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The Institute for Research on Public Policy (IRPP) is hosting a workshop on June 29th and 
30th, 2022 for a select group of participants to discuss challenges with, and possible 
changes to, Employment Insurance Financing.  

Employment and Social Development Canada (ESDC) is supporting this workshop in the 
context of its consultations on EI Modernization. Phase 1 of these consultations took place 
between August 2021 to February 2022, and focused on the changing nature of work, 
access to employment insurance (EI), simplifying EI, self-employed and gig workers, life 
events, seasonal work and the Premium Reduction Program (PRP). Phase 2 is exploring 
issues related to EI adequacy and financing, while also taking a deeper dive into some areas 
discussed in Phase 1 that require further focused examination, such as supports for the self-
employed, seasonal work and the PRP.  

This document focuses on EI Financing, providing background information and analysis to 
support workshop participants. It was developed by the IRPP and does not necessarily 
represent the views of the Government of Canada.  
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The Employment Insurance Financing Challenge 

The COVID-19 pandemic highlighted several challenges with the current EI system. In the 
decade before the pandemic, EI only covered 41% of workers laid off, on average. In March 
of 2020, as millions of Canadians were laid-off as a result of pandemic-related closures, the 
EI system was not able to process the sudden surge in claims in a timely manner (Working 
Group Report 2022). Both issues increased the risk of a deeper recession due to widespread 
loss of income, necessitating the introduction of emergency benefits such as the Canada 
Emergency Response Benefit (CERB) and temporary adjustments that increased and 
improved access.  

In previous workshops hosted by the IRPP, experts called for measures that would expand 
the coverage and generosity of EI benefits. The challenge is how to finance those measures, 
particularly when the EI Account is in deficit, and fully self-financed through employer and 
employee premiums.  

Expanding program disbursements without adjusting the financing mechanism or 
introducing federal financial contributions will result in higher premiums and a longer time 
frame to return to balance.  If another recession hits in the interim, it could affect the 
sustainability of the fund and create long-term dependence on public accounts.  

Lifting restrictions on premium increases could improve the sustainability of the fund but 
would place an additional cost burden on businesses and workers. However, some options 
could shift the burden to higher income employees (e.g., increasing maximum insurable 
earnings) or businesses that have a greater risk of layoffs (e.g., experience ratings).  

The goal of this workshop is to better understand these challenges and to carefully evaluate 
possible changes to EI financing. The following sections provide background information to 
support the discussion. Additional proposed solutions from participants are also welcome. 
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The current approach to Employment Insurance Financing 

Since 1990, Employment Insurance (EI) has been financed through payroll contributions by 
employers and employees. The EI Operating Account – which includes annual EI revenues 
and expenditures – is included as a specified purpose account in the public accounts of the 
Government of Canada, or the Consolidated Revenue Fund (CRF). As a result, the annual 
balance of the Account affects federal deficits or surpluses and cumulative Government of 
Canada debt. Prior to 1990, the federal government paid for a share of EI costs, namely the 
costs of benefits for self-employed fishers, benefit extensions after training, and benefits 
triggered by high national or regional unemployment (see Table 1 for a brief history of EI 
financing). 

Some key features of the current EI financing regime, prescribed in the Employment 
Insurance Act, include: 

• Employer premiums are 1.4 times employee premiums.1 
• Premium rates are determined based on a 7-year forecasted break-even rate, 

aimed at achieving a cumulative balance of $0 over a rolling 7-year horizon.2  
• Changes to the premium rate are subject to a limit of 5 cents per year.2  
• Maximum Insurable Earnings (MIE) set a maximum annual income level for 

insured earnings, which also places a ceiling on employee and employer 
contributions and EI benefits (MIE set at $60,300 in 2022). 

The Government has established four principles to guide EI Financing, outlined in ESDC’s 
submission guide for Phase 2 of its EI Consultation (ESDC 2022a): 

1. Transparency and accountability – funds are only used for program expenditures 
and premium rates are set in an objective, transparent and non-arbitrary fashion. 

2. Fairness and good governance – the program is financed in a sustainable and 
equitable manner ensuring that premium rates are predictable and consistent, and 
risk is pooled across all contributors. 

3. Economic resiliency – the funding model should sustain itself through economic 
shocks. 

4. Administrative efficiency – the premium rate setting process is clear, simple, and 
cost-effective.  

  

 
1 Since the province of Quebec has an independent program for maternity and paternity benefits that all workers 
of Quebec must contribute towards (employees and self-employed), federal EI premiums are lowered for Quebec 
residents according to the estimated costs of these benefits. The EI Premium Reduction Program also allows 
employers with qualified wage-loss plans to pay lower premiums.  
2 Can be overridden by Governor-in-Council.  
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Table 1: EI Financing Has Changed Significantly Since Being Introduced in 1940 

Source: IRPP (2022). Task Force on the Financing of Employment Insurance 2007 and ESDC 2022b (Annex 7 
“Legislative changes to the Employment Insurance program implemented and in force from April 1, 1996 to March 
31, 2021”)  

 
3 Approximately $57 billion in surplus transferred to the CRF. Before 2009, the surplus in the EI Account was used 
to finance non-EI government expenditures on several occasions (CIA 2007).   
4 First implemented as a temporary measure in 2011 to support the recovery from the 2008/09 recession. Budget 
2012 made it permanent (Department of Finance Canada 2012). 

  1940 to 1971  1972 to 1990 1990 to 2012  2013 to Present  

R
ev

en
ue

s  

Employer and 
employee 
contributions equal.  
Federal contributions 
equal to 20% of all 
premiums plus 
administration costs. 

Employer contributions 1.4 
times employee 
contributions. 
Federal government 
funded costs of benefits 
for self-employed fishers, 
benefit extensions after 
training, and benefits 
triggered by high national 
or regional unemployment. 

Government contributions 
halted; account became 
self-financing from 
employer and employee 
premiums.  

Same as 2012. 

A
cc

ou
nt

in
g 

Revenues deposited 
in an Unemployment 
Insurance (UI) Fund. 
Surpluses invested in 
interest-bearing 
special-issue 
government bonds. 
Deficits financed by 
interest-bearing 
loans.  

UI Fund replaced with UI 
Account.  
Surpluses collected 
interest at the rate of 90% 
of 3-month Treasury Bill 
yields.  
Deficits covered by 
advances comparable with 
loans to crown 
corporations. 

In 2009, the Employment 
Insurance (EI) Account 
closed and replaced by 
the EI Operating 
Account3. 
Interest no longer 
charged or collected on 
the account.  

Same as 2012. 

G
ov

er
na

nc
e  

Fund managed by the 
Unemployment 
Insurance 
Commission, a 
tripartite body with 
labour, business, and 
government 
representation. 

Commission brought 
under the authority of 
Department of Manpower 
and Immigration (1977).  
UI account moved to the 
Consolidated Revenue 
Fund (CRF) as 
recommended by the 
Auditor General (1986).  

Renamed EI commission 
(1996). Created EI 
Financing Board (2009), a 
crown corporation tasked 
with setting premium 
rates, investing surpluses, 
and managing a reserve 
fund. 

EI Financing Board 
dissolved in 2013.  

R
at

e 
Se

tti
ng

 R
ul

es
 

Parliament 
responsible for 
changes to premium 
rates, informed by UI 
Commission and 
annual reports by the 
Department of 
Insurance.  

Premium rates set by the 
UI Commission such that 
projected revenue equaled 
the average program costs 
of the three previous years 
with adjustments needed 
to cover any cumulative 
surplus or deficit. 

Formula amended in 
2005 to set premiums to 
generate enough revenue 
to balance the account 
(excluding cumulative 
balance) on a one-year 
forward looking basis.  
Established year-to-year 
change limit of 15 cents 
per $100 of insurable 
earnings.  

Rates set by the EI 
Commission according 
to a 7-year break-even 
rate, including 
cumulative balance 
(2016). Year-to-year 
changes limited to 5 
cents per $100 of 
insurable earnings4.  



5 
 

Employment insurance program disbursements  

Employers and employee contributions cover all costs of the program, which includes 
regular and other EI benefits, employment support services, as well as program 
administration. EI Part I includes Regular Benefits, Fishing Benefits, Work-Sharing Benefits 
and Special Benefits such as maternity and sickness. EI Part II provides Employment 
Benefits and Support Measures, including those offered under the federal-provincial-
territorial Labour Market Development Agreements (LMDAs) and the Indigenous Skills and 
Employment Training Program. Between 2012 and 2019, the last 7-year period before the 
pandemic, yearly program disbursements averaged $22.9 billion in 2022 dollars. Figure 1 
and Table 2 below shows an overview of average EI program expenditures between 2012 
and 2019 (see Figure 6 for recent trends in select parts of the program): 

Figure 1. Regular and Special Benefits Account for Most EI Program Disbursements  

 

Source: IRPP (2022). EI Monitoring and Assessment Reports, 2012 to 2019. 
Notes: Share of Total based on average program costs between 2012 and 2019 (FY1213 to FY1819). Average total 
expenditures were estimated at $22.9 billion per year in 2022 dollars. Totals may not add due to rounding. Other 
Benefits include Fishing Benefits (1.4%), Work-Sharing Benefits (.1%), and Special Benefits for the Self-Employed 
(<.1%).  
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Table 2. Employer and Employee Contributions Cover Several Benefits and Services 

EI Expenditures  Details Share 
of Total  

Part I   82.1% 
Regular Benefits Benefits for the unemployed with a valid reason for 

separation and searching for suitable employment 55.1% 

Fishing Benefits  Benefits for self-employed fishers without available work 1.4% 

Work-Sharing Benefits 
Benefits for employees of a firm avoiding layoffs during a 
slowdown in business activity for reasons beyond the 
firm’s control 

0.1% 

Special Benefits  25.5% 

Maternity Benefits Benefits for persons unavailable to work because of 
pregnancy or recent birth 5.4% 

Parental Benefits Benefits for parents caring for a newborn or a newly 
adopted child 12.7% 

Sickness Benefits Benefits for people unavailable to work because of illness, 
injury or quarantine 7.1% 

Family caregiver 
Benefits 

Benefits for people providing care or support to a critically 
ill or injured person 0.3% 

Compassionate 
care Benefits 

Benefits for people providing care to a person of any age 
who requires end-of-life care 

Special benefits for 
the self-employed 

Benefits for self-employed workers who opt into the 
program  <.1% 

Part II Employment Benefits and Support Measures 
(EBSMs) 10.3% 

Administration  Salary and operating costs  8.6% 
Source: IRPP (2022). EI Monitoring and Assessment Reports, 2012 to 2021. 
Notes: Share of Total based on average program costs between 2012 and 2019. Average total expenditures were 
estimated at $22.9 billion per year in 2022 dollars. Totals may not add due to rounding.  
 
Post-pandemic EI Account Balance 

Between 2010 and 2019, EI covered around 41% of the workforce laid-off or without work. 
When the COVID-19 pandemic hit, the EI system was not able to process the sudden surge 
in claims in a timely manner (Working Group Report 2022). The government therefore 
introduced emergency benefits – such as the Canada Emergency Response Benefit (CERB) – 
for self-employed and other workers that did not qualify for regular EI benefits.  
 
The unanticipated, additional costs of the pandemic include5:  

• $27.3 billion in CERB costs administered through EI, financed by the federal 
government (ESDC 2022b); and 

• $42.5 billion in additional EI program costs between 2020 and 2024 resulting 
from both increased unemployment and temporary and permanent changes to the 
program (currently slated to be financed through increased employer and employee 
contributions). 

  

 
5 Estimates based on a comparison of projected expenditures in the 2020 and 2022 EI Actuarial Reports. 
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Using recent projections in Budget 2022, Figure 2 below shows the increase in the 
cumulative deficit in the EI account, and the resulting required increases in premium rates 
in order to return to a $0 balance over the rolling 7-year horizon. If premium rates between 
2023 and 2029 were set at the 2023 break-even rate ($1.73 per $100 of insurable 
earnings) the account would be brought to near balance in 20296. However, since premium 
rates are calculated annually based on a rolling 7-year horizon, rates would begin 
decreasing in 2027, extending the Account’s return to balance well beyond 2030. If there is 
another recession before 2030, the return to balance would take even longer, and could 
affect the long-term sustainability of the account. 

Figure 2. The COVID-19 Pandemic Created a Large Cumulative Debt in the EI Account, 
Requiring an Increase in Premium Rates to Return to Balance 

 
Source: IRPP (2022) based on Budget 2022 (Department of Finance Canada 2022).  
Notes: Quebec residents pay a lower federal EI premium (see Footnote #1). Employers generally pay 1.4 times 
employee premiums.  

The current approach to EI financing requires premium rates to rise following a recession to 
cover increased disbursements, raising costs for businesses and workers. The federal 
government froze premium rate increases for 2021 and 2022 to allow more time for 
recovery. Several Canadian studies have shown that increases in premiums (considered 
payroll taxes) result in lower wages for workers (Deslauriers et al. 2021; Roy-César and 
Vaillancourt 2010).  

Anticipated premium rates would still be among the bottom third over the past 50 years, 
though the program and the Canadian economy have changed since the 1980’s, when EI 
covered 75% of the unemployed and unemployment levels were 9.35%, on average. In the 
decade before the 2020 pandemic, EI covered 41% of the unemployed and unemployment 
was 6.9% on average7. On the other hand, the projected increase in rates is in line with the 

 
6 Budget 2022 projects lower EI costs and a quicker return to Account balance compared to the 2022 EI Actuarial 
Report. This is because the 2022 Actuarial Report is based on economic projections from July 2021 while the 
Budget’s more recent projections (February 2022) predict lower unemployment rates and faster growth in the 
coming decade. Since IRPP calculations below are based on the economic projections outlined in the 2022 EI 
Actuarial Report, IRPP estimates of the size of the cumulative balance from 2024 and onwards may differ from 
estimates using Budget 2022 projections. 
7 Author’s calculations based on Statistics Canada, “Labour force characteristics, monthly, seasonally adjusted and 
trend-cycle, last 5 months” (table 14-10-0287-01); “Employment Insurance Program, income beneficiaries by 
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increase observed following the 2008/09 recession, despite a larger increase in expenditures 
(Figure 3).   

Figure 3. Projected changes in premium rates are not out of line with historical patterns 

 

Source: IRPP (2022). Based on Report: A Look Back and A Way Forward: Actuarial Views on the Future of the 
Employment Insurance System (Task Force on the Financing of Employment Insurance 2007) and Budget 2022 
(Department of Finance Canada 2022). 

Will the current approach to financing be able to absorb an expansion in EI 
benefits? 

In previous workshops hosted by IRPP, experts argued for changes to the EI program to 
improve both coverage and generosity8. Several of the changes would increase EI program 
disbursements, while also reducing the need for temporary adjustments during a recession. 
For example, some of the suggested changes include9: 

• Reducing hours of work required to claim EI ($6B to $13B over 7 years) – 
From variable entrance requirements that range from 420 to 700 hours depending 
on regional unemployment levels, to a uniform entrance requirement set at 420 
hours or 360 hours10.  

 
province, type of income benefit, sex and age” (table 14-10-0138-01); and “Employment insurance beneficiaries 
(regular benefits) by province and territory, monthly, seasonally adjusted” (table 14-10-0011-01). 
8 How to Modernize Employment Insurance: Toward a Simpler, More Generous and Responsive Program (Working 
Group Report 2022) 
9 Author’s calculations based on the economic projections outlined in the 2022 EI Actuarial Report (Office of the 
Chief Actuary 2022). Estimates do not take into account how proposed changes could impact the way workers 
interact with the program.    
10 In September 2020, as part of the temporary EI measures in response to the pandemic, the federal government 
enacted a uniform entrance requirement of 120 hours. In September of 2021, it was replaced with a uniform 420-
hour entrance requirement, set to expire in September 2022 (ESDC 2022b). Our costing calculation assumes 40% 
to 50% of ineligible workers with insufficient hours would qualify (36,200 to 45,250 out of 90,500 in 2019). 
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• Increasing the income replacement rate to 67% of insurable income ($29B 
over 7 years) – from the current 55% replacement rate. 

• Allowing those that voluntarily quit their jobs to qualify for EI ($48B over 7 
years) 11– Those that quit their jobs were eligible for EI before 1996 but are now 
ineligible regardless of the reason for leaving their job. 

Figure 4 below shows the EI financing implications of implementing the first two options (a 
uniform 420-hour entrance requirement and a 67% replacement rate) relative to the status 
quo. Under existing restrictions that limit annual premium rate increases to 5 cents per 
$100 in insurable earnings, implementing these expansions would require extending 
increases to premium rates well into the future.  

Figure 4. The costs of EI modernization would extend increases in the premium rate and 
delay the Account’s return to balance 

 

Source: IRPP (2022). Author’s calculations based on the economic projections outlined in the 2022 EI Actuarial 
Report (Office of the Chief Actuary 2022). 
Notes: BE Rate stands for the estimated 7-year forecast break-even rate. Quebec residents pay a lower federal EI 
premium (see Footnote #1). Employers generally pay 1.4 times employee premiums. Assuming 40% of ineligible 
workers with insufficient hours would qualify (36,200 out of 90,500 in 2019). The increase in cumulative balance 
under a scenario with program reforms is largely a consequence of the 5-cent change limit, which can be 
overridden by the Governor-in-Council.  

Some other changes to the EI program proposed by experts would increase both revenues 
and disbursements, with less certain overall impacts to the balance of the EI account. These 
include: 

• Increasing Maximum Insurable Earnings – IRPP’s report How to Modernize 
Employment Insurance considered two scenarios: (1) Increasing the 2022 MIE to 
$83,500; and (2) Increasing the 2022 MIE to $100,000. The changes would increase 
employer and higher-income employee contributions but lead to decreases in the 
premium rate per $100 of insurable earnings, benefiting lower-income employees. 
The changes would also provide greater benefits to higher income earners that lose 
their job.  

 
11 Based on the projected number of claimants with invalid job separation outlined in the 2022 EI Actuarial Report. 
Assuming a three-week wait period (disentitlement) before receiving benefits.     
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• Expanding coverage to self-employed workers – The impact of this change 
would depend on the details of the expansion and the types of workers covered. 
Currently, self-employed workers may opt into special benefits, provided they pay 
premiums for 52 weeks prior to making a claim. Of the nearly 2.7 million people 
(15% of the labour force) that identified as self-employed in 2021, ESDC estimates 
approximately 43,000 (1.6% of all self-employed) had opted into the program by the 
end of FY2021 (Statistics Canada 2022a, ESDC 2022b). Only 820 people received 
special benefit claims for the self-employed in that year. The bulk of these claims 
were for maternity and paternity benefits (80% of all FY2021 claims for the self-
employed) and were filed mostly by women (95% of all FY2021 claims for the self-
employed).   

 
Are there alternative ways to finance EI modernization? 

Options to finance increased EI program coverage and generosity explored in this document 
include raising Maximum Insurable Earnings, increasing the federal role in EI financing, and 
increasing premiums for certain industries based on experience ratings. While more difficult 
to analyze, other options suggested by experts in previous IRPP workshops include requiring 
firms reliant on gig workers to contribute to EI. 

Increasing Maximum Insurable Earnings 

Maximum Insurable Earnings (MIE) are meant to reflect average industrial wages. The 
formula for calculating MIE was set in 1996. Table 3 shows the formula used to calculate the 
2022 MIE.  

Table 3: Maximum Insurable Earnings Limit Employee/Employer Costs and Employee 
Benefits 

MIE Formula 𝑀𝐼𝐸!"!! = 𝑀𝐼𝐸!""# ×
𝐴𝑣𝑒𝑟𝑎𝑔𝑒	𝑊𝑒𝑒𝑘𝑙𝑦	𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠!"!$
𝐴𝑣𝑒𝑟𝑎𝑔𝑒	𝑊𝑒𝑒𝑘𝑙𝑦	𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠!""%

 

MIE application 

MIE in 2022 = $60,300 

Maximum annual employee contribution = $952.7  
Maximum annual employer contribution = $1,333.8  

Maximum benefits at 55% of MIE = $638 per week 

Source: 2022 Actuarial Report (Office of the Chief Actuary 2021).  

Higher income earners have historically been net contributors to the program, but that 
could become less likely in the coming decades as technological change, remote work, and 
global low-carbon transition lead to more job volatility and precarity among high earners12. 
A higher MIE could better insure higher income employees against the impacts of job loss.   

In 2020, 30% of people in Canada with employment income earned more than $60,000 per 
year. However, 52% of full-time, full-year workers earned more than $60,000 per year 
(Statistics Canada 2022b). Under the current MIE formula, a worker making $80,000 per 
year would only receive 41% of their income through EI regular or special benefits. A 
worker making $100,000 per year would only receive 33% of their income. In the past five 

 
12 A 2010 study found that families with incomes below the median received 34% of total benefits and paid 18% of 
premiums (Kapsalis 2010). 
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years, close to 50% of EI regular benefit claimants were at the maximum benefit level 
(Yalnizyan, Gellatly, and Ritchie 2021). 

Increasing MIE would increase costs for higher income employees, and for employers of 
higher income employees, which are currently net contributors to the program (pay more in 
contributions than they receive in benefits). If the change expanded the contribution base 
and improved the balance of the EI Operating Account, it could also lead to lower premiums 
(Figure 5). In this sense, it would be considered a progressive policy change.  

Any increases to the MIE could be considered alongside changes to the Variable Best Weeks 
(VBW) provision, used to calculate the benefit rate to which EI claimants are entitled. 
Excluding temporary pandemic changes, weekly benefits are calculated as 55% of the 
average weekly earnings during the claimant’s highest earning weeks of the qualifying 
period, and subject to a maximum determined by the MIE13. As a result, some claimants 
with fluctuating income receive the maximum weekly benefit rate even though their yearly 
earnings are lower than the MIE.   

Table 4 below shows what MIE would be between 2012 and 2022 if: (1) it increased with 
inflation; (2) it reflected average wages; or (3) it aligned with the MIE in Quebec’s Parental 
Insurance Plan.  

  

 
13 Number of weeks used ranges from 14 to 22, depending on regional unemployment rates at the time the claim 
is established. Maximum weekly rate is equal to 55% of the MIE divided by 52 (ESDC 2022b).   
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Table 4. An Increase in Maximum Insurable Earnings Could be Based on Several 
Formulations  

Year MIE  
MIE  

(w/ inflation) 
Average Wages  

(LFS) QPIP MIE 

2012 $45,900 $50,100 $51,400 $66,000 
2013 $47,400 $52,200 $52,600 $67,500 
2014 $48,600 $54,600 $53,600 $69,000 
2015 $49,500 $56,200 $54,900 $70,000 
2016 $50,800 $58,500 $56,100 $71,500 
2017 $51,300 $60,000 $56,900 $72,500 
2018 $51,700 $61,900 $58,200 $74,000 
2019 $53,100 $64,800 $60,100 $76,500 
2020 $54,200 $66,600 $63,600 $78,500 
2021 $56,300 $71,500 $65,000 $83,500 
2022 $60,300 N/A N/A $88,000 

Source: IRPP (2022). Author’s calculations based on Statistics Canada. Table 14-10-0064-01 Employee wages by 
industry, annual; Statistics Canada. Table 18-10-0005-01 Consumer Price Index, annual average, not seasonally 
adjusted; Revenu Québec n.d.; CRA 2021.  
Notes: QPIP stands for Quebec Parental Insurance Plan. MIE (w/inflation) calculated by adjusting the 2007 MIE of 
$40,000 according to CPI levels for the given year and multiplying it by the increase in average weekly earnings 
between 2007 and the year in question. Average Wages (LFS) calculated based on average weekly earnings of full-
time employees across all industries. 
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Figure 5. Increasing MIE Reduces Costs for Lower Income Earners, and Increases both Costs 
and Benefits for Higher Income Earners 

 

Source: IRPP (2022). Author’s calculations based the economic projections outlined in the 2022 EI Actuarial Report 
(Office of the Chief Actuary 2022). 
Notes: The figure on the left shows the change in yearly costs to contributors and weekly benefits to recipients 
where the 2022 MIE is set at $83,500. We estimate the resulting break-even premium rate would be 1.71, 
assuming that contributors with annual earnings between $60,300 and $83,500 would make up 10 to 20 percent of 
all regular benefits, with average annual earnings of $71,900. The figure on the right shows the change in yearly 
costs to contributors and weekly benefits to recipients where the 2022 MIE is set at $100,000. We estimate the 
resulting break-even premium rate would be 1.66, assuming that contributors with annual earnings between 
$60,300 and $100,000 would make up 15 to 30 percent of all regular benefits, with average annual earnings of 
$80,150. 
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Box 1. With an Increase in MIE, Higher Earners and their Employers Would Face Increasing 
EI Contributions at the Same Time as they Face Increasing CPP Contributions  

 
Increasing the federal role in EI Financing 

During previous consultations, some have argued that the federal government could return 
to playing a role in EI Financing, as it has in the past. For example, the federal government 
paid 20% of employer-employee premiums and administration costs between 1940 and 
1971. Between 1972 and 1990, the federal government paid for select benefits and made 
contributions at high unemployment levels (Lin 1998).  

The EI program has also evolved, with a wider scope of benefits and services beyond 
employment insurance. Special benefits, which include maternity, parental, sickness, 
caregiving and compassionate care leave, have been the fastest growing source of EI 
program costs (Figure 6). They now represent 25% of EI benefits expenditures. In IRPP’s 
first workshop, several experts proposed shifting to full or partial federal financing of Special 
Benefits, while also addressing concerns with their coverage and access.   

Since 2019, the Canadian Pension Plan (CPP) enhancement is set to gradually increase 
employer and employee CPP contributions. Starting in 2024, a second Maximum 
Pensionable Limit is scheduled to be established, further raising contributions on those 
earning above the current income limit (CRA 2022).  

Between 2018 and 2024, yearly CPP employer and employee contributions are estimated 
to increase approximately 6% on average. The table below shows how increases to CPP 
premiums, combined with increases in EI premiums as a result of changes to the MIE, 
would impact workers at various income levels in 2024. 

Estimated CPP and EI Contributions in 2024 
Sample Income $65,000  $85,000  $105,000  

Yearly CPP Contributions  $3,659  $4,008  $4,008  
Yearly EI Contributions $1,085  $1,085  $1,085  

Total $4,744  $5,093  $5,093  
Total (% of Income) 7.3% 6.0% 4.9% 

Scenario 1: Raising 2022 MIE to $83,500 
Yearly EI Contributions $1,092  $1,428  $1,440  

Total $4,751  $5,436  $5,448  
Total (% of Income) 7.3% 6.4% 5.2% 

Scenario 2: Raising 2022 MIE to $100,000 
Yearly EI Contributions $1,053  $1,377  $1,701  

Total $4,712  $5,385  $5,709  
Total (% of Income) 7.2% 6.3% 5.4% 

Source: IRPP (2022). Author’s calculations based the economic projections outlined in the 2022 EI Actuarial 
Report; CRA 2022.  
Notes: Employers pay equivalent CPP employee contributions and 1.4 times EI employee contributions. The 
MIE and premium rate for 2024 were estimated at $64,600 and $1.68 per $100 respectively. Scenario 1: 
$85,700 and $1.68. Scenario 2: $107,100 and $1.62.    
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Figure 6. Costs have Grown Faster for Special Benefits than in other Areas of EI 
Expenditures   

 
Source: IRPP (2022). Author’s calculations based on EI Monitoring and Assessment Reports, 2008 to 2021.  
Notes: The left axis shows yearly expenditures in 2022 dollars, while the right axis shows yearly expenditures as a 
share of total.  

Some have also argued that other elements of the system could be financed from general 
revenues rather than EI premiums. These include administrative costs (9% of EI 
expenditures between 2012 and 2019) and employment benefits and support measures 
(10% of expenditures between 2012 and 2019).  

Increasing the federal role in EI financing is not costless. Adding to debt levels will increase 
debt servicing costs, shift tax burdens to future generations, and reduce fiscal capacity in 
other important areas. In March 2022, the Parliamentary Budget Office (PBO) projected a 
federal budget deficit of $140B in 2021-22 and a debt to GDP ratio of 47.7%. The cost of 
servicing the federal debt is expected to reach 11.5% of tax revenues in 2026-27 (PBO 
2022a). There are also concerns that debt repayment predicated on strong future economic 
growth may be overly optimistic (Drummond 2021). Risks associated with financing EI 
disbursements through federal debt would need to be weighed against the impacts of 
increasing premiums or failing to address gaps in the current EI program. 

The government could, however, avoid adding to debt by increasing taxes to cover 
additional costs. For example, a 1.2-percentage point increase in the GST (from 5% to 
6.2%) could cover both administrative costs ($1.9B /year 2022-2028) and Special Benefits 
($9B/year 2022-2028) (PBO 2022b). 
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Increasing premiums for certain industries or firms based on experience ratings 

Existing program rules have resulted in long-lasting imbalances between EI benefits paid 
and contributions across regions, industries and firms. An analysis of administrative data 
from 1986 to 1997 found that certain industries (such as Fishing, Forestry, and 
Construction) persistently received a net transfer from the program, while others (such as 
Services and Public Administration) were net contributors. This is a result of industries with 
consistently greater than average layoffs, particularly due to seasonal factors. We will refer 
to these industries as “net recipients”. The historical analysis found a substantial degree of 
persistent cross-subsidization across regions and firms, both within and outside of net 
recipients (Corak and Chen 2003). These imbalances result in various kinds of inefficiencies, 
disincentives, and inequities. 

The topic of experience rating – where net recipient firms would face higher premiums than 
net contributing firms - has been discussed many times throughout the EI program’s 
history. It could incentivize stable employment by encouraging employers to retain 
employees to keep their EI premiums low. The report of the 1962 Committee of Inquiry into 
the Unemployment Insurance Act rejected the idea, asserting that employment fluctuations 
are largely outside of employer control, thus limiting the effects of experience rating on 
employment levels or firm behaviour, as well as expressing concerns about the associated 
administrative requirements (Kesselman 1983).  

However, the EI Commission’s 1968 study group (tasked with reviewing the program ahead 
of the 1971 Act) rejected those arguments and strongly advocated the adoption of 
experience rating in the program, particularly if the Act’s coverage were extended to more 
stable industries and higher earners. The Unemployment Insurance Act of 1971 authorized 
the Commission to enact experience rating for individual employers. This section of the 
statute was repealed in 1977, when a comprehensive review of the program determined 
that, considering all the limitations on experience rating needed to achieve the program’s 
social goals, the costs of implementing such a system were likely to be larger or equal to its 
benefits (Kesselman 1983)14. Its conclusions were echoed in the 1986 Report of the 
Commission of Inquiry on Unemployment Insurance, which recommended against 
experience rating premium rates (Canada 1986). 

More recently, the Report of the Technical Committee on Business Taxation of 1997, tasked 
with reviewing taxes related to investment and business activity, recommended using 
partial experience rating for employer contributions. It argued that experience rating would 
offer employment and economic benefits, significantly greater than its increase in costs, but 
warned of several important design issues that would need to be considered, such as 
excluding experience rating from special benefits and ensuring average employer premium 
rates remained stable (Department of Finance Canada 1997). 

Some experts continue to advocate for implementing experience rating in order to better 
link premium rates with benefit disbursements. They disagree with many opposing points or 
argue they can be mitigated through program design. For example, some posit that a lack 
of experience rating in EI financing subsidizes industries with unstable employment, making 
them more attractive and increasing their size relative to the economy, thus hindering the 
movement of workers and resources to the most productive sectors and damping long-run 
economic growth.  

 
14 See Financing Canadian Unemployment Insurance (Kesselman 1983) for a complete overview of the arguments 
for and against experience rating between 1962 and 1983. 
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Experience rating in the US state unemployment insurance programs and in Canadian 
provinces’ workers compensation programs have shown how benefit-premium imbalances 
can be reduced by experience rating (Department of Finance Canada 1997). Advocates of 
experience rating contend that existing imbalances in the EI program work as a deterrent to 
benefit reforms and expansions that otherwise might be deemed desirable.  

How can the sustainability of the EI Account be improved? 

The sustainability of the EI account is linked to the timeframe it takes to return the account 
to balance. Longer time frames increase the likelihood that there will be another recession 
before reaching balance, creating a risk of long-term deficit.  

There are several changes that could be made to the EI financing mechanism to improve 
the likelihood that the account returns to balance within a shorter timeframe. The first is 
loosening restrictions on premium rate changes. The second is modifying the timeframe for 
the 7-year break-even rate. And the third is creating a reserve fund, with an initial 
contribution from the federal government.  

Loosening restrictions on premium rates 

During economic shocks, the federal government has often frozen premium rate increases 
until the economy recovers (e.g., 2010, 2014-2016, 2021-2022). There is also a legislated 
limit on the annual increase in premiums of 5 cents per $100 of insured earnings. These 
restrictions delay the Account’s return to a cumulative balance but are intended to support 
business recovery post-recession and provide stability and certainty on premiums.  

Figure 7 below illustrates the implications for premiums and the Account balance if 
premiums were not frozen in 2021 and 2022. Premiums would have increased more quickly 
during the pandemic, but also declined more quickly as the Account returns to balance. To 
illustrate the magnitude of the change, employees earning above the MIE would have had to 
pay an additional $28 in 2021, and $60 in 2022. Their employers would have had to pay a 
maximum of an additional $39 per employee in 2021 and $84 per employee in 2022. While 
it is too late to change the approach for 2021 and 2022, governments could consider 
alternatives to premium freezes following future recessions.  
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Figure 7. Without the freeze in premiums, the EI Operating Account would return to balance 
more quickly 

 
Source: IRPP (2022). Author’s calculations based on the economic projections outlined in the 2022 EI Actuarial 
Report (Office of the Chief Actuary 2022). 
Notes: Quebec residents pay a lower federal EI premium (see Footnote #1). Employers generally pay 1.4 times 
employee premiums. 

Figure 8 below illustrates the implications for premiums and the Account balance of lifting 
the annual premium increase limit above 5 cents with three alternative scenarios: (1) a 10-
cent limit; (2) a 15-cent limit; and (3) no limit. From 2005 to 2013, there was a 15-cent 
limit in place. The greater the increase in the annual limit, the more quickly the EI account 
returns to balance. However, higher annual limits result in a period of more volatile 
premiums, imposing additional near-term costs on employers and employees. The benefits 
of bringing the account into balance more quickly would need to be weighed against the 
costs to employers and employees and resulting impacts to wages and employment. 

Figure 8. Changes to annual premium change limits return the EI Operating Account to 
balance more quickly  

 

Source: IRPP (2022). Author calculations based on the economic projections outlined in the 2022 EI Actuarial 
Report (Office of the Chief Actuary 2022). 
Notes: Quebec residents pay a lower federal EI premium (see Footnote #1). Employers generally pay 1.4 times 
employee premiums.  
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Modifying the 7-year break-even rate 

Currently, premium rates are determined based on a 7-year forecast break-even rate, 
aimed at achieving a cumulative account balance over a rolling 7-year horizon. The 7-year 
horizon could be shortened to target an earlier date for achieving a $0 balance.  

Figure 9 below illustrates the implications of three scenarios with a shorter time horizon: (1) 
a 5-year horizon; (2) a 3-year horizon; and (3) a 1-year horizon. The shorter time horizon 
would need to be combined with lifting the limit on annual premium increases to have a 
material effect. Scenarios that shorten the time horizon but maintain the 5-cent limit result 
in challenges in balancing the account, leading to prolonged periods of surplus and deficit15.   

There is a direct trade off between limits on near-term increases in premium rates and the 
length of time it takes to return the Account to balance. The 1-year time horizon returns the 
account to balance quickly, but results in a short-term spike in premiums followed by lower 
premiums than the other scenarios.  

Figure 9. Shortening the break-even horizon– combined with lifting the annual limit on 
premium increases - significantly reduces the timeframe for return to balance 

 

Source: IRPP (2022). Author calculations based on the economic projections outlined in the 2022 EI Actuarial 
Report (Office of the Chief Actuary 2022).  
Notes: Quebec residents pay a lower federal EI premium (see Footnote #1). Employers generally pay 1.4 times 
employee premiums.  

The time horizon of the break-even rate could also be extended (e.g., 10-year forecast, 14-
year forecast) to limit premium increases. While we are unable to model this scenario – 
since it would require economic projections far into the future for every year that is 
estimated – it would result in smaller year-to-year premium changes and a longer return to 
balance.  

 
15 When combined with a 5-cent change limit, break-even rates with a short horizon (in particular 1- and 3-years), 
lead to cyclical premium rates that hover above and below the rate needed to cover the baseline costs of the 
program. This is because short time horizons impose larger year-to-year changes on premiums in response to a 
cumulative surplus or deficit. Restricted by the 5-cent change limit, this results in a long period of increasing 
premiums, as well as a substantially higher premium peak, following a negative shock. Once the cumulative deficit 
is depleted, premiums will begin to decrease back to the baseline costs of the program, but the 5-cent change limit 
will force rates to remain higher than needed for a prolonged period of time. This would create a surplus that 
would eventually push premiums even lower, until a deficit is created, and the cycle begins again.   
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Creating a reserve fund 

Currently, EI Operating Account surpluses lead to decreasing premium-rates. If surpluses 
were set aside in a reserve fund instead of automatically reducing premiums, the Account 
would be better positioned to deal with increased costs during an economic shock. The costs 
and benefits of a reserve fund would need to be considered relative to the status quo 
approach where public accounts cover deficits.  

Since 2009, there is no interest earned or collected on the EI Operating Account. Given the 
current negative balance in the Account, the only way to generate a surplus in the near 
term would be to increase premiums beyond what is required to return the account to 
balance. The financing formula could be adjusted to generate a surplus instead of a $0 
balance. Once the Account achieved its surplus goal, it could return to setting a $0 balance 
until the surplus is depleted.  

Another scenario raised by experts could be for the federal government to make a one-time 
payment to the fund in order to restore it to balance without raising premiums. Going 
forward, premiums could be set to build a reserve fund that could absorb the costs 
associated with future recessions. 

Generating a surplus of $10 billion in 7 years would require a sustained increase in 
premiums of 7 cents per $100 dollars of insurable earnings (14 cents for $20 billion, 28 
cents for $40 billion) (Table 5).  

Following an economic shock, a surplus could also be generated by tightening restrictions on 
the reduction in premiums (e.g., moving from 5 cents to 2 cents for premium reductions). 
While we have not analyzed this scenario, it would help create a cumulative surplus without 
the need for additional premium increases.  

The government could also consider returning to a model where federal contributions are 
triggered by high levels of unemployment, resembling the financing structure of EI between 
1972 and 1990. In previous IRPP workshops, some experts argued that the phased 
structure of 1972 was better aligned with EI’s role as an automatic economic stabilizer, as 
federal contributions in times of high unemployment supported extended benefits and 
reduced the financial burden on contributors. However, they also warned the approach used 
was complex, difficult for beneficiaries to navigate and administratively inefficient. 
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Table 5: Premium Rates Needed to Generate a Reserve Fund by 2028  

Cumulative 
Balance 2028 

2022-2028 Premium  
Including COVID Deficit 

(dollars per $100 of  
insurable earnings) 

2022-2028 Premium 
Without COVID Deficit  

(dollars per $100 of 
insurable earnings) 

$0 $1.81 $1.65 
$10 Billion $1.88 (+0.07) $1.72 (+0.07) 
$20 Billion $1.95 (+0.14) $1.79 (+0.14) 
$40 Billion $2.09 (+0.28) $1.93 (+0.28) 

Source: IRPP (2022). Author calculations based on the economic projections outlined in the 2022 EI Actuarial 
Report (Office of the Chief Actuary 2022).  
Notes: In the second column, premiums finance both the accumulated debt following the COVID recession as well 
as varying scenarios of account surplus. The third column illustrates a scenario where the federal government 
covers the costs of accumulated debt, and premiums cover costs associated with building the surplus needed to 
generate a reserve fund.  
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Day 1: Defining the problems we need to solve   

1. How should “sustainability” of the EI Operating account be defined?  
2. What are the problems with the current EI financing model? Can it support EI 

modernization? Is it stable in response to economic shocks?  
3. How much of an increase in premiums is too much? Annually? Over a 5-7 year 

period?   
4. How should financing be linked to policy objectives and support the modernization of 

the program? 
5. Does the post-pandemic deficit limit the government’s capacity to make changes and 

ensure the sustainability of the program?  
6. What factors should the government consider in decision making on changes to 

financing and EI modernization?   
 
Day 2: Evaluating possible changes  

EI modernization and approaches to financing: 

7. Should Maximum Insurable Earnings (MIE) be increased and if so, by how much?  
a. To $80,000? To $100,000? Some other amount?  
b. Phased in over time?  

8. Should the federal government return to a direct role in EI financing?  
c. Temporary or permanent basis? 

9. Are there other possible changes? For example:  
a. Requiring firms reliant on gig workers to contribute to EI?  
b. Should premiums be based on experience or industry ratings tied to 

unemployment risk? 
c. Are there supports or incentives to employers and workers that could be 

considered to help sustain the EI financing model (i.e. PRP, premium credits)? 

EI Account sustainability:  

10. Should restrictions on annual EI premium increases/decreases be changed to 
improve the sustainability of the account?   

a. Loosen constraints on increases in premiums (i.e., more than 5 cents)?  
b. Tighten constraints on decreases in premiums (i.e., less than 5 cents)? 

11. Should the 7-year break-even rate be adjusted?  
c. Target a shorter or longer time frame for the account to return to balance?  

12. What approaches would help smooth out changes to premiums following economic 
shocks? For example:  

d. A reserve fund to absorb increased costs during recessions?  
13. Are there other possible changes? For example:  

e. Amending the formula so that premiums don’t rise immediately following a 
shock? 

f. Federal contributions during recessions? 
  



23 
 

References 

Canada. 1986. Report on the Commission of Inquiry on Unemployment Insurance. Ottawa: 
Supply and Service. Commission of Inquiry on Unemployment Insurance (Chair: 
Forget, C.). https://epe.lac-bac.gc.ca/100/200/301/pco-bcp/commissions-
ef/forget1986-eng/forget1986-eng.htm. 

Canada Revenue Agency (CRA). 2021. “EI Premium Rates and Maximums.”  
https://www.canada.ca/en/revenue-
agency/services/tax/businesses/topics/payroll/payroll-deductions-
contributions/employment-insurance-ei/ei-premium-rates-maximums.html. 

–––. 2022. “The Canada Pension Plan enhancement – Businesses, individuals and self-
employed: what it means for you.” https://www.canada.ca/en/revenue-
agency/news/2018/10/the-canada-pension-plan-enhancement--businesses-
individuals-and-self-employed-what-it-means-for-you.html. 

Corak, M., & Chen, W. H. 2003. Firms, industries, and unemployment insurance: An 
analysis using employer-employee data. Industries, and Unemployment Insurance: 
An Analysis Using Employer-Employee Data (June 2003). Institute for the Study of 
Labor (IZA). https://www.iza.org/publications/dp/811/firms-industries-and-
unemployment-insurance-an-analysis-using-employer-employee-data. 

Department of Finance Canada. 2022. “2022 Budget. A Plan to Grow Our Economy and 
Make Life More Affordable.” Ottawa: Department of Finance Canada. 
https://budget.gc.ca/2022/home-accueil-en.html. 

–––. 2012. “Economic Action Plan 2012. Jobs Growth and Long-Term Prosperity.” March 29, 
2012. Ottawa: Department of Finance Canada. 
https://www.budget.gc.ca/2012/plan/toc-tdm-eng.html. 

–––. 1997. Report of the Technical Committee on Business Taxation. Technical Committee 
on Business Taxation. Ottawa: Department of Finance Canada. 
https://publications.gc.ca/collections/Collection/F32-5-1998E.pdf. 

Deslauriers, Jonathan, et al. 2021. Estimating the Impacts of Payroll Taxes: Evidence from 
Canadian Employer–Employee Tax Data. Canadian Journal of Economics/Revue 
Canadienne d’économique, vol. 54, no. 4, 2021, pp. 1609–37, 
https://doi.org/10.1111/caje.12523. 

Drummond, Don. 2021. “Don Drummond: A Message from the Ghost of Our Fiscal Future.” 
Toronto: Financial Post, 4 Aug. 2021. https://financialpost.com/opinion/don-
drummond-a-message-from-the-ghost-of-our-fiscal-future. 

Employment and Social Development Canada (ESDC). 2021. “Reforming Canada’s 
Employment Insurance Program.” https://www.canada.ca/en/employment-social-
development/programs/ei/consultation-better-program-backgrounder.html. 

–––. 2022a. “EI Consultation: Submission guide (Phase 2).” 
https://www.canada.ca/en/employment-social-
development/programs/ei/consultation-better-program/submission-guide-
phase2.html. 



24 
 

–––. 2022b. Canada Employment Insurance Commission (CEIC). 2020-2021 Employment 
Insurance Monitoring and Assessment Report. Ottawa: Canada Employment 
Insurance Commission. https://www.canada.ca/en/employment-social-
development/programs/ei/ei-list/reports/monitoring2021.html. 

Kapsalis, C. 2010. Financial Impacts of Receiving Employment Insurance. Final Report, Data 
Probe Economic consulting Inc 6. 

Kesselman, J. R. 1983. “Chapter 9 Finance by Experience Rating.” Financing Canadian 
unemployment insurance. Canadian Tax Paper No. 73. Toronto: Canadian Tax 
Foundation. 

Lin, Zhengxi. 1998. Employment Insurance in Canada: Recent Trends and Policy Changes. 
Can. Tax J. 46 (1998): 58.  

Office of the Chief Actuary. 2021. Employment Insurance Premium Rate. Actuarial Report 
2022. Ottawa: Office of the Superintendent of Financial Institutions Canada. 
https://www.osfi-bsif. gc.ca/Eng/Docs/EI2022.pdf. 

Office of the Parliamentary Budget Officer (PBO). 2022a. “Economic and Fiscal Outlook – 
March 2022.” PBO-DPB, https://www.pbo-dpb.gc.ca/en/blog/news/RP-2122-030-S--
economic-fiscal-outlook-march-2022--perspectives-economiques-financieres-mars-
2022. Accessed 10 June 2022. 

–––. 2022b. “Ready Reckoner.” PBO-DPB, https://readyreckoner.ca/. Accessed 10 June 
2022. 

Revenu Québec. N.d. Maximum Insurable Earnings and The Québec Parental Insurance Plan 
(QPIP) Premium Rate. https://www.revenuquebec.ca/en/businesses/source-
deductions-and-employer-contributions/calculating-source-deductions-and-
employer-contributions/quebec-parental-insurance-plan-qpip-premiums/maximum-
insurable-earnings-and-premium-rate/. 

Roy-César, E., & Vaillancourt, F. 2010. The incidence of Payroll Taxes in Ontario and 
Quebec; Evidence from collective agreements for 1985-2007. Montreal: CIRANO 
2010s-36. https://cirano.qc.ca/index.php/fr/sommaires/2010s-36. 

Statistics Canada. 2022a. Table 14-10-0027-01 Employment by class of worker, annual (x 
1,000). https://doi.org/10.25318/1410002701-eng.  

–––. 2022b. Table 11-10-0240-01 Distribution of employment income of individuals by sex 
and work activity, Canada, provinces and selected census metropolitan areas. 
https://doi.org/10.25318/1110024001-eng. 

Task Force on the Financing of Employment Insurance. 2007. Report: A Look Back and A 
Way Forward: Actuarial Views on the Future of the Employment Insurance System. 
Ottawa: Canadian Institute of Actuaries (CIA). https://www.cia-
ica.ca/publications/publication-details/207111.  

Working Group Report. 2022. How to Modernize Employment Insurance: Toward a Simpler, 
More Generous and Responsive Program. IRPP Report (May). Montreal: Institute for 
Research on Public Policy. https://irpp.org/research-studies/how-to-modernize-
employment-insurance-toward-a-simpler-more-generous-and-responsive-program/. 



25 
 

Yalnizyan, A., M. Gellatly and L. Ritchie. 2021. Reforming EI for the 21st Century. Toronto: 
Atkinson Foundation. https://atkinsonfoundation.ca/wp-
content/uploads/2021/11/Reforming-EI-for-the-21st-Century-Oct2021.pdf. 

 


