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C/Q.PP% ‘uncertain future 
by J. Bruce MmDonald 

M any Canadians fear for the 
future of the Canada/ 
Québec Pension Plans 

(C/QPP). ?hey belicve the funds will 
be eshausted by the time they retire. 
They do not realize the plan has always 
operated on a pay-go basis with a 
contingency íünd equal to two years’ 
benefit payments. Implicit in this is a 
scenario of increasing contributions, 
which has been planned from the start 

c 

1966, although contributions wcrc 
t to incrcasc (and did not) for 20 

ears. In the first years, contributions 
exceeded benefits paid for reasons 
that had nothing to do with the 
plans’ actuarial funding. Sophisticated 
observcrs fear that the u1timatc 

contribution rates will be higher than 
Canadians will be willing to pay. 

Lst year, thc Canadian Institute 
of Actuaries (CLA) appointed a Task 
Forte on Social Sccurity Financing. 
Coincidentally, at just about the same 
time, Rob Brown of the University of 
Waterloo, presented his paper, “The 
Future of the Canada/Quebec Pension 
Phs,” at the June 1993 CIA meeting. 
This paper and its discussions were 
of help to this task forte, chaired by 
Kit Moore. It released its report at 
the November 1993 CIA meeting. 

The rest of this article summarizes 
the “Report of the Task Forte on 
Social Security Financing.” 
Contribution rates 
The report notes that contribution 
rates to C/QPP will increase to levels 
highcr than expected, because of 
significant benefit improvements and 
the “baby bust” that started in 1960. 
The combincd employer/employec 
contribution rates to CPP will increase 
steadily from 5.00% in 1993 to 
13.27% in 2035, afier which they 
are fairly Icvel. 
Components of the retirement 
income program 
Thc Oid Age Security Pension (OAS), 
the Guaranteed Income Supplement 
(GIS), the Spousal Pension Allowance 
(SPA), and the C/QPP makc up the 
Canadi~~ retircment income program. 
OAS is a universal demogrant, while 
GIS and SPA are income tested. 
OAS is tased back in whole or-in pan: 
(the “claw-back”) if income exceeds 

a certain leve1 (currently $53,315). 
C/QPP are earnings-related and not 
subject to any income test or claw-back. 

C/QPP have severa1 advantages that 
justi@ their importance in the retire- 
ment income programs. These include 

(continzted on page 3) 
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One of her interesting comments 
was that Canada should export some 
health services to the United States. 
Saying that somr procedurcs could be 
pcrformed just as well and at much 
lower cost in some Canadian hospitals 
than in corresponding U.S. hospitals, 
she advocated that any exccss capacity 
should be made available to any U.S. 
residents willing to pay for it. 

Bruce Cohen, a journalist with 
l%e Finnncinl Post of Toronto, was 
another outsidc speakcr providing 
valuable insight. He appeared on a 
panel with CtA members Kit Moore 
and Kob Brown to discuss the 

publicity the CIA gcncrntcd for its 
“Kcport of the Task Forte on 
[Canadian] Social Security Financing.” 
(Bruce MacDonald discusses the report 
more fully in the front-page articlc of 
this issue.) Cohen said he had found the 
report most helpfLl1, and hc had been 
plcasantly surprised that the report’s 
press coveragc, resulted in mostly 
informativc and well-balanced articles. 
He strcsscd that actuaries should 
nevcr slackcn their efyorts to inform 
thc public, and they should remember 
thnt thc avcragc journalist is comfort- 
ablc describing immcdiate criscs, not 
long-term, comples questions. 

CIA mcmbers spent much of the 
mcizting wrestling with thcir proposcd 
new consolidated standards of practicc. 
A discussion draft was published in 
February. In prcsenting the draft, 
Ken Clark said he hoped the approval 
process would be complete by January 
1, 1996. Judging by thc volumc of 
work to be done and its complesity, 
this may be optimistic. 

In this issuc, Editor Mike Cowcll 
reports on the responses to the reader- 
ship survey last Novcmber. 1 echo his 
request to readers to keep theil 
responses coming. 

WQPP’s uncertain future (continued from page 1) 

virtually full covcrage of the working population, 
portability of benefits, inflation protection, and low 

’ ’ ministrativc costs. 

a mparison with other countries 
Thc report compares the Canadian system to the others in 
the seven top industrial nations, known as the G-7 countries 
(Unitcd Statcs, Japan, Great Britain, Germany, France, and 
Italy), plus Australia. Canada’s benefit levels ~~sually are some- 
what less gencrous, but about the same as in the United States 
and Great Britain and much more generous than in Australia. 
Current contribution rates, howevcr, are much lower than 
in any of the G-7 countries, atl of which have more mature 
populations than Canada, some with a normal retiremcnt agc 
of 60. The long-term contribution ratcs in Canada will be 
comparable to current rates elsewherr. 
Rate of return on contributions 
The Canadian social security systcm provides about 45% 
of the income for clderly single men, about 55% for elderly 
single women, and about 40% for elderly couplcs. Private 
pension plans provide less than 20% of income. Thus, these 
govermnent plans are an important income source for retired 
Canadians, with OAS/GIS providing more than C/QPP. 

The rrport considercd whether C/QPP was a “good 
dcal” for Canadians. Wiil Canadians be satisfied with a real 
rate of rcturn of only 1.5%, when the combined employer/ 
employee contribution rate exceeds 13%? If the employec 
contribution ignores the cmployer contribution, as may 
vell occur, the returns will look much bctter. 

? 
The real problem with C/QPI’ contribution levels is that 

Canada is one of the most highly tased countries in the G-7, 
with a very high deficit. To reduce it requircs higher tases 
or rcduccd govcmment spending. 

The estimated cost for Medicare, Unemployment 
Insurancc (UI), Workers’ Compensation, OAS/GIS, and 
C/QPP is 18.6% of GNP. Many of thesc programs’ costs 
will increasc as the population ages. At some point the 
combination of income tax and social security costs mny 
reduce overall economic activity and employment, thereby 
rcducing the tax revenue availablc. 
Future availability 
A rcccnt survey indicated that less than 30% of Canadians 
believed that C/QPP benefits would be availnble to every- 
one at retirement. Howevcr, 60% expect to rely on social 
security and private pension plans afier rctircmcnt. Yet only 
about 45% of working Canadians are members of privatc 
pension plans. Only about 35% contributc to a Kegistered 
Retiremcnt Savings Plan, a tax-assisted form of rctircmcnt 
savings. Of this 35%, many are solc proprietors or partners 
(which include most profcssionals such as doctors, lawyers, 
nnd accountants) who cannot, undcr Canadian tas Iaws, 
establish a pcnsion plan. 
Increased contribution rates necessary 
Largc increascs in contribution rates will be ncccssary to 
maintain the status que for C/QPP. Thc schedulcd increases 
are gradual, and in no one year should bc grcat cnough 
to produce a public outcry. With rcduccd wagc increases, 
howevcr, thcy will be much more noticeable than in carlier 
years. A large incrcasc in UT rates two years ago caused no 
grcat outcry; benefit cutbacks resulted in more complaints. 
With the many objections to the substantial increase in 
1994 UI rates, the levcl of contributions finally may havc 
reachcd thc stage where a tax revolt may be brewing. 

Thc rcport points out that most social security schcmes 
are financed on a pay-go basis, and it rejects full fimding for 

(cowtiwed on pngc 7) 
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social security. Tt correctly points out that if the fund wcrc in 
govcrnmcnt bonds, it merely redirccts pnrt of the cost from 
identified contributions to income tas. 

The pragmatic objcction is that filll actuarial funding 
would Icad to evcn greater increases in contribution rates 
than are now proposed. 
Suggested changes 
The report suggests four possible changes to C/QPP that 
would reduce: costs: 

1. YBE -. No contributions are being madc on the first 
10% of maximum covered earnings, known as the Year’s 
Basic Exemption (YBE), which was $3,400 in 1994. Tf 
earnings are below the YBE, no contributions are made 
nor bcnefits earned. Tf carnings are above the YBE, no 
contributions are made on this tranche, but benefits are 
earned. This was done to reduce administration and to 
subsidize lowcr income workers. The result is that part-time 
workers don’t receive benefits, and it has crcatcd incquities 
between workers carning just over and under the YBE. 

The repon: suggestcd the YBE bc eliminated. This could 
reduce ultimate contribution ratcs by up to 2%. The changc 

aould be highly regressive, as it would result in a 17-fold 

@ 
creasc for a worker earning only $200 more than the YBE, 

hile the increasc would be only 11% for someone with 
masimum covercd carnings. Obviously, such a change 
would hnve to be phased in. 

2. Contributory period - Currently, the 15% of years 
with lowcst earnings can be dropped out in calculnting 
benefits. Ultimatcly the maximum contributory pcriod 
will be 47 years, from 18 to 65, so füll benefits will require 
contributions for only 40 years. This provision makes sense, 
because many individuals do not start working until they 
rcach their twenties or they have periods of unemployment. 
Consideration, however, could be given to changing the 
drop-out period to 10%. 

The treatment of early rctircment is more importnnt. 
In this event, the contributory period stops at the date of 
carly retirement. Thus at age 60 the maximum contributory 
period will ultirnatcly be only 42 yenrs, so a fLll pension can 
be carned after only 35.7 years of contributions. If 40 years 
of contributions were required for a fLll pcnsion, it could 

reduce the cost by .5%. Early retirement pcnsions are 
reduced by .5% for each month behvccn the date of carly 
retirement and age 65. 

3. Survivor’s benefits - With more hvo-income families 
and financia1 autonomy of spouscs, the report suggcstcd 
current survivor’s bcncfits are, in Inrge pnrt, rcdundant. 
In 1992, survivor’s benefits amounted to 14% of al1 CPP 
bencfits paid. Thc report’s only suggestion for changc was 
to rcplace the current survivor’s benefit with a tcmporary 
pension if death occurs before age 65 and to transfer 50% of 
the deccascd’s enrnings to n surviving spouse based on ycars 
of cohabitntion. 

4. Retirement age - The normal retiremcnt age is now 
65 undcr all programs. The rcport suggcsted the normal 
rctirement age be raised to 70 by incrensing the rctiremcnt 
agc by cither hvo or three months every year, beginning in 
1994. This ultimately would rcducc the combined costs 
of C/Ql’P, OAS, and GIS by nbout 4.5% of contributory 
earnings and of CPP by itself by almost 3%. Economic 
conditions today encourage enrly retirement. The report 
suggests, howcvcr, that by the time thc baby boomers hnve 
retired, inccntives for delayed retircment may have become 
the norm. 
Public discussions beginning 
The report should make a valuable contribution to the 
public discussion of C/QPP changes. Three actuaries, nvo 
of whom are over age 60, told mc they think drastic action 
to reduce the level of benefits is nccdcd. Another actuary, in 
a letter to the Toronto Globe SM& wrote that the current 
problems wcrc brought on by thc “profligacy” of the 
current generation of seniors by spending more than they 
took in on retiremcnt programs and by tas reductions for 
savings programs. (No mention was made of educntion, 
health care, or infrastructure.) He suggcsts those who are 
too young to collect will refuse to pay for the financia1 
excesscs of thc prcvious generation nnd will tcll seniors 
that they are on their own. He compares this to dealing 
with out-of-control children and calls it “tough love.” 

J. Bruce MacDonald, retired, does some consulting 
work for the Senior Citizens Secretariat of Nova Scotia. 
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