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Do Canadians save
enough for retirement?
What is the
government's
responsibility in the
matter? All across
Canada, these questions
have taken centre stage
over the past year.
Several major public
plan reform proposals
are being discussed.
They all begin with the
same observation, that
people are not saving
enough for retirement,
and they all propose
similar solutions based
on mandatory saving.
This Economic Note asks
if the diagnosis is
correct, and if the
proposed solutions are
adequate.
February 2014

The different components
of pension plans
The Canada Pension Plan (CPP) is funded by
deducting contributions representing 9.9% of
pensionable earnings (currently between
$3,500 and $52,500 in annual income) over
the course of one's working life.1 Benefits corresponding to nearly 25% of pensionable
earnings are then paid out to retirees 65 years
and older, up to $1,038.33 a month.2 The Quebec Pension Plan (QPP) is similar in many
regards.3
All retired Canadians also receive Old Age
Security benefits from the federal government,
and those with low incomes can also receive
the Guaranteed Income Supplement. Some
also benefit from private pension plans connected to their work. Finally, anyone can build
up tax-sheltered personal savings with the
help of financial instruments like RRSPs and
TFSAs.
All of these components give Canada an elderly
poverty rate that is lower than the average
among industrialized countries and lower
than the poverty rate for the Canadian population as a whole.4 Despite this, many voices
are calling for the expansion of our public
plans (CPP and QPP).

Unions have been fighting for many years for
the public plans to guarantee a retirement
income equal to 50% of pensionable earnings,
rather than 25%, by raising contributions.5
The Finance Minister of Prince Edward Island,
Wes Sheridan, recently proposed that the
pensionable earnings maximum be doubled.
Retirement benefits for higher income earners
would therefore increase.6 The Ontario government for its part is getting ready to launch
its own plan, more generous than the CPP,7
while the Quebec government is studying the
creation of an additional public pension for
those aged 75 and over.8
These proposals would increase everyone's
contributions and benefits, in the manner of
universal plans, instead of making changes
targeted to help those who really need it. They
therefore represent economic costs that are
larger than they need to be. This is often ignored
in public debates. Even the Sheridan proposal,
which is the most modest one, would impose
additional payroll taxes of between $9.8 and
$12.3 billion a year.9
Insufficient savings: myth or reality?
Proposals to expand public pension plans are
based on the notion that households are not
saving enough to maintain their living standards
in retirement. In other words, their projected
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1. The value of real estate investments

2. The retirement age

The main weakness of the studies carried out to date is that they
do not take into account non-financial assets like houses and family
businesses, yet these are popular investment vehicles for middle
class and well-to-do households. Total non-financial assets represent around 40% of what households own,11 including over
$1.8 trillion just in terms of the estimated value of houses (see
Figure 1). This amount is much greater than the financial assets
invested in RRSPs and TSFAs.12

The second methodological weakness of the insufficient savings
diagnosis is considering the age of retirement as fixed at 65 years.
On the contrary, households decide when to retire based on their
particular financial situations.

These proposals would increase
everyone's contributions and benefits
instead of making changes targeted
to help those who really need it.
The fact of not including Canadians' real estate investments considerably underestimates their total savings and therefore their
standards of living in retirement. Although a house is not the
equivalent of an RRSP from which one can withdraw a certain
amount each month, financial tools like reverse mortgages allow a
portion of its value to be liberated. A household can choose to sell
its home and buy a smaller one or decide to rent instead of owning.
Furthermore, by continuing to live in a house that is completely
paid for, a retired household enjoys the equivalent of a housing
service whose value increases its disposable income by 10% or
15% on average. Such a contribution is liable to profoundly alter
the picture of Canadians' preparedness for retirement.13
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Despite the imperfect criteria used to define sufficient savings,
studies on this question generally conclude that the living standards of the poorest households are well protected in retirement.
Canadians who are less likely to maintain their standards of living
after they turn 65 are mostly found among the middle class and
the more affluent.10 But two significant methodological weaknesses call into question the widespread diagnosis of insufficient
preparation for retirement.

10,000
9,000
8,000
7,000
6,000
5,000
4,000
3,000
2,000
1,000
0

1993

The concept of sufficient savings, however, is ambiguous in a
number of ways. The 60% threshold is an average and is not
equally relevant for everyone. Families with low employment incomes generally need retirement incomes up to 80% or even
100% of their employment incomes, while those with high employment incomes can maintain their standards of living with just
50%. This concept is also based on the hypothesis of full retirement at age 65.

Figure 1 — Value of Canadian households'
different assets (in billions of current dollars)
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retirement incomes are less than 60% of the incomes they were
earning before retiring.
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A person's financial situation depends partly on life circumstances and individual preferences, which can vary enormously.
For example, some people choose to travel when they're younger,
while others save such projects for retirement. Some save to shelter themselves from financial reversals that, if they do not happen,
leave savings available for retirement. The choice to save can also
reflect a desire by some to leave an inheritance to their descendants, while others will on the contrary count on their children to
look after them.
On average, people in Canada retire earlier than in many other
industrialized countries.14 Since this choice is voluntary, we can
conclude that most Canadians think that they have saved enough
when they enter retirement. If they do not, they can in fact continue to work a few more years to make up the difference. Actually, 12% of Canadians 65 and older continue to work, which is a
much higher percentage than ten years ago.15
In other words, not only is the diagnosis of insufficient savings
not well-founded, its consequence is neither indigence nor a draconian reduction in living standards at retirement, but rather a
delay of a few years before retiring.
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Are mandatory savings and public plans
the solution?

Figure 2 — Evolution of contribution rates
to the CPP and the QPP (1966-2017)

Proposals to expand the public plans all depend on the government imposition of mandatory savings programs. However, it is
very likely that additional savings invested in a public plan will
crowd out private savings.16 Between 1993 and 2003, while the
contribution rates for the CPP practically doubled, savings invested
in RRSPs fell. As a result, total savings remained relatively stable
as a proportion of income during this period.17
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Despite these transfers, the two categories of savings do not offer
the same services. The advantages of public plans are too often
overvalued, whereas private savings have advantages of their own
that are too often ignored or undervalued.
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Temporal myopia and intergenerational equity: Many people
underestimate the savings required to obtain a given amount in
the distant future, which we can call temporal myopia. A public
plan should be able to set contribution rates on the basis of actuarial goals so as to correspond exactly to the benefits promised.
However, the contribution rates were not set at a high enough
level by governments when the CPP and the QPP were launched.
This deficit for prior generations had to be made up later with
higher contribution rates. Specifically, instead of contributing
9.9% to the CPP, Canadian workers today should only have to
contribute 6%18 (see Figure 2).

The main weakness of the studies carried
out to date is that they do not take into
account non-financial assets like houses
and family businesses.
Pooling of risk and intra-generational equity: Without a doubt,
the pooling of risk constitutes the main advantage of mandatory
public plans. Since no one knows what his or her future holds, it
is possible not to have saved enough if one lives to an advanced
age. With the pooling of savings in a public plan, forecasting average
longevity becomes possible thanks to the law of large numbers.
This therefore reduces a significant risk. However, the different
groups that make up society do not all have the same life expectancy. Those with lower incomes are also those whose life expectancies are lower. The pooling of risk can therefore entail intragenerational inequities that work against the less well-off, who are
required to pay more than they need to for services they will enjoy
for a shorter time on average.
Administrative fees and returns: The size of public fund managers
leads one to believe that their administrative fees will be low, since
the management of a fund that is twice as big does not automatically
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Note: The equilibrium rate is the rate Canadian workers should have paid since 1966
to correspond exactly to the benefits promised. Before 1997, the contribution rate was
too low to attain equilibrium, whereas it has been set above the equilibrium rate since
1997 in order to make up for the accumulated shortfall.
Sources: Canada Revenue Agency, CPP contribution rates, maximum and exemptions;
Régie des rentes du Québec, Qu'est-ce que le Régime de rentes du Québec?; Fred
Vettese, “Five reasons Canada should go slow on CPP expansion,” Financial Post,
January 26, 2013.

cost twice as much, and they therefore should earn better net
returns. This explanation is not confirmed empirically, however.19
It should also be noted that in the case of the public plans, the
administrative burden of deducting contributions is taken on by
employers and the self-employed, for whom it is a major irritant.20
Solvency and performance: The solvency of public fund managers
is more or less guaranteed by governments, which is reassuring
for contributors. There is a risk, however, that governments will
make investment decisions based on political objectives rather
than on the maximization of returns, causing investors to lose
significant sums of money.
Advantages of private savings: Private savings belong to the
saver by rights, which gives him or her more flexibility in their
use. He or she can therefore use those savings as a financial cushion
to weather unforeseen circumstances and not exclusively for
retirement. If they are not used for these purposes, they can also
be passed on in the form of an inheritance.
Because private savings are theirs by rights, individuals feel
responsible for the returns they earn. They stay more informed
about how their assets are doing than they do about the returns to
public funds that do not affect them directly.
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Finally, private savings are invested according to personalized risk
and return preferences. Moreover, investment choices can reflect
the values of each individual by favouring certain industries or
companies.

The advantages of public plans are too
often overvalued, whereas private savings
have advantages of their own that are too
often ignored or undervalued.
Conclusion
The current balance between mandatory savings and private savings allows us to efficiently reach a clear political objective,
namely the reduction of poverty among retirees. All of the reforms being discussed propose a paradigm shift. The goal of the
public pension plans would no longer be to ensure a minimum
for everyone, but rather to guarantee to all an income sufficient to
maintain their living standards, including middle and upper class
Canadian households.21 These proposals all have significant costs
since they would lead to a reduction in the disposable incomes of
Canadian families during their working lives.
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