
                   
 
                  
  

Edmonton:	  	  200	  Kendall	  Building	  	  |	  	  9414	  –	  91	  Street	  NW	  	  |	  	  Edmonton,	  AB	  T6C	  3P4	  

Tel:	  	  780-‐463-‐2688	  	  	  	  Fax:	  	  780-‐450-‐6582	  	  	  	  Toll	  Free:	  	  1-‐866-‐463-‐7939	  	  	  	  

	   	  

 
A Canadian Pension Crisis? 

Perspectives on Retirement Savings in 2015/2016 
 

By Ian Quigley, MBA - Qube Investment Management Inc. 
 
 

Introduction 
 

2008 brought one of the sharpest declines in stock market values ever seen in the 200-year history of 
North American equity markets.  This particular downturn also spurred a new round of analysis on the 
adequacy of the Canadian retirement system, addressing the growing concern that what we are dealing 
with is a Pension Crisis.  In 2014, over 60% of Canadians surveyed reported retirement income stress 
as a top financial concern.  The average Canadian retirement age crept up from age 61 in 1997 to age 
63 in 2013, and anxiety could also be driving recent rounds of government program cutbacks, 
implying challenges within the core of our retirement system.  The age of eligibility for the Old Age 
Security/Guaranteed Income Supplement (OAS/GIS) will increase from age 65 to 67 (between 2023 
and 2029), and the Canada Pension Plan will soon make early retirement less palatable.  
Compounding issues is Canada’s aging population of baby boomers; those over age 65 will increase 
from 15% to 23% by 2035.  For those worried about a retirement system under stress, this evidence 
appears to indicate a challenging future ahead. 
 
Not everyone sees this stress, however; not all Canadians are worried about the retirement system.  
Numerous studies and papers have been published that inform us that the system is okay, and not in 
crisis.  These particular investigations propose that over 80% of Canadian households are well 
prepared for retirement, and that we have a “perception gap”, not a “funding gap” to deal with.  
Driving factors have been misunderstood, and consumption needs during retirement have been 
overestimated. Alternative sources of income may have been missed, or improperly forecasted, and 
the fact that people are actually more adaptive than accounted for has been ignored.  
 
Experts drive policy, and policy impacts the taxpayer.  If policy makers decide there is a crisis, much 
can change in the years to come.  When it comes to our retirement system, the experts are split in their 
opinions, and the dialogue on both sides is impassioned. 
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Doug Andrews, The Statistical Department of the 
University of Waterloo and the Canadian Institute 
of Actuaries 

 

Dr. Keith Horner, Pension Consultant to the 
Department of Finance 

 

Sebastien LaRochelle-Cote, Statistics Canada  
 
In this paper, we review the divergent perspectives, discuss the various legislative interventions under 
consideration, and draw practical conclusions for employers on how to best manage their retirement 
programs in the years to come. 
 

Background 
 
In Canada, our retirement system has three pillars that coordinate public and private participation with 
retirement savings: 
 
Tier 1: Government Benefits 
Minimum levels of support are provided to elderly Canadians through Old Age Security (OAS) and 
the Guaranteed Income Supplement (GIS), as well as various provincial supplementary programs, tax 
relief measures and/or subsidies.  These programs are “clawed back” when recipient income exceeds 
set annual thresholds, and are funded from the general tax base and offered based on qualifying years 
of residency. 
 
The OAS claw back is 15% of income over what is called the “Recovery Threshold,” and the 
thresholds increase with inflation over time.  Currently, recovery bands start in the low $70,000/year 
range and complete when income hits just under $120,000 of taxable income. 
  
Recovery Tax Period Income 

Year 
Minimum Income 
Recovery Threshold 

Maximum Income 
Recovery Threshold 

July 2014 – June 2015 2013 $70,954 $114,815 
July 2015 – June 2016 2014 $71,592 $116,103 
July 2016 – June 2017 2015 $72,809 $117,954 
 
The maximum payment from OAS starts at $564/month (2015).  GIS clawbacks are more severe, 
starting at $17,132 (2015) for an individual and $22,608 (2015) for a couple.  Payments start at 
$766/month single and $508/month each partner (2015). 
 
Tier 2: Mandatory Pension Programs 
All working Canadians are required to participate in the Canada Pension Plan (CPP) or Quebec 
Pension Plan (QPP).  These programs are designed to replace 25% of lifetime contributory earnings, 
and are supported to the maximum pensionable earnings, which was $53,600 in 2015.  This also 
increases over time with inflation.  A pension from these programs is funded as a shared cost between 
the employer and employee, currently set at 9.9% of earnings (4.95% each).  The pension received 
will therefore be dependent on how many years the recipient worked and what their earnings were 
over these years.  Few Canadians qualify for the maximum allowed pension. 
 
Pensions start at age 65, but a reduced monthly payment is allowed starting as early as age 60 or an 
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enhanced amount for pensions delayed up to age 70.  The maximum pension allowed in 2015 is 
$1,065/month. 
 
Also included in Tier 2 are mandatory private pension plans, which come in two versions:  Defined 
Benefit (DB) or Defined Contribution (DC) programs.  Defined Benefit (DB) remain the domain of 
Canadian unionized workplaces, and according to Statistics Canada (2007), RPP coverage rises 
dramatically with employer size.  Employers with fewer than 100 employees account for only 4% of 
RPP members, but 65.3% of the working population. 
 
Number of Employees RPP Membership RPP Non-Members 
1-49 2.0% 52.6% 
50-99 2.0% 12.7% 
100-499 9.2% 19.3% 
500+ 86.7% 15.4% 
Total 100% 100% 
 
DB plans define the benefit at retirement, based on years worked and income earned.  The plan 
sponsor (employer) guarantees the income and manages the plan.  These are the pensions that most 
schoolteachers, policemen, nurses, judges, politicians and other civil servants have. 
 
DC plans define the contribution, and generally leave plan management to the employee.  Retirement 
is not guaranteed and the plan functions almost identically to an RRSP program.   
 
Tier 3: Voluntary Pension & Retirement Programs 
These programs include individual and group RRSPs, as well as Tax Free Savings Accounts (TFSAs).  
RRSP programs are integrated with private plans in Tier 2, so that all Canadians have similar access to 
total pension savings opportunities.  For example, if you have a registered pension plan with your 
employer, that program will proportionally reduce what you can put into an RRSP1.  Like other 
programs, investment income and capital gains within these accounts grow tax-sheltered.  A 
contribution to an RRSP account is tax-deductible, and any withdrawals of capital, income or growth 
are taxable.  As part of the integration efforts between Tier 2 and 3, RRSP accounts allow 
contributions based on qualified income to an annually stated maximum.  Unused and created RRSP 
room carries forward.   
 
All Canadians, independent of their employment context, have access to the TFSA program.  
Contributions here are not tax-deductible, and all withdrawals (capital, income or growth) are entirely 
tax-exempt.  TFSA contributions are offered to all Canadians over the age of 18, independent on 
income, and any unused room carries forward.  Finally, while TFSA withdrawals can be replaced into 
the TFSA in the year following the withdrawal (or later), RRSP withdrawals cannot be replaced. 
 
 
 
 

                                                        
1 This mechanism is called the “Pension Adjustment” or PA.  A PA is created to capture the equivalent RRSP 
value the employer’s pension plan created and is reported in Box 52 of the T4 slip.  The PA then reduces RRSP 
room accordingly. 
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Year RRSP $ limit RRSP Earnings 

Required to 
Reach Limit 

TFSA $ limit 
(No Income 
Required) 

2016 $25,370 $140,944 $10,000 
2015 $24,930 $138,500 $10,000 
2014 $24,270 $134,833 $5,500 
2013 $23,820 $132,333 $5,500 
2012 $22,970 $127,611 $5,000 
2011 $22,450 $124,722 $5,000 
2010 $22,000 $122,222 $5,000 
2009 $21,000 $116,667 $5,000 
 
 

Are Canadians Saving Enough? 
 
This is such an important debate:  if there is a pension crisis, we will have senior citizens struggling 
with poverty, and see the resultant unanticipated strains on the very social fabric of society.  If there is 
a pension crisis, even though we live in one of the safest and wealthiest countries in the world, it 
potentially becomes a place that cannot secure food, shelter and clothing for its aging citizens.   
 
The topic can be broken into two parts, those retiring today and those anticipating retirement in the 
future, so the question needs to be asked: do we have a pension crisis today and/or do we have a crisis 
in the future?  While the first question can be tackled in a relatively straightforward manner (see 
below), it is the second question that is difficult to answer, as it encompasses complex assumptions 
about increased life expectancy, future investment returns, salary growth, future expenditures and 
taxes.  Nonetheless, numerous working groups, actuarial studies and task forces have looked at this 
issue since 2008. 
 
Interprovincial Working Group in Retirement Income Adequacy (2009) 
Each jurisdiction in Canada (provincial/territorial) is responsible for its own pension and retirement 
income policy, and there were a number of task forces commissioned prior to 2008.  However, the 
2009 Federal-Provincial-Territorial Ministers of Finance Steering Committee was the most 
comprehensive seen in many years, and was led by Jack Mintz, a professor and public policy expert. 
 
According to Mintz (2009), the data set is complicated and he found Canadians to be saving less today 
than they did 25 years ago, at least in a traditional context.  More complexity was added when 
Canadian housing markets appreciated rapidly in recent decades and Canadians became more 
comfortable with stock market investing.  Retirement models tend to ignore mortgage payments in the 
savings rate, and do not contemplate the capital gains realized from investment portfolios.  Today, 
homes have become a larger store of wealth than they were 25 years ago, and far more Canadians hold 
stock portfolios than ever before.   
 
Mintz’s work proposed a pension crisis within a subset of Canadians.  Both lower and upper income 
Canadians were fine; it was the modest income earners and middle class who were found to have 
potential challenges.   Within this group, it was only those who do not have defined benefit pension 
plans offered by their employer who were at the greatest risk, a group that represents one fifth of all 
Canadians today. 
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Organization of Economic Co-Operation and Development (OECD) 
According to a 2013 OECD study (OECD 2013), Canadian seniors over age 65 are able to generate, 
on average, 93.3% of the average income of the general population, using the average taxable income 
in 2013 of $31,690/annum.  Further, the poverty rate of seniors in Canada (2010) was recorded at 
7.2%, while the poverty rate of the general population was 11.9%.  These are good statistics, and they 
rank Canada in the top half of the G20, but the percentages have slipped since last measured by the 
OECD in 2007.  At that time, the poverty rate amongst seniors was at 5.0%.  This slide has pushed 
Canada from 5th to 11th place in the G20 in only 3 short years, and occurred even after the dramatic 
improvements seen since 1970, when nearly 30% of seniors in Canada had income below Statistic 
Canada’s after-tax low-income cut-off.  One cannot help but worry about the reversal in trend. 
 
Statistics Canada: Recent Analytical Papers 
Statistics Canada devotes time to track the welfare of Canadians in retirement with regularly published 
papers on the subject.  A significant paper published in 2008 (LaRochelle-Cote et al., 2008) 
determined that Canadians were doing fine in retirement, and that much of the negative data published 
on slipping replacement ratios (the ratio of retirement to pre-retirement income) was potentially 
misplaced.  For example, slipping ratios could be related to increasing ownership of real estate (not 
factored into the equation), or the impact of double income households and their ability to retire on 
much less than peak, or pre-retirement, income.  However, the study also identified a large number of 
Canadians who were found to have inadequate savings.  Consistent with the Mintz (2009) findings, 
these people could be identified based on moderate or middle-income levels and their access to an 
RPP (Registered Pension Plan) offered by an employer. 
 
In an expanded 2010 study (LaRochelle-Cote et al., 2010), Statistics Canada reaffirmed the work from 
2008, including slippage in the middle/moderate income demographic.  They found that 20% of this 
demographic were unable to achieve better than a 60% replacement ratio at retirement, a troubling 
statistic that would likely cause standard of living reductions.  Outside of this middle income 
demographic, the finances of Canadian retirees were found to be healthy. 
 
In 2012, the same authors at Statistics Canada redid the study to include real estate as a financial asset 
available for the generation of retirement income (LaRochelle-Cote, 2012).  This study was able to 
reaffirm earlier findings that retired Canadians are generally in good shape; however, it did conclude 
with a caution about baby-boomers.  Younger baby-boomers have yet to retire and might exhibit 
different saving and investing habits than their predecessors; therefore, historical trends may not be as 
stable as many would hope. 
 
Moore (2012) also used a simulation tool developed by Statistics Canada to determine how many 
households failed to keep a reasonably similar standard of living in retirement.  This study affirmed 
other modern reports, stating that today, 17% of Canadian households fail to meet basic retirement 
transitions.  Extending from the present, the study then projected the transition problem increasing to 
as high as 44% of the moderate/middle income population in the coming decades. 
 
Other Canadian Research 
McKinsey & Company (McKinsey 2012) performed a detailed analysis of Canadian household 
balance sheets in 2011, using a survey of more than 10,000 working-age Canadians. While the 
majority of households were well prepared to maintain their standard of living in retirement, close to a 
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quarter of householders (23%) were found to be unable to generate a retirement income sufficient to 
maintain their standard of living.   After various stress tests, including inclusion of one-third of home 
equity to the retirement income formula, results did not materially change.  
 
McKinsey & Company then updated and broadened their study in 2014/15 (McKinsey 2015), 
capturing the impact of a more robust economy, among other things.  Their research revealed two 
demographic groups that were unprepared for retirement:  middle-income and high-income 
households who do not have access to employer defined benefit plans.  Again and again, we observe 
the same conclusions. 
 
The Canadian Institute of Actuaries and the University of Waterloo funded a bold study in 2007 
looking not just at current retirees in Canada, but also future retirees projected to retire near 2030 
(Andrews 2007).  Like others, they also found that despite home ownership, upwards of two-thirds of 
Canadian households in the middle income demographic will not be able to meet necessary living 
expenses at retirement.   
 
One should note that the inclusion of real estate into the calculations is controversial.  In a study by 
Vettese (2013), the author believed that previous modeling failed to properly include the ability of a 
retiree to either reverse mortgage or downsize the principle residence, therefore overestimating the 
retirement savings gap.   
 
In Summary 
Although the approaches and results vary, the various studies seem to illustrate that the vast majority 
of Canadians, potentially as high as 83%, are in fine shape for retirement.  Those that are not saving 
enough can easily be found in a concentrated group.  An estimated 17% of households today are in a 
problem group who may have trouble meeting living expenses at retirement.  These people are in a 
clearly defined demographic of moderate and middle income Canadians (those earning $30-75,000), 
and who are without access to a DB pension.  This problem group is expected to grow over time, 
transitioning from what many would call a problem into what could be better described as a crisis. 
 
 

How Much is Enough? 
 
Replacement Ratios 
The commonly agreed perspective is that a person will consume less during retirement than they did 
while working.  This is logical, as mortgages should be paid off, kids raised, retirement saved and a 
quiet lifestyle afforded.  Replacement ratios are derived from this scenario:  the ratio of income during 
retirement compared to income just prior.  The typical goal is a replacement ratio of 60-70%2.  
 
When a household increases total income over a certain threshold, the replacement ratio slides.  For 
example, OECD3 studies use a 60% target replacement ratio for average earners, but only a 50% target 

                                                        
2 Other studies look only at standard of living and the ability of a retiree to maintain a similar standard of living, 
or consumption, once retired (also called consumption smoothing). 
3 Organization for Economic Cooperation & Development, here including both the 2009 and 2013 Pension at a 
Glance study referenced in the bibliography. 
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for those making higher than double the average earnings.  This has a significant impact when 
studying the higher income demographic and development of related social policy. 
Mintz (2009) used Finance Canada calculations on 2006 data to best illustrate how the three pillars 
change in significance based on earnings levels4.  The reason that low-income households 
(<$30,000/year) are not in a state of pension crisis is because Tier 1 benefits are more than ample to 
create acceptable retirement replacement ratios. 
 

 
 
However, as household income increases, so does the relative importance of Tier 3 supplemental 
savings.  If the employer does not offer a mandatory pension program, the gap to be covered with 
voluntary efforts quickly approaches half of the total requirement, a daunting task for many. 
 
Savings Rates 
While many studies have been done on appropriate savings levels for Canadians and Canadian 
retirement plans, Horner (2009) succinctly tabulates required savings rates for a pension that replaces 
at least 60% of pre-retirement income as follows: 
 
Earnings OAS & 

C/QPP 
Private 
Savings 

Target 
Pension 

Required 
Savings 

Rate 

 $20,000  82% 0% 82% 0.0% 
 $30,000  60% 0% 60% 0.0% 
 $40,000  39% 21% 60% 5.4% 
 $50,000  34% 26% 60% 6.7% 
 $60,000  29% 31% 60% 8.2% 
 $70,000  24% 36% 60% 9.2% 
 $80,000  21% 39% 60% 10.0% 

                                                        
4 Based on a 35-year career. 
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 $90,000  19% 41% 60% 10.7% 
 $100,000  17% 43% 60% 11.2% 

Required savings rates range from 5-11%, but Canadians have only saved on average 3-5% in the past 
30 years.  As a result, it is no surprise that we can find numerous summary reports on projected future 
challenges within our system that result from a lack of savings, including Andrews (2008).  Simonova 
and Lefebvre (2008) also uncovered a number of troubling trends on the future landscape, including 
declining RPP coverage (41.6% to nearly 30% in the past 30 years), over-inflated housing (used by 
many as part of their retirement plan), and Canadian apathy and inertia about RRSP tax-deductions. 
 
Enough is Too Much? 
According to Malcolm Hamilton from the C.D. Howe Institute, Canadians are reasonably well 
prepared for retirement and they should ignore the pressure to save more; this insistence is simply 
fearmongering and Canadians will not have to eat cat food in their senior years (CBC News, June 
2015).  Hamilton dismisses the standard advice that people need 70% income replacement at 
retirement, and states that income needs rapidly decrease with age.  According to research from the 
C.D. Howe Institute, many Canadians can be happy with replacement ratios as low as 50%.   
 
Fred Vettese, the chief actuary at Morneau Shepell, supports the C.D. Howe perspective that 
replacement ratios are overstated, especially when considering those over the age of 75 (Vettese 
2013).  He used this replacement ratio modification and two others (older average retirement age and 
the greater use of real estate assets) to rerun the modeling used by Moore (2010). This transformed the 
pension crisis projected by Moore.  According to Vettese, it is possible that Canadians are saving too 
much, and that we may have the reverse of a pension crisis - perhaps an inheritance crisis? 
 
 

Canadian Legislative Trends on Retirement Programs 
 
Tax-Free Savings Accounts (TFSA) 
Tax-Free Savings Accounts (TFSAs) were introduced in the 2008 budget, came into effect in 2009, 
and received widespread support among Canadian think tanks and policy pundits.  TFSAs are 
different than RPP and RRSPs in that they allow after-tax savings for retirement and tax-free 
withdrawals on appreciated investments.  The mathematics of TFSAs is most advantageous to lower 
income Canadians (both working and retired), who won’t see a reduction of tax rates after retirement.   
 
TFSAs are much smaller today than most RRSP accounts and are independent on earned income: 
 
Years TFSA Annual Limit Cumulative Total 
2009-2012 $5,000 $20,000 
2013-2014 $5,500 $31,000 
2015 $10,000 $41,000 
 
While capacity is not large yet, an 18 year old today will accumulate well over $100,000 of room by 
age 40. While authors like Milligan (2012) have modeled significant potential impacts on Canada’s 
retirement system from the TFSA program, this impact is suspect due to low utilization.  TFSA 
accounts have only been utilized to a small fraction of expectations.  The Canadian Press has reported 
concentrated use of TFSAs by higher income Canadians, including the statistic that, as of 2015, only 
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7% of Canadians over the age of 18 have opened TFSA accounts.  It has now become a 2015 election 
issue, with opinions abounding.  What is in agreement is that millions of Canadians have failed to be 
inspired to save for retirement with this new facility. 
 
Expanding the Canada Pension Plan 
Contrary to the perspectives of most Canadians, today the CPP is well funded and managed 
independent of the Federal Government by the CPP Investment Board.  A number of provincial 
commissions have recommended increasing the Canada Pension Plan as a solution to the middle-
income retirement gap.  Initially, the Federal Government supported the concept and then in 2012 
pulled support (Stephen Harper suggested pulling Alberta out of the CPP in 1998 when he was 
President of the National Citizens Coalition), greatly frustrating some provinces, including Ontario 
and PEI.  In July of 2015, Finance Minister Joe Oliver again surprised Canadians by announcing that 
the Federal Government would consult with individuals, the financial sector and retirement income 
experts on an option for voluntary supplements to the Canada Pension Plan.   Many opposition parties 
are now using this as a policy option within their election platforms. 
 
 
The Pooled Retirement Pension Plans (PRPPs) 
In 2012 the regulatory framework for a new retirement savings vehicle passed into federal legislation,5 
while many provinces also amended provincial legislation to facilitate the same.   Horner (2009) 
commented that it was interesting to see three separate provincial pension review panels make the 
same recommendation of a new government-sponsored plan (PRPP), when none of the panels were 
actually asked for this type of policy input (Horner 2009).  Nonetheless, PRPPs are intended to 
improve pension coverage by reducing costs and improving investment returns through asset pooling 
and third-party administration.  Basically, the PRPP is similar to an employer-sponsored voluntary 
group RRSP, but the assets are pooled with all other Canadians in the plan, gaining possible 
efficiencies and economies of scale.  PRPPs would work within the same tax regime offered to RPPs 
and/or RRSPs, and would not bring any new tax sheltering that is not already offered in the system. 
 
Reaction to PRPPs has not been positive (Pierlot and Alexandre 2012), with recommendations to 
focus on TFSA savings instead for low to moderate income Canadians.  Policy experts believe PRPPs 
offer little reform or opportunity for substantial change in the pension system. 
 
The Ontario Solution (ORPP) 
 
In August of 2015, the Premier of Ontario announced details on the pending design and 
implementation of a new Ontario Retirement Pension Plan (ORPP), with a projected start date of 
January 2017.  This is a major development in the Canadian retirement system, as the ORPP will not 
be optional but mandatory for some employers.  Those who do not offer a workplace pension or 
retirement plan meeting minimum quality standards will be required to enroll in the ORPP. 
Enrollment and contribution levels will be phased in, reaching 1.9% for each employer and employee 
by 2021.  It appears that employees will be able to submit paperwork to exit such a program, but 
automatic enrollment remains a key feature of the plan design.  If implemented in 2017, it is very 
likely that other provinces will consider following Ontario’s lead with similar programs. 
 

                                                        
5 Bill C-25 
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Canadian Retirement Plans in 2016 
 
In 2006, only 8.7 million of the 19.8 million tax filers who were under age 65 belonged to a 
Registered Pension Plan and/or contributed to an RRSP account, merely 43% of the population. 
Studies, including Simonova and Lefebvre (2008), also highlighted the underwhelming participation 
levels.  Conversely, in Horner (2009), it was found that among those with incomes over $30,000, who 
therefore were in need of Tier 2 or 3 supplementary savings, 87% were RPP/RRSP contributors and 
that the actual issue was contribution levels below minimum requirements.  With the problem still 
somewhat elusive, solutions are being proposed that vary on how best to reform the pension and 
retirement system.  There are a number of trends and solutions worthy to highlight. 
 
Locked-In Programs 
A common solution is to register the savings program as a Defined Contribution plan6 and then 
achieve locked-in status.  A “locked-in” program will not permit the employee access7 to investments 
until age 55, and then in limited annual amounts throughout retirement.  Horner (2009) illustrates 
some of the complications with this approach and their effects on the motivation of plan members.  
For example, Quebec eliminated the lock-in feature on employee contributions to savings programs 
and saw a 34% increase in plan participation in the year following.  Horner modeled such behavior 
and found it was a plan feature that was completely ineffective in increasing retirement income levels, 
especially for younger plan members working for small employers. 
 
Revive the DB Programs 
Defined Benefit plans have several advantages, including the creation of specified income levels at 
retirement, which allow for retirement planning and visioning.  DB plans are the domain of unionized 
workers and civil servants.  Larger plans also allow for the pooling of risks across age cohorts.  
Nonetheless, most Western countries, including Canada, have pushed for pension reforms within the 
civil service.  In Alberta, former Finance Minister Prentice launched “PensionSustainability.org”, a 
plan to scale back early retirement options and potentially risk share future plan liabilities with civil 
servants.  These plans were cancelled as a result of the 2015 provincial election that saw a change in 
government.  Similar reforms were successful in other provinces in 2014/15, including Nova Scotia. 
 
The bottom line is that even though public DB plans, like the Canada Pension Plan, are looking to 
scale up, private DB plans are on their way out and revival is unlikely.   
 
Fixed Cost Sharing (DB & DC) and Minimum Contribution Levels (DC) 
Fixed cost sharing has become central to both private and public DB plans.  This makes the cost of 
benefits and plan amendments transparent to employees and shares investment risks between the 
stakeholders.  In McKinsey (2015), the existence of an employer sponsored savings plan was not 

                                                        
6 Defined Contribution Pension Plan – the same tax sheltering as an RRSP program but hosted by the employer as a formal 
pension plan. 
7 Subject to various provincial and federal rules that permit access when ill, under financial hardship or dealing with small 
account sizes. 
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found to be enough.  Those ready for retirement increased from 59% to 84% when the contribution 
rate moved from 0% to 6%. 
 
 
Plan Member Empowerment 
Offering a plan that relies heavily on individual choice and input assumes plan members possess and 
understand the information required to evaluate their savings needs, and that they can and will act on 
that information in a rational and timely manner.  Survey data shows this is not the case; the trend now 
is towards simplifying decisions and creating defaults.  For example, it is very common to see auto-
selected portfolios based on simple risk profile questionnaires and a default balanced portfolio for 
those that fail to complete paperwork.  Traditionally, situations like this would lead to cash balances. 
 
Auto-Enrollment, Mandatory Support 
When employees are automatically enrolled in a retirement plan, but given the choice to opt out, 
participation rates are much higher than when the employee must choose to participate, sometimes 
jumping from 49% to 86% (Horner 2009).  Research suggests that auto-enrollment could be more 
effective than employer contribution matching - a surprising finding, to say the least. 
 
Australia underwent a pension reform in 1992 that many in Canada today wish to adopt, including the 
Fraser Institute.  Australia installed a mandatory “RRSP-like” program, where enrollment is required 
and employer contributions mandatory.  Employers must contribute a minimum of 9% of an 
employee's gross earnings up to a maximum threshold (rising to 12% by 2019-20).  Contributions are 
placed into an individual account that is privately managed by the employee; they are restricted to 
conservative asset allocations and investment strategies. There is also flexibility to withdraw funds 
from the accounts prior to retirement for medical emergencies or financial hardship, and any balance 
in the accounts can be transferred to a dependent tax-free at death. Investment income is taxable, but 
withdrawals are tax-free after age 60.  This approach is expected to hit replacement ratios of 90% for 
middle-income wage earners by age 678. 
 
In the United Kingdom, the Turner Commission looked at various approaches to expand retirement 
savings and recommended automatic enrollment (also with the choice to opt out).  They found 74% 
support for this option, where the default participation rate contributes 4% from employees pay (when 
they earn middle-income wages) and is matched with 3% of pay from the employer.  This has yet to 
become legislated, but is expected.   
 
Annuitization in DC Plans 
A number of western country task forces looked at the idea of forced annuitization9 of retirement 
investments at set ages.  This would ensure that plan members would not outlive their savings while 
providing clarity and certainty to retirement income planning.  In Canada, we moved away from 
forced annuitization of RRIF accounts over a decade ago as a result of the widespread belief that such 
requirements were unfair.  While attention is being given by policy experts to the concept that a large 
portion (50%) of retirement assets should be annuitized at, or prior to, retirement, it is not likely to 

                                                        
8 https://www.fraserinstitute.org/article/what-can-canada-learn-pension-reform-down-
under#sthash.4X2QaYd9.dpuf 
9 Annuitization is the conversion of liquid assets to guaranteed income.  It is carried out with the indemnification 
of an insurance company. 
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become a legislative change in Canada. 
 
 
 
 

Group RRSP Programs @Qube in 2016 
 
We believe that private employers are now squarely in the sights of policymakers.  It is clear enough 
that the retirement crisis in Canada’s future, if it materializes, will affect employees working at 
private, non-unionized workplaces, and will also impact those Canadians earning between $30-75,000 
that do not participate in a mandatory defined benefit pension plan. 
 
There are other serious issues in Canada where the employer is not held accountable.  For example, 
drug costs have become a real problem, but provincial pharmacare programs are devised as the 
solution.  With retirement, it’s different.  The employer is the target, because retirement is simply a 
continuation of employment earnings:  as earnings source from the employer, policymakers rationally 
see it as a shared responsibility between employer and employee to make it happen.  The employer’s 
role, historically, was within this domain.  The employer, with Defined Benefit pension plans of the 
past, would take full control and liability for the pension.  However, over the past 20 years in non-
unionized settings, employers transferred responsibility and liability of retirement to employees.  
Defined Benefit pensions were replaced by Defined Contribution and Group-RRSP programs, which 
have proven to be a failure.  This segment of society appears increasingly unprepared for retirement 
and are the centre of any pending retirement crisis.   
 
Change is required and compromise will represent some form of transfer in responsibility back to the 
employer or to the state.  Policymakers are recommending what we could classify as two general 
solutions.  The first is a communist-style approach that would create larger government-managed 
pensions, such as an expanded Canada Pension Plan, or something similar.  Here all control and 
liability is covered by the state, and private employers would simply see a significant additional 
payroll tax.   
 
The other approach also smells of communist ideology.  Here the state will require employers to 
increase their involvement, while trying to strong-arm employees to participate.  We would call this 
an “employer-compromise” plan.  The proposed Ontario Pension Plan (ORPP) is a good example of a 
compromise style solution.  The employer increases its role with mandatory contributions, while the 
employee is required to respond to a mandatory enrollment.   
 
Qube is Already There on Some Things 
With a real election ahead, and potential changes in both provincial and federal politics, anything is 
possible on these fronts.  Qube favors an “employer involved” compromise.  Many of the solutions 
that policymakers desire for future retirement programs are already consistent with the programs we 
consult on, including: 
 

• Greater Simplicity for the Employee; 
 
Employees on our programs complete a simple risk-profile questionnaire that directs them to an “auto-
portfolio”.  Qube manages these portfolios on behalf of the employee, and they can also pick their 
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own investments should they wish to.  Over 80% choose the auto-portfolio approach, and it has 
proven very successful in getting employees to participate in the asset allocation decision10, which is 
the most important decision in their investment program. 
 

• Greater Education for Employees; 
 
Policymakers continue to recommend education as a key solution to anemic participation, and Qube 
agrees with them.  We offered group education sessions to all clients in 2014/15, where basic financial 
planning material and plan performance was presented.  We also created a number of “screen-casts” 
or short videos explaining plan performance, financial planning and other topics requested by 
employers.  Finally, the product providers chosen for our plans have well-developed websites with 
large amounts of member education available online, offering opportunity for self-directed member 
education. 
 

• Keep Fee Pressure Down and Economies of Scale Up; 
 
Policymakers pushing for facilities like the proposed PRPP are serious about lowering investment 
management fees in Canada.  Again, Qube agrees, as the average retail balanced fund in Canada sits 
around 2%/year.  Qube negotiated with Industrial Alliance in 2013 to pool all of our group savings 
assets, gaining volume discounts.  The average portfolio now runs 1.3%, which is about 35% less than 
seen elsewhere in Canada11. 
 
New Initiatives are Required 
Simply stated, these efforts are not enough.  We still observe worrying levels of employee apathy on 
retirement planning.  We believe that more is required to prevent a crisis, and that the role of the 
employer will have to transition from facilitator to collaborator.  Practically, this translates into three 
initiatives that Qube plans to promote and support in 2016 and beyond: 
 

1. Mandatory Participation; 
 
We believe that employees should be automatically enrolled in the retirement program after a 
reasonable waiting period (e.g. one year of service).  If they withdraw funds, the employer would then 
cancel its offer of collaboration.  Very few of our plans offer automatic enrollment today. 
 

2. Healthy Contributions; 
 
A retirement at age 65, with reasonable replacement ratios, requires funding between 5 and 11% of 
income over the course of a 30-35 year career.  Therefore, matching 3% (or better) contributions will 
represent a fair and reasonable collaboration by the employer.  While most of our plans offer this, we 
need to do more to communicate what this means to both the employer and employee. 
 

3. One-On-One Retirement Counseling (Retirement Visioning Sessions); 
 

                                                        
10 Asset Allocation is the proportion of stocks, bonds and cash in the portfolio. 
11 Based on Qube’s fee analysis report of top quartile balanced funds in Canada and related MERs (available 
upon request). 
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The most important element is helping the employee engage in the program.  The tools have been 
created to assist in portfolio selection and retirement projecting, but they remain largely unused.  Qube 
has conducted a large number of One-on-One sessions in 2014/15, and believes these are key to create 
vision and then encourage ongoing engagement. In these 20-minute sessions, the employee reviews a 
basic retirement projection and sets goals for the years to come. We believe that human resources 
should make these sessions mandatory and ensure they are scheduled on a rotation no less than every 
60 months.   
 
This is not a small endeavor, but Qube believes it can offer the counseling with small teams of staff 
for $20/session plus basic travel costs, should the employer wish us to perform the service.  
Otherwise, Qube is happy to train HR with the counseling.  In our experience, while all employees 
have anxiety about the session, 4 out of 5 participants leave the One-on-One session pleasantly 
surprised and motivated regarding their retirement plans. 
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