after shorter periods of employment (Issalys & Watkins, 1977) 

In 7970, several measures were introduced to obviate abuses of U.I. Maternity 

benefits, for example, were restricted to workers with more than 20 weeks of 



employment within the previous 52 weeks (Pal, 1988, p.113). Concern was expressed 

that short term or seasonal workers were accessing extensive U.I. benefits. In fact, all 

claimants soon were required to undergo two personal interviews with the commission. 

The interviews were meant to identify claimants who should not receive U.I. benefits 

(Pal, 1 988). 

In 1971, 8ill C-229 was introduced. It allowed for the indexing or increasing of U.I. 

benefits according to the costs of living (Consumer Price Index). Furthermore, benefits 

were increased according to national and regional rates of unemployment. It was 

thought that more benefds were needed in areas of higher unemployment. Maximum 

U.I. benefits were 75% of insurable earnings and the minimum for benefit eligibility was 

eight weeks of work (Pal, 1 988). 

In 1973, the Hon. Robert Andras, Minister of Manpower and Immigration introduced 

Bill C-I26 which attempted to curb abuses in the program. The amendments required 

claimants who had a) voluntarily left employment without just cause, b) who had lost 

employment by reason of misconduct or c) who had failed to apply for suitable 

employment, to work additional weeks (8) before qualifying for benefits. Concern was 

that many people were abusing U.I. (McFarlane, Pun & Loparm, 1993). 

During 1974, the Commission indicated that further controls were needed to prevent 

abuse of Unemployment Insurance. Initiated were a series of investigations, third party 

reports and reports from the Canadian Manpower Centers for claimants who refused to 

accept jobs or provide reports. The aim was to disentitle workers not actively seeking 

or accepting employment (Issalys & Watkins, 1 977). 



In 1975, concern was expressed by business groups and members of govemment 

that U.I. had become too generous. On July 8, 1975 Minister Andras introduced Bill C- 

69 for the first reading of the House of Commons. Reductions and changes to 

Unemployment l nsurance were outlined. For example, the maximum disqualification for 

claimants who voluntarily left employment without just cause was doubled from three to 

six weeks. In addition, the oldest workers that were covered under U.1: was iowered 

from 70 to 65. The extra benefds for claimants with dependents were also eliminated. 

Furthermore, an extension of the qualifying period to 104 weeks was to reduce the 

amount of workers eligible for U.I. benefits (Pal, 1988) 

The emphasis in these changes on costs, program abuse, excessive 
generostty, and slack administration reflected the growing perception that, 
as an insurance program, U.I. was being dragged down by the weight of 
numerous bad risks ... in the case of U.I., this means that only those with 
real attachment to the labour force should be covered and the benefits 
should be determined by actuarial balance, not the social needs of the 
recipients (Pal, 1 988, p. 1 1 5). 

The 1 975 cut-backs or amendments to the 1 971 U.I. legislation reflected growing 

criticisms. Public perception was that many people, who were able to work, were 

unnecessarily collecting U.I. benefits. In a document prepared by the U. I. Commission 

entitled Unemployment insurance Program Proposed Legislative Changes in Bill C-69, 

it was stated that U.I. had become too generous. The document advocated tougher 

testing and stricter rules of eligibility to reduce the number of claimants (Pal. 1988). 

The changes also reduced the government's contributions to the program. Under 

the 1971 amendments, most program costs, due to unemployment above a Canadian 

unemployment rate of 4 per cent, were assumed by the federal govemment. After 



1975, the new formula proposed that the threshold be converted to a moving average 

of monthly unemployment rates over the preceding eight years. In essence, the 

government's obligations to the program would be reduced (Pal. 1988, p.116). 

In 1976, Bill C-27 was tabled for reading on December 9, 1976. The legislation 

increased the insurable weeks needed to qualify for benefits (from 8 to 12 weeks). The 

underlying debate in the House was that U.I. costs had become too high because of lax 

eligibility requirements (Issalys 8 Watkins, 1977). 

In 1977, future cutbacks to U.I. were outlined in Unemployment Insurance Program 

In Canada tabled in Parliament by the Manpower and Immigration Minister, the Hon. 

J.S.G. Cullen. The report recommended that longer t e n  U.I. benefits should be 

available only to workers who have worked the maximum number of insured weeks. 

Also, the maximum number of weeks of benefits was reduced from 58 to 50 (Lamont & 

Clark, 1980). Furthermore, qualifying insurable weeks were recommended to be 

increased from a minimum of eight weeks to either 12 or 16 weeks (Pal, 1988). In 

summary, the 1977 recommendations reduced U.I. costs and forced people to the 

workplace. 

An examination of the characteristics and behavior of claimants with eight 
to eleven weeks of insured employment the so called eight to eleven 
weekers - strongly suggested that an increase in the entrance 
requirement would constitute for many of them an incentive to work 
longer. Basically, they have what might best be described as an 
intermittent or unstable attachment to the active work-force (Pal, 1988, 
p.117). 



In 1978, Bill C-14 was introduced into parliament. Although the legislation mainly 

introduced internal procedural differences, including differences in data management 

and collection, it also prescribed higher entrance requirements for new entrants, re- 

entrants and repeaters. In particular, the minimum of 14 qualifying weeks of insurable 

employment was raised to 20. In addition, for repeat claimants in lower unemployment 

areas, an additional six weeks of insurable employment was needed to qualify for 

benefits. Bill C-14 also reduced the benefit rates from two thirds to 60 per cent of the 

average weekly insurable income (Pal, 1988). 

The purposes of the 1978 amendments were two-fold. Firstly, the government 

wanted to reduce disincentives for work that existed within the program. In particular, 

the qualifying period for benefits, set at only 14 weeks, was thought to allow workers 

the easy collecting of benefits precluding the searching of work. Secondly, the 

government wanted to establish longer work patterns and attachments to the labour 

force. Prefacing the reading of amendments in the House of Commons, the 

govemment added that the, &..new emphasis will be on encouraging all Canadian 

workers to look for, accept and remain at work (Pal. 1988, p.117). 

In 1979, the election of the Progressive Conservative Government brought reviews 

of previous U.I. cuts. In particular, the reviews focused on the harsh cutbacks proposed 

in Bill G I 4  including the treatment of people who voluntarily quit employment. On 

September 1 1, 1979, a federal-provincial deputy ministers' conference was held in 

Ottawa to review U.I. The growing public opposition to U.I. reductions was a concern 

(Blake and Keshen. 1995). 



In 1980, only one piece of U.I. legislation was introduced. Bill C-3 extended the 

minimum insurability debate that was created with Bill C-14. The need to meet both 

wage and number of hours criteria was eliminated. Under this legislation, a person 

who either earned 20 per cent of the maximum weekly insurable earnings or worked 

over 15 hours a week would be insurable. Furthermore, after a ruling by the Supreme 

Court of Canada, the payment of U.I. maternity benefits in non-teaching periods would 

be started (McFarlane. Pun & Loparco, 1993). 

On July 7,1981 the Report of the Task Force on Unemployment hsurance was 

introduced in the House of Commons. It recommended increases to entrance 

requirement workweeks. It also increased the benefit repayment rate for higher income 

claimants from 30 to 50 per cent. Also recommended were reductions in the duration 

of benefits, especially for claimants with short work attachments. Increasing penalties 

for claimants who voluntarily terminated their employment without just cause were also 

recommended (Kerans, 1990). 

In 1983, Bill C-156 was implemented. The legislation simplified maternity benefits 

and allowed greater fairness for women. In particular, section 46 of the U.I. was 

revoked and more benefits were afforded to women on maternity. Maternity claimants, 

for example, were no longer required to have 10 weeks of employment near 

conception. A maximum of 15 weeks of benefits also became available for parents 

during legal adoption (Bbke and Keshen, 1995). 

In 1985, changes were implemented concerning retirement pensions. Previously, 

pensions were not deductible earnings; in 1985, pensions became deductible eamings. 



In other words, benefits became available to people whose employment pensions had 

expired (Blake & Keshen, 1995). 

In 1985 the Macdonald Commission released recommendations concerning 

unemployment in Canada. Although the report primarily argued that fighting inflation 

superceded the promoting of full employment, some comments were offered on 

Unemployment Insurance. The report asserted that workers should not be inhibited to 

seek employment quickly. Excessive income replacement, in the form of 

Unemployment Insurance, was seen to create dependency on government assistance. 

Higher entitlement requirements, longer waiting periods and lowered benefds were 

prescribed (Kerans, 1990). 

In 1 986 Forget released the Report on Unemployment Insurance. The report urged 

general reductions in benefits as well as longer entitlement requirements. For example, 

Forget asserted that only workers who have held employment for one year should be 

eligible for full benefits. Forget also recommended that benefits should not be extended 

in regions of higher unemployment. It was put forward that unemployed workers should 

be unencumbered to move to new industries and regions of higher employment 

(Kerans, 1990). 

In 1987, legislative changes further reduced entitlement for certain workers. In 

particular, loopholes were closed that allowed worken to collect U.I. benefits while 

receiving separation pay. The change meant that U.I. benefits would not become 

payable until separation payments had been used (Kerans, 7990). 



In 1988, Bill C-116 was introduced. The legislation extended maternity or adoption 

benefits to fathers. It also made benefits more flexible for cases in which a child was 

hospitalized (Blake & Keshen, 1 995). 

In 1989, Bill C-21 introduced a number of changes to U.I. The legislation increased 

penalties for claimants who quit voluntarily without just cause, refused a job or were 

fired for misconduct. Also in 1989, the Minister of Finance eliminated governmental 

funding of regional extended benefits. Bill C-21 also decreased the duration of benefits 

and increased the number of qualifying work weeks required. Furthermore, leaving for 

just cause was restricted to sexual harassment, obligation to accompany a spouse, 

discrimination, dangerous working conditions or obligation to care for a child. The effect 

was to reduce the amount of U.I. benefits (McFarlane, Pun 8 Loparw, 1993). 

The following chart will outline how the aforementioned changes affected benefits 

paid to unemployed workers through Unemployment Insurance. U.I. Benefts Paid 

Index (UIBPI) represents the benefits actually paid to claimants, during a particular 

year, not including U.I. administration and training expenses. 



Figure 2.1 :Unemployment Insurance Benefits Spending Index 
Year (Legislation) U.I. Benefits Paid Percentage Change 

( X  $10 million *) 

1971 (Bill C-229) 

1972 (Bill C-229) 

1973 (Bill C-125) 

1974 (Bill C-125) 

1975 (Bill C-69) 

1976 (Bill C-27) 

1977(Report:U/ in Canada) 

1978 (Bill (2-14) 

1979 (Bill C-14) 

1980 (Bill C-3) 

1981 (Report:UI Task Force) 

1 983 (Bill C-156) 

1985 (Bill C-156) 

1987 (Bill C-156) 

1988 (Bill C-116) 

1989 (BillC-21) 

*controlled for inflation and unemployment (1 971 baseline) 

Source: McFarlane, Pun and Loparco. 1993 



In summary. Unemployment Insurance meant different things at different times. For 

example in 1971, workers could claim 75% of insurable income if they quit employment 

and sought new work. In contrast, in 1 989 a worker was required to prove that the 

unemployment was justified or involuntary, otherwise benefits would not be received. 

The changes reflected varying beliefs concerning unemployment. At times, 

unemployment was viewed as a routine part of society while at other times the result of 

lazy workers. Furthermore, during some periods. U.I. was seen as a necessary 

investment while during other periods, a burdensome expense. 



Chapter Three: International Finance, Debts, Bonds and Bond Raters. 

Introduction 

Under most circumstances, whenever individuals, corporations or nations are 

unable to provide directly for expendlures through revenues or assets, money must be 

borrowed. Borrowing requires willing lenders. In most cases, lenders consider 

questions including the following: is a particular investment secure and will the 

transaction result in beneficial returns. To answer these questions, lenders often 

examine the creditworthiness of borrowers. Unfortunately, gathering inforrnation is 

often cumbersome, therefore intermediaries are required. Bond raters, who provide 

information on the creditworthiness of issuers, have served as these intermediaries. 

This chapter will examine, in part one, Moody's lnvestor Services whose yearly 

Canadian Bond Indices will serve as the criterion variable. In part two, the roles of 

bond raters, in general, will be presented. Part three will examine bonds as well as 

conditions contributing to the prominence of bond raters. The conditions included the 

following: a liberalization of trade and capital mobility restrictions, a tightening of 

monetary policies, a reduction of taxation for corporations and upper income earners, 

an increasing of government debts and an increasing reliance on foreign lenders. 

Part One: Moody's Investment Sewices 

Moody's Investor Services, a bond rating agency since 1909, analyzed securities 

issued by corporations and countries. Moody's was a self-proclaimed neutral authority 



that rated bonds to determine qualw. Since 1909 ratings were based upon public 

inforrnation and were assigned without issuers' requests. Although Moody's originally 

assessed the creditworthiness of American railroad bonds, it analyzed nearly 100 per 

cent of the United States Bond Market after 1924. Moody's later expanded to consider 

other bonds. For example, in the 1970s' Moody's expanded to assess the commercial 

paper market, bank deposits and foreign government bonds. Also in the 1970s, 

Moody's began charging issuers and investors for ratings. It was thought that issuers 

should pay Moody's as the evaluations brought tremendous access to capital (Moody's 

lnvestor Services, 1 997. p. 1 ). 

Moody's offered credit information concerning a particular issuer, such as 

Canada, in a number of ways. One of which was to assign a letter grade ranging from 

AAa. which was reserved for the highest level of creditworthiness, to C which 

represented those issuers that were considered unlikely to repay their debts. Those 

who received ratings near or at the AAa distinction were considered likely to honor the 

interest and principle payments according to the terms and conditions of issue. Usually 

accompanying the letter designations were explanations andlor projected ratings. For 

example, although Canada was assigned the highest designation in 1990, a downgrade 

was anticipated in the near future due to high government debt (Moody's Investor 

Senrices. 1990). 

As mentioned, in order to receive up-to-date information on potential areas of 

investment, Moody's was instrumental. The bond rater collected inforrnation 

concerning the activities, policies or conditions of a person, corporation or country and 

then offered advice or opinions concerning creditworthiness. Ratings were established 



by scrutinizing a broad range of factors and risks. With countries two main types of risk 

existed: 1 ) political which involved willingness to repay and 2) economic which involved 

ability to repay. The economic considerations included the following: a) resource 

endowment, b) extent of national economic diversification, c) size and composition of 

savings and investment, d) rate and configuration of economic growth, e) public sector 

finance equilibrium, f )  debt service history, g) price patterns of inflation, h) credit and 

money supply rates (interest rates), i) foreign exchange policy (currency stability), j) 

central bank autonomy, k) impact of fiscal and monetary policies on external accounts, 

I) needs and composition of foreign debt, m) unemployment rate, n) deficit levels, o) 

gross domestic product, p) interest payments against fiscal revenue ratio, q) net foreign 

debt relative to exports, r) relative amount of social and government expenditures that 

exist, and s) type of expenditures. The pditical considerations included the following: 

a) form of the government and adaptability of the institutions, b) extent of public 

participation, c) orderliness of the leadership succession, d) degree of consensus on 

economic policy objectives, e) standard of living, f) income and wealth distribution, g ) 

labour market conditions, h) cultural and demographic characteristics, i )  integration onto 

the international commercial and financial systems and j) security risks (Tremblay, 

1996, p. 1 90-1 99). 

If Moody's determined that an investment's creditworthiness was less than the 

previous year, then that bond rating was downgraded. A bond downgrading had 

implications. Most directly, a downgraded issuer represented a bad investment or one 

that was less likely to honor commitments. Consequently, the downgraded issuer must 

raise the rates of return or interest rates to attract lenders. All things being equal, 



investors were less likely to lend to any person, corporation or country that was 

considered a poor credit risk if safer investments existed. In turn, for downgraded 

borrowers, attracting lenders increased borrowing costs. In a country such as Canada, 

higher borrowing costs resulted in less for other expenditures such as social programs 

(Tremblay, 1 996, p. 1 90-1 98). 

Part Two: The Roles of Bondraters 

Assessing the creditworthiness of borrowers 

Bond raters provide credit information to potential lenders (Binhammer, 1993, 

p.533-545). In order to assess creditworthiness, a number of requirements are made of 

the issuer. Firstly, under normal circumstances, the issuer of the bond requests a credit 

evaluation or rating. Secondly, some issuers pay a fee usually equivalent to three basis 

points on all bonds rated while regular issuers pay a preset yearly fee. Thirdly, the 

issuer makes information available to bond raters. The bond rater analyzes the data 

and determines the rating. When data collection and analysis are complete, a two or 

three person team, from the bond rating agency, visits the issuer of the bond to review 

the issuers' files and ratings. Informal and formal appeals are available to the issuer 

especially when a credit downgrade is being considered. During the period of appeal, 

new information may be introduced by the issuer or by any other party that may confirm 

or otherwise affect the credit rating. At the conclusion of the assessment. the bond 

rating agencies provide the ratings to potential investors, lenders and the public 

(Tremblay, 1 996, p. 189-1 99). 



Acting as an Agent of Social Control 

Although more will be discussed in later research, the following will outline another 

theoretical role of bond raters. Following the class analysis begun in Chapter Two, 

bond raters can perform social control. Occupying a position of authority, bond raters 

can reduce Canadian expectations of Unemployment Insurance while also promoting 

social stability. Canadians are instructed, for example, that reductions to 

Unemployment lnsurance are unavoidable thereby mitigating public opposition. The 

following will a) revisit class analysis, b) identify class pressure on Unemployment 

lnsurance and c) explore bond raters and social control problems. 

According to class analysis, society is divided into owners and workers. Each class 

pursues money and resources. The state is an instrument that operates on behest of 

the owners. Unemployment Insurance as part of the state, promotes social stability by 

assuaging worken' demands. In other words, certain government programs attempt to 

lessen problems of the marketplace such as starvation, nakedness, homelessness and 

unemployment. Further, society is characterized as a conflict between classes over the 

factors of production (such as money, machinery, buildings and natural resources) in 

society (Finkel, 1977). 

Panitch (1 977) asserted that Unemployment lnsurance would be an important tool 

to improve the lives of workers. Unemployment lnsurance provides workers with 

greater protection from market fluctuations and other life disruptions. Panitch also 

indicated that in time, pressures from owners to reduce Unemployment lnsurance 

would surface. It was argued that eventually the quest for increasing pmfds would push 



owners to exploit new markets or reduce costs. Panitch and later McQuaig (1 995) 

argued that Unemployment lnsurance creates indirect and direct costs to owners 

which, in turn, reduce profits. For example, direct costs of the Unemployment 

Insurance include higher rates of taxation, payroll taxes and costs associated with 

regulations. Indirect costs include higher labour and benefits costs resulting from 

workers that were no longer so destitute as to accept even the most undesirable work 

canditions. In other words, Unemployment Insurance increasingly forced owners to 

attract workers, through higher wages and other perks, as the sheer poverty that 

previously sent workers scrambling to employers was less common. 

Panitch (1 977) and Mdluaig (1 995) argued that reductions to Unemployment 

Insurance must be preceded by changes of the workers' beliefs. It was suggested that 

reductions would offend the Normative Welfare Model beliefs of workers and would 

trigger problems with social stability. Galbraith (1 989) has indicated that influences to 

beliefs included the following: a) tradition or that which suggests actions based upon 

historical practices; b) rational debate and information sharing in which sound argument 

and reasonable conclusions are persuasive; c) elimination of alternatives which 

suggests that a particular choice of action is the only; d) obfuscation in which 

information is presented in a fragmented or confusing manner which then hides real 

changes or policies; e) repetition; f) and ad hominem or that something is correct 

because it is recommended by authorities or people with expertise (Galbraith, 1989, 

p.80-92). 

Bond raters, touted as financial and economic experts, have the potential to 

influence, ad hominem, governments and workers. Bond raters have positions of 



authority and their credit assessments have remarkable impact. Due to a variety of 

factors that will be outlined in part three, the Canadian government borrows largely from 

foreign lenders. Poor ratings or assessments, by bond raters, affect lending. That is, 

some lenders are forbidden to invest in ventures that are considered too risky. The 

poor credit rating will, therefore, reduce the number of lenders available; and this will 

increase the interest to be paid by the borrower. As the amount of money borrowed by 

some governments, such as Canada, ranges in the billions of dollars, even slight 

interest rates can cost millions (Kneebone, 1996, p.44). Understanding the risks of 

higher interest payments, govemments with high debts will anticipate and avoid actions 

that are ruinous to creditworthiness. That is, govemments forecast and alter policies 

according to the anticipated reactions of bond raters. As a result, bond raters hold 

power over govemments. The relationship between bond raters and governments, 

therefore, is mutually affective or circular: governments influence bond ratings and bond 

ratings influence governments (Rivera-Batiz & Rivera-Batiz, 1 994, p.308-431) . 

Although bond raters can influence govemments, they may also influence the 

beliefs of Canadians. Herman & Chomsky (1988) have argued that organizations, such 

as the media, can influence beliefs by presenting information, framing debate and 

ignoring alternatives. For example, by presenting strict monetary policy as the only 

option during the 1980s. the media convinced much of the American public to accept 

higher interest rates instead of higher taxation on the wealthy. Americans were 

bombarded with printed and television messages supporting increased interest rates. 

In a similar manner, the methods by which a bond rating agency can influence beliefs 

include the following. Firstly, by selecting certain topics, a bond rater influences society 



as it frames the issues to be considered. For example, by examining deficits as 

opposed to environmental regulations, attention is focused on certain topics. Secondly, 

a bond rater can affect the public's beliefs through value judgements: some things are 

considered to be more important than others. When, for example, government spending 

is labeled as being the most detrimental to government, attitudes soon begin to concur. 

Thirdly, the framing of issues is also important. For instance, the Canadian debt was 

considered a problem because of too much government spending rather than interest 

rate policies or tax exemptions. Fourthly, the filtering or restricting of information may 

also be used by bond raters. For example, when it was revealed that Statistics Canada 

proved that Unemployment Insurance spending was not the main cause of government 

debts, the report was ignored. Fifthly, emphasis, tone and limiting debate to certain 

parameters are other methods of influencing public attitudes. For example, tax 

increases on the wealthy were not seriously considered as a remedy for the deficit 

problem in the 1990s (Herman 8 Chomsky, 1988, p.298). 

Part Three: Developments Underlying Bonds and Bond Raters 

As noted, bond raters were not always in existence. In fact, it is during the !ast 50 

years that certain changes have increased the prominence of bond raters. The 

following section will outline government policy changes that have increased the use of 

certain bonds and bond raters. After an examination of the nature and types of bonds, 

changes that affected bond raters will be presented including the following: a 

liberalization of currency trading, a reduction in corporate and income taxes for higher 



income earners, a resurgence of strict monetary policies, an increase in Canadian 

government debts and an increasing reliance to bonow from foreign lenders. 

Bonds 

When a govemment, such as Canada, was unable to raise sufficient revenues 

through taxation, the sale of assets or other means to pay expenditures, then a debt 

would result. Under the Budgetary Accounts method, one method of calculating debts 

was the sum total of the deficits and surpluses (revenue generated) of the government. 

A debt was an accounting tool used to describe when insufficient money was available 

to cover expenditures. In real~ty, however, money must be raised, created or borrowed 

to account for debts. There were several methods by which the government can raise 

funds, one of which was through the sale of bonds. 

A bond was a debt security issued by a govemment, public agency or corporation 

for a period of time ranging between two and thirty years. Bonds were made up of two 

parts: the principle or the face value which was the equivalent to the amount borrowed 

and was repaid at maturity; and the interest, the amount of return or profit that was paid 

to the lender. The amount of interest paid for a bond was set by the issuer. However, 

the interest rate that an issuer determined for bonds was influenced by a number of 

factors including a) the preferences of investors, b) the performances of competing 

investments including bonds, c) the conditions, including term, of the bonds and the d) 

ratings of bond raters. Bonds, sold in denominations of $1,000 to $1,000,000 were 

often purchased by institutional investors such as pension funds, insurance companies, 

banks and mutual funds. Government bonds were not redeemable prior to maturity, but 



paper issued by corporations could be redeemed earlier. Once issued by the borrower, 

bonds were traded, bought or sold on the secondary markets (Tremblay, 1996, p.38). 

There were several different types of bonds including the following. 1) Foreign 

bonds which were bonds issued by foreign borrowers in the domestic market of another 

country. 2) Eurobonds or bonds denominated in a currency from other than the country 

in which they were issued. 3) Global bonds which were bonds issued simultaneously in 

multiple countries. 4) Domestic bonds or bonds issued in the same country and 

currency of the borrower. 

The interest rates for each of the aforementioned bonds were very heavily 

influenced by the ratings of bond raters. If the bond rater considers a particular bond to 

be of poor quality, then investors will typically shun the investment unless attracted with 

higher interest rates. Higher rates of return, in the form of interest rates, were required 

in order to compensate investors for holding the lower quality bonds. In other words, a 

country whose bonds were considered to be of poor quality, by a bond rater, would pay 

higher interest to attract investors. Higher interest rates increased the costs of 

financing debts. As a result, a bond rater could influence the interest rates of bonds 

(Helleiner, 1994, p.4-155). 

In contrast, the history of Canadian bonds began with the interest rates determined 

by government without influence from bond raters. Beginning in the late 1930s, the 

Canadian government began to raise revenue needed for the war effort through 

domestic bonds known as War or Victory Bonds. Offered at relatively modest rates of 

interest to Canadians, under the tenets of supporting the country and the war effort, the 

War Bonds helped to raise nearly 85 per cent of needed funds. In fad the money was 



raised at low interest rates. War or Victory Bonds represented a manner in which the 

government of Canada could nave people invest in their own governments 

(Binhammer, 1 993, p.533-544). 

Later after war financing was completed, the Canadian bonds were increasingly 

sold to foreigners rather than Canadians. Instead of only 15 per cent of the debt held 

by foreigners or non-Canadians, as in 1944, levels increased to nearly 18 per cent by 

1960 and nearly 29 per cent by 1975 @inhammer, 1993, p.78-101). In fact, the total 

number of Canadian bonds issued escalated through to the 1990s. At the end of 

December 31, 1990, the amount of outstanding Canadian bonds were as follows: 

Federal $1 76,269 million, Provincial, $138,691 million, and Municipal $27,530 million 

(Binhammer, 1993, p.78-188). As a high percentage of the bonds were increasingly 

held by foreigners, estimated at nearly 40 per cent in 1993. it appeared that Canada 

must reassure foreign lenders: bond raters must be involved. Assuring borrowers of 

creditworthiness is easier to forgo when lending to citizens (Helleiner, 1994, p. 130-1 45). 

The Liberalization of Capital and Trade Mobility Restrictions 

Other developments that led to the prominence of bond raters were the 

liberalizations of trade and capital mobility restrictions. Beginning in the 1960s, 

regulations of capital and trade amongst nations began to disappear. The new mobility 

would afford corporations, money managers and owners the ability to move capital, 

products and productive capacities almost anywhere. The result was an increase in 

economic movement that transcended national borders: economic activity became truly 

global. As a result, the importance of bond raters increased. Simply put, with more 



economic activity free to move, there existed more that bond raters could influence 

through ratings. The following will briefly trace some of the developments of the 

globalist economic system. 

Immediately after the Great Depression of the 1930s, most national governments 

had very strict rules concerning the mobility of capital, goods and services through 

borders. The following were control measures: 1 ) Tariffs or preset taxes on goods or 

services collected when goods or services passed through importing borders; 2) import 

quotas or pre-announced numerical limits on the number of units of a product or service 

and; 3) variable levies or flexible taxes on goods and services. As well other 

mechanisms were established to restrict or to control the movement of goods and 

services including the following: 4) export restrictions; 5) import restrictions; 6) health. 

sanitary and phylosanitary regulations; and 7) rules of origin requirements (Kerr & 

Peridkis, 1995, p. 106-1 1 1 ). 

Despite strong opposition from Canadian trade unions, a series of changes would 

relax the aforementioned regulations. Underlying trade and capital mobility regulations 

were concerns that economies and nations could be undermined by speculative capital 

flows. As a result. capital and trade were controlled or restricted; that is, capital and 

trade could not move without the immediate consent of the nationstates. However, a 

number of changes occurred after the end of World War II including the following: the 

introduction of the Code of Liberalization of Capital Movements in 1961 ; the Bank of 

International Settlements in 1965; the creation of the Euromarket, particularly in London 

in the 1960s (Helleiner. 1994, p.80-99) ; the Bretton Woods financial system was 

dismantled in 1971 which led to a deregulation of currencies and the introduction of the 



General Agreement on Tariffs and Trade (Chomsky, 1993, p.1-6); the creation of the 

International Monetary Fund and the General Agreements to Borrow Facility to regulate 

the exchange rate environment (Ken & Peridikis, 1995, p.68); the implementation of 

the Free Trade Agreement and the North America Free Trade Agreement; a growth in 

technology, transportation and communication; a restoration in market confidence that 

was disturbed after the crisis beginning in 1929; a rapid increase in the demand for 

financial services which accompanied the growth of international trade in the 1960s; 

and the adoption of floating exchange rate in the 1970s that encouraged market 

operators to diversify assets in other currencies. Furthermore, the creation of the 

Euromarket in the 1960s and the relaxation of American capital regulations in 1974 

meant that certain countries would be hampered in global trade. That is, as investors 

were more likely to place assets in jurisdictions with relaxed regulations, the economies 

of more regulated areas starved for capital. As a result, by 1990 almost all of the G-7 

countries had removed most restrictions on capital, services and goods mobility 

(Helleiner, 1994, p.4-10). The overall result was an increase in the amount of goods, 

sewices and capital that would travel among nations. In 1948, for example, the world 

trade in goods and services was $53,300 million U.S. In 1992 it had increased to 

$4,640.000 million even with the dollars adjusted for inflation (Kerr & Peridkis, 1995, 

p.6). 

Many countries recognized the loss of control associated with the relaxation of the 

above noted restrictions. With greater mobility, capital managers became free to move 

capital, goods or services to any region. Potential profit-reducing policies of a particular 

government, such as soda1 spending or environment protection, were enough to trigger 



capital movements to other regions where dissimilar policies existed. As a nation must 

maintain a certain amount of economic activity, there were pressures for governments . 

to conform policy making with other countries. As a result, countries have become 

service-providing organizations competing to create environments for profitabilrty. 

Insodoing, the abilities of governments to determine policies and practices were limited 

under the relaxed regulations. In recognition of these problems, the British 

Government, in 1976, and the French Government, in 1982-83, both publicly 

contemplated reintroducing restrictions of capital, goods and services mobility 

(Helleiner, 1994, p.9; Kerr & Peridkis, 1995, p.6-13). 

Beginning in 1980s, the widespread deregulation of national financial markets and 

regulatory barriers allowed bond raters to be authority mechanisms. National financial 

markets were integrated into a global financial market consisting of banks, brokerage 

and investment houses, currency, bond and stock exchanges as well as a loan and 

bond market worth $5 trillion annually. Money managers began to move vast amounts 

of capital among countries in quests for higher returns. As a result, govemments that 

depended on foreign borrowing became vulnerable to the whims of investors 

Furthermore, investors, unable to collect and manage the vast amounts of information, 

required intermediaries to assess the creditworthiness of investments; therein creating 

the utility of the bond raters (Barlow 8 Campbell, 1997, p.47; Francis, 1994, p.4-7). 

A Reprieve for the Owners: Lower Taxation 

Further to understanding bond raters were tax redudions afforded to Canadian 

corporations and upper income earners. The changes to Canadian taxes, beginning in 



the 1970s, a) reduced govemment revenues and b) increased Canadian government 

debt and borrowing. With larger debt resulted a larger role for bond raters. 

Beginning in the 1970% a number of tax measures were introduced that benefited 

wealthy Canadians and corporations. These changes included the following: 

deductions of 20% for meals and entertainment expenses worth nearly $500 million a 

year to government; deductions for 100% of lobbying costs; capital gains deductions 

costing the government $1.1 billion per year; and exploration, research and 

development deductions costing the govemment about $700 million a year. In 1972 

taxes were reduced significantly on manufacturing and processing profits. Further, in 

1978 regionally differentiated tax credits on investment were introduced. In 1973 

through 1979, income tax reductions, exemptions to the sales tax, reductions in oil 

export taxes, an elimination of the manufacturers tax and other tax changes resulted in 

corporations and owners paying less taxes in general. The result was that many 

corporations and owners paid virtually no income tax and the government of Canada 

accrued sizable debts (Barlow 8 Campbell, 1995, p.77-175; Gillespie, 1996, p. 12-1 6). 

Over time, Canadian owners and corporations began paying less towards the 

govemment. In 1950, taxation from corporations and the wealthy accounted for 4.1 per 

cent of the Gross National Product (GNP); 3.1 per cent in 1960; 2.7 per cent in 1970; 

2.6 per cent in 1980; and 2.0 per cent in 1989. In contrast, the income taxes on middle 

and low income individuals accounted for nearly 3.8 per cent of the GNP in 1950; 4.3 in 

1960; 5.2 per cent in 1970; 6.2 per cent in 1980; and 8.1 per cent in 1989. In 

summary, the government received less revenue from taxation, much less from 

corporations and more from individuals . In fact the amount of federal tax revenues as 



a percentage of GNP in Canada went from 20 per cent in 1973-1 974 to 17 per cent in 

1988-89 (Gillespie, 1996, p.3-19; Hurtig, 1992. p. 168). 

Strict Monetary Policies: High Interest Rates 

The Bank of Canada manipulates the interest rates offered to commercial lenders 

and consequently, to the public of Canada. Through this duty some, such as 

McCracken (1996) and Kneebone (1996), have argued that the Bank of Canada 

increased Canadian debt. That is, when the Bank of Canada increased interest rates, it 

increased the costs of borrowing. In turn, government costs increased. In addition, 

higher interest rates slow economic activity, increase unemployment and increase 

social program spending (McCracken, 1996, p.75; Kneebone, 1996, p.43-47; Galbraith, 

1989, p.2-28). As the following will demonstrate, strict monetary policy has contributed 

to the prevalence of bonds and bond raters in Canada: increased debt, borrowing and 

bonds. 

During the 1980s and 1990s, the Bank of Canada had attempted to reduce money 

growth to the rate of inflation. Interest rates were raised to slow inflation. The rate of 

inflation would average 3.8 per cent between 1983 and 1990 as compared to the higher 

rates, on average 8.9 per cent. that were experienced between 1975 and 1982 

(Kneebone, 1 996, p.48-54; Gillespie, 1 996, p.33). lnterest rates adjusted for inflation 

increased substantially over time: 1.8 per cent in 1965; minus 2.1 per cent in 1975; 2.2 

per cent in 1980; 6.8 per cent in 1985; 7.8 per cent in 1990; and 4.7 per cent in 1995 

(McCracken, 1 996, p.72). 



Higher interest rates typically increase government debt which increases the 

likelihood that bond raters will be required. With fewer people working and fewer 

products being made and consumed, fewer taxes may be collected. In addition, with 

greater numbers of unemployed come increased amounts of governmental 

expenditures on social programs and income supports. The Department of Finance in 

1995 estimated that a one per cent increase in interest rates slows the economy and 

worsens government revenues by about $1.8 billion per year (Kneebone, 1996, p.43). 

In fact the economy of Canada slowed significantly: in 1962 GDP was 7.1 per cent; in 

1972, 6.1 per cent; in 1980, 2.1 per cent; in 1986, 3.1 per cent; in 1990, minus .9 per 

cent; and in 1993,2.2 per cent. F urthenore, during economic slowdowns, typically 

govemment spending increases compared to government revenues. For example, in 

1970, the GDP increased by 1.3% over the previous year, the taxation revenues of the 

govemment increased by 2.6 per cent and the expenditures of the government 

increased by 4.9 per cent. In 1976 the GDP grew by 4.8 per cent, revenues grew by 

3.7 per cent and expenditures increased by 1 .I per cent. In 1982, the GDP decreased 

by 4.4 per cent, revenues dropped by 3.8 per cent and the expenditures increased by 

6.9 per cent (Rosenbluth, 1996, p.98). 

While the Canadian economy is influenced by a number of facton, many 

economists believed that higher interest rates beginning in the 1980s caused economic 

slowdowns, greater unemployment and higher govemment debts (Gillespie, 1996, 

p.34). In fact, higher interest rates in Canada were considered to be responsible for 

the following: unemployment rates at a 7.5 per cent average in 1989 to 1 1.3 per cent 

average in 1992; and during the same time costs of Canadian Unemployment 



Insurance increased from $1 1.4 billion to $1 8.6 billion (Rosenbluth, 1996, p.97; 

Galbraith. 1989, p.2-18). In addition, high interest rates increased government interest 

payments to lenders. In fact the following represents the increase on the Canadian 

debt that was directly attributed to increases in interest rates: in 1962, 0 per cent; in 

1972, minus .7 per cent; in 1980, minus .2 per cent; in 1984, .4 per cent; in 1988, 1.1 

per cent; in 1990, 2.6 per cent; and in 1993, 3.1 per cent (Gillespie, 1996, p.35). 

Government Debts in Canada 

The national debt of Canada became very significant by the 1990s. The national 

debt represents the net govemment annual deficits of a country. It can be computed, 

according to the Budgetary Accounts Method, by subtracting all govemment revenues 

from expenditures in a given year. Unlike previous Canadian debts, such as during 

World War II, large amounts have been borrowed from foreign lenders in the 1990s. 

The following will demonstrate that the combination of large debts and the reliance on 

foreign lenders has encouraged the prominence of bond raters. 

Bond raters are required only during times in which an individual, corporation or 

country maintains significant debts. The level of Canadian govemment debt increased 

significantly beginning in the 1970s. Before this, high rates of economic growth 

enabled the federal govemment to reduce its debt-to-Gross Domestic Product (GDP) 

from approximately 31 per cent in 1960-61 to 23 per cent by 196869, The trend of 

small surpluses and deficits allowed the federal govemment to further reduce the debt- 

toGDP ratio to approximately 16 per cent in 1970 (Kneebone, 1996, p.4849). 

However, the fate seventies experienced a dramatic change in govemment budgets. 



Small deficits were replaced by larger deficits that averaged 3 per cent on the GDP. 

The result was that the debt-to-GDP ratio grew to exceed 26 per cent by I97980 

(Bariow & Campbell, 1995, p.42). In 1968, for example. the total net debt of the 

government of Canada as a percentage of the Gross Domestic Product (GDP) was 

15%; in 1975,9%; in 1982,15%; in 1985,29%; in 1988,40%; in 1990,4396; and in 

1 993, 6 1 % (Gillespie, 1 996, p.27). The resu Its were clear, the amount of debt and 

deficits that the government held began to increase substantially in the mid 1970s 

(Gillespie, 1996). 

As has been noted in earlier sections, high debts during World War One were 

financed largely through Canadians lenders. However, this would change. During 

World War One, debts were financed, to a large extent, by Canadian lenders. At the 

time, bond raters were not necessary as Canadian lenders were already assured of the 

creditworthiness of Canadian bonds. In fact, when Canada required financing, it was 

not unusual, up to the 1970s, for the government to borrow from the Bank of Canada or 

from Canadians. Under these circumstances. Canada could borrow at relatively low 

interest rates without having to establish creditworthiness to borrowers. In this manner, 

the government of Canada decided the terms of borrowing: how much to borrow and at 

what cost. After 1978, the Bank of Canada began to hold less of the debt and the 

difference was made up through foreign investors. For example, in 1977 the Bank of 

Canada held 21 percent of the federal debt, and in 1984 that amount had dwindled to 

only 10.5 percent (Barlow & Campbell, 995, p.83). In addition the amount held by 

foreigners rose from 10.3 percent in 1985 to 26 percent after Brian Mulroney left office ( 



Barlow & Campbell, 1995, p.85). As a result, bond raters became integral to Canadian 

borrowing. 



Chapter Four: Research Findings, Conclusions and Implications 

In part one of the following, multivariate statistical regression and correlation tests 

between predictor and criterion variables will be presented. The tests will analyze the 

values of the variables at the interval level of measurement. The following will 

demonstrate a strong negative correlation between Unemployment Insurance benefits 

spending and Canadian Bond Indices. In part two, the results and ramifications of the 

strong negative correlation will be presented. In particular, implications for social work, 

social policy and further research will be examined. 

Part One: Research Findings 

The following analysis will identify a yearly statistical relationship between Canadian 

Bond Indices (CBI) and Unemployment Insurance benefits spending (UIBPI). Further 

research may attempt to isolate intervening variables and may further examine the 

relationship between CBI and UIBPI. To begin, the following will present an analysis of 

the central tendency and variability of the variables. This information was important to 

ensure that data has been entered correctly and that proper statistical tests were 

chosen. For example, certain tests were more effective with normally distributed data 

while others were designed for skewed data. Concerning central tendency, median and 

mean will be presented. For variability, range, standard deviation and variance will be 

examined. 

Central tendency is the statistical examination or search for a single number, or 

series of numbers, that is most representative of all the values. The mean and median 



are two methods of describing the typical value within a data set. The median is the 

value that divides an array into two equal halves. In contrast, the mean is the sum of all 

of the values divided by the total number of values (Weinbach & Grinnell, 1998) 

Figure 4.1 Descriptive Statistics 

Mean Median 

UIBP! 32.16' 31.77* 
CBI 1.46 1.47 
CPI 65.91 58.40 
l RATES 10.75 10.28 
SERATE 1.13 1.15 
POEBT 18.53 11.56 
'aggregate total of sample (n=16) (1 971 -1 989 excluding 1982,1984 8 1986) 

(UIBPI = Unemployment Insurance Benefits Paid Index, yearly total, Source: 

McFarlane, Pun &Loparco, 1993) 

(CBI = Canadian Bond Indices, Source: MoodyEs Investor Services, 1997) 

(CPI = Consumer Price Index (all-items, 1992 baseline), yearly average, Source: 

Statistics Canada, CANSIM, Matrix 9957) 

(IRATES = Chartered Bank Administered Interest Rates - Prime Business Loans, 

Yearly Average, Source: Department of Monetary and Financial Analysis, Bank 

of Canada, 1998) 

(SERATE = CanadaIAmerican Dollar Spot Exchange Rate, Source: Federal 

Reserve Statistical Analysis, yearly average 

(PDEBT = Net Public Debt as a Percentage of Canadian Gross Domestic 

Product, yearly average, Source: Statistics Canada, Cat. Nos. 1 3-201 and 1 3- 



Variability is the statistical examination of the distribution of values. The range, 

standard deviation and skewness are three methods of describing the distribution of 

values within a data set. The range, for example, is the distance that encompasses all 

values within a data set. Further, the standard deviation is the square root of the 

variance. The standard deviation also describes to what degree the values cluster 

around the mean (Weinbach 8 Grinnell, 1998). 



Figure 4.2 Descriptive Statistics 

Range Standard D. Skewness 
UlBPl 17.62 5.13 1.29 
CBI .74 .20 .05 
CPt 82.65 28.41 .48 
IRATES 13.29 3.4 1 1.08 
SERATES .39 .12 .34 
PDEBT 36.40 13.56 .98 

'aggregate total of sample (n=16) (1 971 -1 989 excluding 1 982,1984 & 7 986) 

(UIBPI = Unemployment Insurance Benefits Paid Index, yearly total, Source: 

McFarlane, Pun BLoparco, 1993) 

(CBI = Canadian Bond Indices, Source: MoodyEs Investor Services, 1997) 

(CPI = Consumer Price Index (all-items, 1992 baseline), yearly average, Source: 

Statistics Canada, CANSIM, Matrix 9957) 

([RATES = Chartered Bank Administered Interest Rates - Prime Business Loans, 

Yearly Average. Source: Department of Monetary and Financial Analysis. Bank 

of Canada, 1998) 

(SERATE = CanadaIAmerican Dollar Spot Exchange Rate, Source: Federal 

Reserve Statistical Analysis, yearly average 

(PDEBT = Net Public Debt as a Percentage of Canadian Gross Domestic 

Product. yearly average, Source: Statistics Canada, Cat. Nos. 13-201 and 13- 

In general, the results indicated that much of the data was skewed. As a result. 

multivariate and parametric statistical tests were utilized. 



Selection of statistical tests 

The selection of statistical tests was guided by many factors. Firstly, because the 

study involved six variables, a multivariate test was chosen. A multivariate statistical 

test examines the relationship between three or more variables. It attempts to 

examine, simultaneously, the relationship between the criterion, predictor and 

intervening variables. Secondly, the selection of statistical tests was guided by the 

level of measurement. In this study, all of the variables were of the intewal level of 

measurement. Thirdly, the sampling methods of this study influenced statistical 

selection. As noted in chapter one, the total population has been included as the 

sample. Fourthly, the distribution of values of each variable was influential. As a 

result, the following SPSS statistical tools were selected and utilized: Correlation and 

Regression (Weinbach & Grinnel, 1998). 

In theory, all correlation analyses are designed to analyze data when we 
have not control over the distribution of the variables within the population. 
We simply measure the predictor and criterion variables ex-post facto , 
after they have already been distributed among the cases or objects ... In 
those relatively rare situations in which experimental research designs are 
employed and normally distributed interval or ratio predictor and criterion 
variables exists, regression analysis are the statistical procedures of 
choice. If the predictor variables are really randomly distributed variables, 
either correlation or regression can be used, but correlation is really the 
more correct of the two. (Weinbach & Grinnel, 1998, p.164-165) 

Descriptive Correlation 

A p-value (probability value) is a mathematical probability that any relationship 

between variables found within a sample may have been produced by chance or 



sampling error. Researchers have indicated that 95 percent certainty level is the point 

that a null hypothesis may be rejected. Therefore, p-values or alpha levels at or below 

.05 are considered to be statistically significant. 

Correlation 

Correlation is a statistical term representing the relationship between two or more 

variables. Correlation tests do not attempt to prove causation or that one variable has a 

direct effect upon another. Instead , correlation tests examine covariance between two 

or more variables, which the researcher has not necessarily introduced nor 

manipulated. Correlation coefficients (r- value) range along a continuum from -1.0 

(perfect negative), to 0.00 (zero correlation) to 1.0 (perfect positive). A correlation 

coefficient that exceeds the scientific standard of 5% at a sample size of n=16 requires 

an r-value of .49 and above to be statistically significant (Fisher 8 Yates, 1998, p.17). 

In this study, Unemployment Insurance Benefits Paid l ndex (U BPI) and Canadian 

Bond Indices (CBI) had a partial correlation coefficient (zero order partial) of -.81 at 

P=.OOl and p>.05. This indicated a strong relationship. In fact, of all of the predictor 

variables, (CBI) had the highest correlation value and the lowest P value. This 

indicated that negative correlation was highest between UlBPl and CBI. Furthermore, 

chance was not likely the cause of the correlation. The following chart illustrates the 

correlation. 



Figure 4.3 Correlation 

Partial Correlation Coefficients 

CBI CPI IRATES SERATE PDEBT 

UlBPl -.81 .66 9.19 .30 .75 

p<.OOi p=.005 p=.470 p=.256 p=.OOl 

'aggregate total of sample (n=16), (1 971 -1 989 excluding 1982, 1984 & 1986) 

(UIBPI = Unemployment Insurance Benefits Paid Index, yearly total, Source: 

McFarfane, Pun BLoparco, 1993) 

(CBI = Canadian Bond Indices, Source: MoodyEs Investor Services, 1997) 

(CPI = Consumer Price Index (all-items, 1992 baseline), yearly average. Source: 

Statistics Canada, CANSIM, Matrix 9957) 

(IRATES = Chartered Bank Administered Interest Rates - Prime Business Loans. 

Yearly Average, Source: Department of Monetary and Financial Analysis, Bank 

of Canada, 1998) 

(SERATE = CanadalAmerican Dollar Spot Exchange Rate, Source: Federal 

Resewe Statistical Analysis, yearly average 

(PDEBT = Net Public Debt as a Percentage of Canadian Gross Domestic 

Product, yearly average, Source: Statistics Canada, Cat. Nos. 13-201 and 13- 
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Furthermore, when CPI, IRATES, SERATE and PDEBT are controlled for, the negative 

correlation between UlBPl and CBI is strong (-,8472, pc.05). 



Regression 

Regression statistical tests allow researchers to make predictions about the values 

of criterion variables by knowing the values of predictor variables. Further, regression 

tests can be used when predictor variables may only be selected rather than introduced 

or manipulated. Regression tests are extensions of correlation tests. Multiple 

Regression is a statistical test that determines the statistical relationship between 

criterion and predictor (including intervening) variables. It isolates the effects of each 

predictor variable from each criterion variable through the analysis of common 

covariance. One number produced, Beta Weights, are partial correlations based upon 

correlations of various predictor variables and correlations between predictor and 

criterion variables. In particular, Beta Weights identifies unique correlations between 

one criterion and predictor variable that are not accounted for by other predictor 

variables. In other words, even though a particular predictor variable may have a high 

correlation with a criterion variable, it may have a Beta Weight near to zero. The Beta 

Weight that is furthest from zero is the predictor variable that has the highest unique 

correlation with the criterion variable. 

In this study, UlBPl had the highest Beta Weight from zero (-1.26). This indicates 

that UlBPl has the highest unique correlation with CBI. 



Figure 4.4 Unique Correlation 

UlBPl CPI IRATES SERATE PDEBT 

BETA -1.26 0.1 1 -32 9.14 .85 

(criterion variable: Canadian Bond l ndices (annual average)) 

'aggregate total of sample (n=16) (1 971-1 989 excluding 1982, 1984 & 1986) 

(UIBPI = Unemployment Insurance Benefits Paid Index, yearly total, Source: 

McFarlane. Pun &loparco. 1993) 

(CBI = Canadian Bond Indices, Source: MoodyEs Investor Services, 1997) 

(CPI = Consumer Price index (all-items, 1992 baseline), yearly average, Source: 

Statistics Canada, CANSI M, Matrix 9957) 

([RATES = Chartered Bank Administered Interest Rates - Prime Business Loans. 

Yearly Average, Source: Department of Monetary and Financial Analysis, Bank 

of Canada, 1998) 

(SERATE = CanadaiAmerican Dollar Spot Exchange Rate, Source: Federal 

Reserve Statistical Analysis, yearly average 

(PDEBT = Net Public Debt as a Percentage of Canadian Gross Domestic 

Product, yearly average, Source: Statistics Canada, Cat. Nos. 13-201 and 13- 
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The Regression Test also provides prediction formulas or ratios of the criterion 

variable(s). The Regression Coefficient (6) represents the slope of the regression line 

on a criterionlpredictor scattergram. It symbolizes the amount and direction of change 

in Y (criterion) for each unit of change of X (predictor). For example, between U.I. 



benefits paid (predictor) and Canadian Bond lndices (criterion), for every million dollar 

increase in U.I. benefits, Canadian Bond lndices would decrease by .05. However, the 

ability to used the B number as a prediction of the criterion variable(s) depends heavily 

upon the strength of correlation between the two variables. Variables with low 

correlation cannot be predicted with accuracy using the regression coefficient. 

Standard Error is the statistical representation, based upon r, of the accuracy of 

Regression Coefficient predictions. The closer the Standard Error is to 0.0, the higher 

accuracy that the prediction will have. 

In this study, for UlBPl and CBI, B=-.05, Standard Error ,010. This indicates a high 

accuracy for future predictions of the criterion variable based upon known values for 

UIBPI. 

Another measure of correlation is the coefficient of determination. The coefficient 

of determination (r squared) indicates the proportion of the variation in one variable that 

can be accounted for or is related to the variation of the other variable. For example an 

R square value of .9 indicates that 90% of the variation in the variable is related to the 

variation in the other variables. 

In this study, R=.97 ( ~ ~ 0 5 )  and R squared is .94 for all five predictor variables and 

the criterion variable. This indicates that a very high percentage of variation of CBI is 

related to the variations of the predictor variables. 

In summary, the aforementioned indicates a strong relationship or negative 

correlation between UlBPl and CBI. Further research is needed to determine causation 

and to isolate intervening variables. 



Part Two: Conclusions and Implications 

In this study, a strong correlation was revealed between Unemployment lnsurance 

benefits spending and Moody's Canadian Bond Indices. Further research is needed to 

determine how, specifically, the variables are related. For example, social workers 

should examine whether or not bond raters have an impact on Unemployment 

lnsurance benefits spending. The will of the people should guide Unemployment 

lnsurance developments rather than external authorities. If, as this study has 

demonstrated, there is a possibility of undemocratic influence, then further study and 

action are warranted. 

This last chapter will issue support for Unemployment Insurance, democratic 

participation and alternatives to bond raters. It will include the following sections: 1 ) 

Consciousness Raising of the Workers; 2) Understanding Bond Raters; 3) Against Cuts 

to Unemployment Insurance; 4) Against the Conditions that Gave Rise to the Authority 

of the Bond Raters and 5) Towards Full and Meaningful Employment. The above noted 

sections will outline the implications for social policy, in general, and for the profession 

of social work, in specific. 

Conclusions 

Only a few conclusions have resulted from this study. Firstly, a strong negative 

correlation exists between Unemployment lnsurance benefits spending and Moody's 

Canadian Bond Indices. In fact, of all the predictor variables, UlBPl had the highest 

correlation with CBI. The correlation is especially significant as UlBPl was the only 

predictor variable not previously identified as a major influence on CBI. Secondly, more 



research is needed. In particular, although a relationship or correlation was identified 

between UlPBl and CBI, the exact nature of the relationship is unknown. For example, 

it remains unclear whether CBI influences UlBPl or whether the variables are mutually 

affective. Furthermore, UlPBl represented only one component of Unemployment 

Insurance. In other words, other elements of Canadian social spending should be 

included, such as health care or transfers to the provinces, to determine if bond raters 

are able to affect the programs meant to benefit Canadians. Further research might 

involve the following: controls for data skewness, powerful parametric statistical tests, a 

multivariate analysis including various social programs in Canada and Step Wise 

Regression Analysis. 

Implications 

Although little can be concluded from this study, a strong negative correlation was 

demonstrated between UlPBl and CBI. A correlation indicates a relationship between 

variables. For example, UlPBl and CBI could simply covary or CBI may affect UIPBI. 

The possibility of the latter should encourage social workers and Canadians to 

investigate further. Democracy, equity and collective responsibility require vigilance. 

The following will outline how Canadians, and social workers, may become more active 

in investigating influences to Unemployment Insurance, bond raters and alternative 

sources of government finance. 



Part One: Consciousness Raising of the Workers 

As during the Great Depression. Canadians must gain information to ensure that 

government policies reflect the will of the people. Numerous authors including Dobbin 

(I 998). Newman (1 995) and Barlow & Campbell (1 996) have insisted that Canadians, 

in general, want strong government programs, including strong education and medical 

systems, income assistance for the unemployed and the underemployed, supports for 

the elderly as well as policies allowing all Canadians to live with dignity. In essence, 

Unemployment lnsurance is considered necessary to assuage the effects of the 

marketplace including poverty, exploitation, dangerous working conditions, starvation, 

illiteracy, homelessness, neglect and abandonment. Despite this, governments of 

Canada and their intermediaries, since the mid 19709, have been preaching that 

Canada's systems of collective responsibility were no longer affordable or desirable. 

Authors such as Dobbin (1 998) have expressed concem that many Canadian 

govemment representatives and intermediaries advocate for Unemployment Insurance 

reductions. Government representatives included Preston Manning and Lloyd 

Axworthy while intermediaries included the Fraser Institute, the Canadian Taxpayers 

Association and KPMG. Dobbin has recommended that Canadians should investigate 

the motivations behind such demands for govemment cutbacks. Furthermore, 

Canadians should investigate the authorities whose diatribes attempt to lower the 

public's expectations of govemment. Dobbin has suggested that calls for reduced 

govemment are not informed with a general concern for mankind but rather with greed 

for small segments of the population. In more detail, once Canadians accept that 



government cutbacks have been fueled by self-interested purveyors, then widespread, 

active support for Unemployment Insurance will again result. 

Without action by the people, Dobbin (1998) feared that poverty and polarization in 

society would be further exacerbated. 

If people do not resist the onslaught of corporate rule, it not only will get 
worse, it has to get worse. The logic of the system, driven by a rigid 
ideology and an elite of true believers means that there are no natural 
barriers, no limits to the destructive power of transnational corporations 
and the international system of finance and mass consumerism they are 
putting into place. Market liberalism, by its nature is unable to value 
anything but economic efficiency, cannot take into account human 
suffering, human history, the value of culture or community or the value of 
the environment. (Dobbin, 1998, p.281) 

In fact, the excesses of unbridled capitalism have already been witnessed in child slave 

labour in Indonesia, in startling homelessness in Brazil, in widespread poverty in New 

Zealand as well as increasing disease and illness in segments of the population of the 

United States. Even in Canada the following conditions are increasing: suffering 

among people of the First Nations, rates of high school drop outs, rates of child poverty, 

homelessness in urban areas, lines for assistance at churches and soup kitchens as 

well as amounts of people denied assistance through government (Barlow 8 Campbell, 

Authors including Stewart (1998) and Dobbin (1 998) insisted that Canadians should 

better participate in decision making and policy setting. To promote this, academics 



and policy makers should ensure that information and options are presented in an 

unbiased manner. For example, Canadians should be presented with balanced 

information about debts, government spending and the Unemployment Insurance. 

Furthermore, citizens must actively participate in decision making. 

That involves a decision to become deliberate ...( involving) seraware 
citizens who make a commitment of time and resources to rescuing their 
community from its continued destruction. If those who despair at what is 
happening to our country are not willing to make sacrifices, and change 
their lives, it is a certainty that we will lose and end up as observers of 
ever greater corporate domination. (Dobbin, 1998, p.284) 

Part Two: Understanding Bond Raters 

More research is required to fully understand how bond raters affect the policy 

formation in Canada. While it is clear from authors such as Reid (1992) and Dobbin 

(1998) that Canadians support Unemployment Insurance in Canada, it is unclear 

whether bond raters do. It is also unclear to what extent bond raters hold influence 

over government. In any event, it is clear that other methods of government 

management and finance are required so that the influence of bond raters may be 

diminished. Nation states should, rather than foreign intermediaries, influence policy 

making. Social workers should better include untraditional areas of inquiry into the 

discourses of study. For example, trade agreements, intemational finance, monetary 

policy, taxation, government revenues, trade liberalization, jurisprudence and 

international relations are areas that require further investigation by social workers. 

In addition, it is important for social workers to understand what might be affecting 

the role of government and expectations of collective responsibility. While social 



workers have been fairly successful in analyzing the influences and messages of 

groups such as the C.D. Howe Institute or the BCNI, the authority of other groups has 

gone virtually unchallenged. Bond raters, as demonstrated through this study, hold that 

potential to affect Unemployment Insurance. Other methods by which social workers 

might help include the following: 1) become politically and economically literate and 

active; 2) reject the inevitability of ideology of globalism and individualism; 3) recover 

our history; 4) recover the language of universality; 5) support the public sector; 6) 

assume the perspective of time and patience; 7) recognize the global nature of the 

fight; 8) understand the new structures of corporate rules; 9) support the struggle of 

others and do not get discouraged; 10) nurture the growth of leaders from the 

grassroots; 1 1 ) support alternative media and research and; 12) articulate a vision of 

the future (Barlow & Campbell, 1995, p.270-278). 

Part Three: Against the Cuts to Social Spending 

According to class analysis, most criticisms to social spending are founded upon 

owners' imminent accumulation urges not circumvented by concerns over stability. 

That is, social spending, which was considered so necessary for stability during the 

1940s and 1950s, was no longer needed as the possibilities for insurgency were 

remote in the peaceful 1990s. Social workers should attempt to re-lower public 

tolerance of individualism. Increasing class consciousness through education and 

information sharing may heighten the likelihood of worker protest and collective effort. 

Raising the consciousness of Canadians requires the diffusion the corporate and 

government propaganda of the fast 20 years. For example, it is important to 



understand that Canada's ability to survive and compete in the new global economy is 

not constrained but is enhanced by our history of mutual trust, civility and faimess. 

Canada should not rush to embrace market individualism. It is recommended that 

Canada contains a social contract with its citizens that is markedly different from the 

United States. Every person is considered to be part of the larger collective with rights 

and responsibilities. These norms and understandings allow for a more peaceful 

society, one that may better accommodate the stability and predictability that is needed 

by a civil society (Chomsky, 1993, p. i 3-1 5). 

In more detail, it is suggested that having a society that recognizes collective 

responsibility fosters trust, civility and faimess. Greater amounts of collective 

responsibility among people and government breeds greater trust resulting in less crime 

as well as increased security and predictability. As a result, less resources are 

diverted to control measures including the criminal justice system and private security. 

Furthermore, a society characterized by civility and faimess is one characterized by 

political stability and quality of life. Although Canada is now the envy of the world as a 

compassionate society, converting to stricter individualism through cuts to social 

spending will change that status. No longer will Canada experience certain production 

advantages: profitability will be reduced as more resources will be dedicated to ensure 

predictability and stability. As people are increasingly left to fend for themselves, crime 

will become a common method of survival. The relative cooperation and peace that 

characterizes Canada might be replaced by the rioting and class conffid that 

characterizes many other regions of North America (Reid, 1992). 



Dobbin (1 998) recommends that for Canadians to become more politically active, the 

role of consumers must be supplanted with the role of citizens. Concerned and active 

citizens do not thrive in the atomistic and individualistic society of contemporary 

capitalism. Rather than participating in wage-slave conditions to afford a new 

purchase, Dobbin recommends that people organize and meet with one another. A 

sense of common purpose and cohesion are needed for the collective action of 

workers. 

Part Four: Against the Conditions that Gave Rise to Bond Raters 

Citizens and governments should determine public policy, not unaccountable and 

foreign intermediaries such as bond raters. Clearly, Canada's record of borrowing may 

cede too much authority to outsiders. One solution is to reduce debts through lower 

interest rates. McCracken (1 996) suggested that had Canadian interest rates remained 

at levels in the United States since 1985.400,000 more jobs and $17.7 billion economic 

activity would have been generated in Canada. Interests rates adjusted for inflation in 

Canada have been, on average, higher than in the United States: 2.8 per cent in 1985; 

.9 per cent in 1989; 6.2 per cent in 1991 ; 3.0 per cent in 1993; and 1.2 per cent in 1995 

(McCracken. 1996. p.72-83). 

Interest rates within Canada may be lowered in a number of ways. For example, 

the Bank of Canada could intervene in the markets for loans by purchasing Federal 

Government Bonds or altering the reserve requirements of the chartered banks. If 

Canadian interest rates were lowered, increased borrowing would occur stimulating the 



economy and increasing governmental revenues. In addition, the lowering of interest 

rates would put downward pressure upon the dollar making Canadian exports more 

attractive. The result would be an increase in the demand for Canadian products 

(Rosenbluth, 1996, p. i 01 -1 06). 

Lower Canadian interest rates are resisted because of potential inflation and 

speculative capital movement. Critics fear that any lessening in the Canadian anti- 

inflation policy would result in economic ruin as investors would move investment 

elsewhere. Economists note, however, that lower interest rates would not produce 

appreciable inflation. More specifically, Canadian unemployment is sufficient enough 

that workers, in general, are willing to take available jobs even those involving 

retraining, moderate wages and relocation. 

The Bank of Canada was created to preserve the stability of the currency of 

Canada, to control inflation and to promote the economic and social well being of the 

country. Lowering interest rates will increase the number of people who are employed 

and as well as govemment revenues. With less debts, the need to finance the same is 

reduced. By lowering debts, the ability of lenders and bond raters to influence 

government will be lessened and a turn towards greater democracy will be achieved 

(Van Audenrode, 1996; Chomsky. 1993). 

Despite the new global economy, nation states have many important roles. 

Governments have responsibilities for job creation, social investment, economic 

management and balancing the taxation system. Undermining govemment revenues, 

local economies and collective support systems must be reversed. For example, 



Canadian debt must again be held domestically either through the Bank of Canada or 

through Canadian investors, Financing debt locally allows for the reinvesting of interest 

payments. Furthermore, increased regulations or incentives for Canadian investment 

or production should exist. For example, the Government of Canada should place 

restrictions on the amount of exempted pension money that may be invested outside of 

the country. In addition, further incentives for Canadian job-producing industries must 

be established. It is also recommended that govemment cutbacks should be reversed 

with services in the following areas: child care, nutrition, holistic health care, ecological 

integrity, communications, infrastructure development, affordable housing and 

employment creation (Barlow 8 Campbell, 1995, p. 176-1 78). 

Revamping the taxation system in Canada is necessary to allow govemment to 

provide the aforementioned services. Adequate revenues must be collected before 

truly comprehensive programs may be implemented. The following amendments must 

to be considered: an inheritance tax, two new marginal tax rates for high income 

earners and eliminating many of the deductions for corporations including the meals- 

and-entertainment deduction. 

Part Five: Towards Full and Meaningful Employment 

To recapitulate chapter one, the paucity of full and meaningful employment creates 

hardships for Canadians. Unemployment and underemployment sewe as a watershed 

for other problems: hornelessness, malnutrition, disease, illness and misery. Social 

workers should strive towards the creation of abundant employment that possesses the 

following: fair remuneration, medical benefits, healthy working conditions, worker 



representation, equal employment conditions and opportunities for personal 

development. 

There are, as noted in the Kunin and Knauf (1988) fundamental 
changes .... taking place in the Canadian job market. There is a 
restructuring that means fewer full-time jobs and greater economic and 
job insecurity for a growing number of Canadian workers. It is to this 
future that social work educators and practitioners must respond as the 
la bour-market marginality brought on by unemployment and 
underemployment increasingly shapes both the context which social work 
is practised and the lives of people with whom social workers will work 
(Ternowetsky & Riches, 1990, p.30-31). 

Leonard Marsh (1 943) asserted that full employment required national and 

international planning. Furtherrnore, it required a combination of policies that would 

nurture employment creation and provide for underlunemployed workers. Marsh 

expressed concern that the full employment experienced during World War Two would 

be replaced by high unemployment if active government management of the economy 

did not occur. 

During World War Two, virtually every available and willing worker was employed. 

In fact, during the war, the roles of women were redefined from domestic caregivers to 

workers outside of the home. Furthermore, even nontraditional avenues of 

employment became available to women: heavy manufacturing and factory work. 

When it suited the needs of industry and government, women were condoned to leave 

the home, place children in daycare and receive pay for work. Under the tenants of 

wartime productive capacities, employers actively sought workers (Guest, 1990). 

Canadian employment policies have undergone three major transitions in the latter 

half of the twentieth century. The first stage, full employment, began in 1939. During 



the first stage, government used fiscal and monetary policy to ameliorate recessions 

and create full employment. Govemment also created employment through state-run 

programs such as crown corporations and wartime production. Maximizing productive 

output through the utilization of every available worker was the goal. The second 

stage, maximum employment, began in 1 946. During the second stage, government 

was to create the maximum employment possible according to other challenges. For 

example, increasing debts and inflation limited government spending on job creation. 

The second stage was characterized not by increasing state ownership of industry, but 

by government stimulation of the private marketplace. Government provided increased 

business credit, lower mortgages and social spending. "Canada's choice was to 

concentrate on income support programs in times of recession rather than on job 

creation" (Guest, 1990, p.36). The third stage, lower debts and inflation, began in the 

1970s. During the third stage, higher unemployment was accepted as inevitable, even 

desirable. roday, in an effort to achieve a balance between unemployment and 

inflation, full employment is said to have a natural rate of employment that currently 

varies between 6.5 and 8 per centn (Guest, 1 990, p.38). Government job creation 

programs became less of a national priority. Furthermore, income supports to the 

unemployed were made more difficult to obtain, shorter and of lesser amounts. 

The recommendations of Marsh may guide contemporary policies. During the first 

stage, the government used social and economic policies to benefit workers through full 

employment. Further, during the second stage, greater unemployment was accepted 

but the distress of the unemployment was alleviated through growing social spending. 

However, during the third stage, workers were to adapt to the needs of the economy. 



Government must actively manage economies to create meaningful employment and 

programs to support those workers for whom employment creation has failed. The 

following full employment policies are recommended: a guaranteed minimal income for 

all Canadians; fiscal and monetary policies encouraging full employment; equal pay for 

equal work legislation; a very progressive taxation system; encouragement for unions 

including tax incentives and education campaigns; higher minimum wages; higher 

occupational health and safety standards; and greater affirmative action for women, 

people with disabilities and other peoples marginalized by Canadian employers. Also 

important for full employment is the abandonment of low inflation targets. Government 

ownership over production would also promote workers' needs, rather than profits, 

guiding employment decisions: employers would be elected officials. 

Preceding the aforementioned changes should be reinstatements of previous 

capital and goods mobility restrictions. Money traders and investors should not 

undermine the Canadian economy and full employment policies through speculative 

capital movements. In more detail, with reinstated regulations, capital could not be 

moved out of Canada in reaction to increased inflation, higher government spending 

and other costs to business. In addition, social programs should be strengthened to 

support Canadians who are unable to work. For example, all Canadians, regardless of 

employment status, should have access to the education, training, shelter, clothing. 

entertainment, food and employment necessary for individual fulfillment and 

participation in society. 



The only basic answer to unemployment is employment - not any kind of 
task work it is true, but employment carrying a reasonable level of 
remuneration and reasonably satisfactory working conditions. The first 
positive measure in providing social security, therefore, is a program 
which will make available, or in other words, which will offer wages rather 
than subsistence maintenance to the farthest extent to which it is possible 
(Guest, 1990, p.35). 

In conclusion, the preceding advocated greater collective responsibility, nation-state 

autonomy, greater democracy, full employment and limits to ownerlcorporate freedom. 

Authors such as Kerans (1990) have indicated that the aforementioned diverges from 

contemporary values of government, owners and corporations: greater corporate 

freedom; higher unemployment with lower inflation, greater corporate amalgamation 

and improve technologies; lower taxation with decreased govemment spending; nation- 

state acquiesce to the global economy; and increasing profitability. Kerans suggested 

that certain neo-conservative values have undermined Canada society: capital should 

be free to move to regions of highest profit; unemployment may only be solved with 

economic growth and market freedom; nations must become competitive in providing 

low taxation, few regulations and low inflation; govemment ownership and intervention 

into the marketplace is wasteful and ruinous; sociai spending ruins labour forces by 

breeding laziness and indolence; government debts are caused by social spending; and 

the marketplace is uncontrollable and the determinant of govemment policies. Kerans 

recommended that Canadians analyze and embrace their values rather than the 

neoconservative agenda. 



In conclusion, the following are suggested. 1) Revoke the privilege of the owners to 

evade taxes. 2) Do not allow corporations and the owners to evade responsibilities 

concerning environmental, social and workplace regulations. 3) Neutralize lobbyists. 

4) Limit owners' ability to finance and employ politicians. 5) Provoke change so that 

investors can not disrupt economies through speculative capital flows. 6) Analyze 

authorities, especially who espouse freedom of the marketplace, individualism and less 

government. Demystifying authorities who may influence government as well as the 

expectations of the public is important. Democracy requires autonomous governments 

with capacities to carry out the wishes of citizens; and citizens require unbiased and 

balanced information to make decisions (Barlow & Campbell, 1995, p.255-257). 
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