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Implemented in 1966, the Canada Pension Plan (CPP) is a unique pension 
plan that covers virtually the entire working population of Canada, (excluding those in 
Quebec, who are covered by the Quebec Pension Plan (QPP). Both provide an 
extensive range of retirement, disability, survivors, and death benefits, which are fully 
portable, and hlly indexed; there is immediate vesting of retirement benefits. 

The CPP has been enhanced from time to time over the years, either by 
providing more benefits, or benefits with fewer restrictions. Compared to the plan 
provisions of today, the original CPP had: 

More restrictive indexing on both covered earnings and pensions-in-pay for an 
initial period of ten years. 
No child-rearing dropout. 
An original retirement age of 70 that did not reduce to 65 until 1970. 
No provision for retirement benefits before the normal retirement age, except in 
the event of disability. 
A reduction of the pension payable before age seventy if earnings were above a 
certain level. 
A survivors benefit limited to widows and disabled widowers. 
A provision that survivors pensions ceased on remarriage. 
Reduced benefits for orphans beyond the fourth child. 
A more restrictive requirement on the number of years of contributions that must 
have been made in order to be eligible for a disability pension. 
A lower level of the flat rate component of disability pensions. 
A more restrictive limit on the pension a surviving spouse could receive, taking 
into account both the retirement pension received as a result of the survivor's own 
contributions and that as a survivor. 



These are only the most important areas in which the CPP has been liberalized. 

The CPP is fimctioning more or less as was intended. All of its actuarial 
reports, including those before its inception, projected increasing contribution rates in 
the future because of the maturing of the plan -- people over age 70 in 1966 were 
not covered, and full benefits were not granted for ten years -- and the changing of 
Canadian demographics causing the population to age, with an ultimate age 
distribution comparable to that in most western European countries. 

Many of the concerns expressed about the CPP have resulted from a lack of 
understanding of how it was projected to evolve. Many of the critics are unaware of 
the considerable -documentation on the plan and its financing which is publicly 
available. 

The long term pay-as-you-go rates, which approximate the long term 
contribution rates in the Fifteenth Actuarial Report (December 31, 1993) of about 
14%, and which are reached shortly after 2025, are about 8.6% (860 basis points) 
higher than originally projected. More recent experience has resulted in an increase in 
costs over those in the Fourteenth Report (1991) of about 1% of contributory 
earnings; this was caused almost exclusively by the increased utilization of the 
disability provisions. 

The following table shows the projected costs for the years 2000, 2025, and 
2050 from certain of the actuarial reports; the 1964 report was the last one prepared 
before the implementation of the CPP. 

Projected CPP Pay-As-You-Go Cost in Year 

1964 4.88% 5.11% 5.31% 
1972 4.44% 6.08% Not calculated 
1977 5.53% 8.62% 8.76% 
1991 7.66% 12.40% 12.97% 
1993 8.25% 13.49% 14.11% 

From this table it can be seen that the projected cost in 2025 is 838 basis 
points (1349 minus 51 1) higher in the 1993 Report than in the original 1964 Report. 

The reasons for this increase over the original projections are listed in 
decreasing order of importance, i.e. with the most significant reason given first. The 
percentage is the portion of the increase for which the reason identified is responsible. 



1 .  Less favourable economic conditions than originally assumed, as measured by the 
difference between the rate of wage and price increases. (33%) 

2. Benefit enhancements. (32%) 
3. Increased use of the disability benefit. (18%) 
4. Longevity increases more than originally assumed. (8%) 
5. Less immigration than originally assumed. (4%) 
6. Fertility rates somewhat lower than originally assumed. (2%) 
7. All other causes combined, including changes in methodology. (3%) 

The expected increase in the CPP contribution rates for the next thirty-five 
years, i.e. from 1995 to 2030, are mainly attributable to low fertility rates, which are 
also the main reason for the aging of the population, and, to a lesser extent, the 
projected improvements in longevity; this is a n o d  consequence in these 
circumstances when a pay-as-you go approach to financing is used. This projected 
increase is not unique to Canada. It also applies to most industrialized countries 
having social insurance programs financed on a pay-as-you-go basis. This increase is 
not caused by the "high level of benefits, in relation to the years of contributions paid 
to the first generation of beneficiaries. This increase is in contrast with the increase 
from 1966 to 1995 which resulted mainly from starting a social security plan on a 
pay-as-you-basis, with no benefits being provided to those over seventy at its 
inception, and full benefits not being provided for some years after its inception. 

The CPP, in conjunction with the Old Age Security Pension (OAS), is, in 
general, a better designed plan than many other social security schemes. In the fall of 
1994 the World Bank published a policy research report, Averting the Old Age 
Crisis. This book considered the problems created by an aging population 
throughout the world. In its survey of existing social security schemes, the World 
Bank study made many criticisms of social security systems generally, and established 
certain criteria that should be met. While the report did not comment specifically 
upon the Canadian system, it is useful to see how its criticisms apply to the Canadian 
system of CPP and OAS. Agreement is not implied necessarily with all the World 
Bank criticisms listed below, but it is interesting to see how well, or badly, CPP and 
OAS fares on the World Bank's criteria. The World Bank's criticisms are shown in 
regular typeface, and the assessment of their applicability to CPP and OAS in italics. 

Many plans have too low a normal retirement age, and pay benefits while the 
recipients are still earning money, or are capable of being employed. CPP a d  
OAS has one of the highest normal retirement ages (65) among the G-7 
countries, and benefits payable before age 65 under the CPP are actuarially 
reduced, and benefits are not paid prior to age 65 under OAS at all. The second 
part of the criticism applies, as benefits are paid after age 65 even if working 
further, CPP benefits taken before age 65 will continue to be paid if employment 
is resumed, as the test for retirement is only made at the date of retirement, and 
there is no continuing requirement of retirement 



Too few years are used in calculating the average earnings on which pensions are 
based, and too few years of contributions are required to qualifl for the maximum 
pension, thereby giving an incentive to avoid contributions. Some plans have an 
accrual rate of benefit that increases with years of membership. Such features 
generally are of greater benefit to the rich rather than the poor. These criticisms 
do not apply in any way to CPP and OAS. 
Pensions are not indexed regularly, and indexing is frequently skipped. These do 
not apply at all to CPP and OAS. 
There is too high a replacement ratio, and too high an earnings base on which 
benefits are calculated; both of these benefit the rich. The first criticism might 
apply as the replacement ratio for CPP and OAS combined is around 40% of the 
average wage in C d ;  not high by G-7 standards, but perhaps too high in the 
eyes of the World Bank. Zhe second does not apply as the earnings base for the 
CPP, the Years' Marimum Pensionable Earnings W P E ) ,  is just over the 
average wage, and the effect of the Years' Basic Exemption (YBE), the initial 
level of earnings on which contributions to the CPP are not required, reduces the 
contributions for low wage earners. In 1995 the M P E  is $34,900, and the YBE 
is $3,400. 
It is too easy to avoid making contributions without losing benefits. This does not 
apply to CPP and OAS, except as allowed by the various dropout provisions, 
including the disability dropout. 
Contributions are at the same rate irrespective of earnings. Contributions are 
based only on pensionable earnings, and not all employment earnings. Both of 
these result in those with low income contributing relatively more. CPP escapes 
the first through not requiring contributions to earnings to the YBE, but the 
second criticism applies as no contributions me  made on earnings over the 
M E .  For the CPP, the net effect is that low income people. contribute 
relatively less. 
Benefits are sometimes tax free, and may not'be means tested. All benefits in 
Canada, with the exception of the Guaranteed Income Supplement and the 
related Spouse 's Allowance (GIS/SPA), which is paid only at the lowest income 
levels, are taxable, while OAS benefits are income tested, admittedly at a high 
level currently, by virtue off the claw-back. 
The criteria for establishing eligibility for disability pensions are too easy. In 
theory the rules for CPP are very strict, but the recent rise in the number of 
disability pensions gives rise to some concern about the implementation. 
The investment performance of social security funds, which are almost always 
controlled by the government, is very much below average, and they are rarely 
invested in stocks or in foreign investments. The CPP has lent to the provinces at 
the same rate as that for the federal government, admittedly a somewhat 
preferential rate, but the yields have been comparable to private &nds that 
invested solely in long term federal b o ~ d ;  the second criticism does apply. 



Costs are hidden in.the government accounts and are paid out of general revenue 
without being disclosed. 7;here is no govemment money going into the CPP, 
which relies solely on contributions. The CPP pays various govemment 
departments, such as the Office of the Superintendent of Financial Institutions 
and Revenue Canada, for the services that they supply to it. The projected costs 
of OAS have been fully disclosed since 1988 in the Actuarial Reports. 

While the Canadian system does not escape criticism on all of the World Bank 
standards, it fares very well on most of them, and escapes many of the serious 
criticisms made by the World Bank of other social security schemes. 

CPP and OAS are an essential part of the income of older Canadians. The 
following table is based on taxation statistics for the year 1991, and gives the number 
of seniors who filed tax returns who reported income from the source indicated. 
Many seniors file income tax returns, even though they do not have to pay tax, in 
order to qualifjr for certain rehndable tax credits. It i s  estimated that 89% of 
Canadians age 65 and over filed tax returns. 

Income from annuities includes annuities purchased with hnds from a RRSP, 
as well as individual annuities. RRSP income includes only lump sum payments, and 
payments from RRIFs. Taxable income from individual annuities is less than actual 
income, while dividend income is more actual income, because of the provisions of 
the income tax system. Taxable capital gains are less than actual gains for the same 
reason, and do not include gains on the sale of a principal residence, which are not 
taxable at all. Finally, all unrealized gains are deemed to be realized on the death of 
the taxpayer, and this may result in both the number of seniors who receive such gains 
and the amount of the gains being considerably larger than actually realized by living 
tax payers. GISISPA are not taxable, and so not recorded in the tax statistics. 

The averages shown are the amounts received by those who actuallv received 
income from the source mentioned, not the average received by all tax-filers. For 
example, 44.6% of tax filers received income from employer sponsored pension plans, 
(known as Registered Pension Plans or RPPs), in an average amount of $8,535, while 
55.4% received no income at all from RPPs. 



Income Sources for All Tax Filers Age 65 and Over in 1991 

Source Percentage Reporting Average Amount of 
Income from Source Income for Recipients 

from Source . . . . ..... . ... . .. ...... ... . .. ... . . . .. . .. .. . .. . . . ... ...... . ... .. . ... . . . . . .. . . . ... . .... . ... . . . . . ..... .. .. . .. . ..... . ... .. . . . ......... .. . . .... . .. . . ... ..... .... ... ...... ....... . .... ... ..... .. ....... ........... .. . . ... ... . .. .. . . .... . .... , 
CIQPP 80.1% $4,239 
0 AS 97.3% $4,163 
RPP 44.6% $8,535 

RRSP 4.2% $6,274 
Annuities 12.4% $4,308 

Bank interest 77.1% $5,723 
Bond interest 22.5% $3,477 

Dividends 12.8% $6,544 
Taxable capital gains 5.1% $13,788 

This table shows how important a role OAS and CIQPP play in the income of 
seniors. Income from RPPs is substantial for those who have it, but less than 45% of 
seniors have such income. So are capital gains, but only 5% of seniors have taxable 
gains, and the figures may be overstated for living seniors. Bank interest, which 
includes all forms of interest except bond and mortgage interest, is a substantial 
source for about three-quarters of seniors. 

Without CPP benefits payable under GISISPA and other income tested 
programs, would be considerably higher, resulting in higher taxes, and more elderly 
Canadians living in poverty. From Human Resources Development's SIMTAB model 
we have been able to estimate the effect of the CPP upon those Canadians not 
resident in Quebec; the taxation statistics given earlier were for all of Canada. 

In 1994, the CPP paid benefits to Canadians of all ages $14,491 million. 
These generated $3,405 in income tax, and reduced GISISPA benefits by $2,396 
million, and tax credits by $105 million. Thus over 40% of CPP benefits came back 
to the government sector in increased taxes or decreases in benefits under only two 
programs. There are various other programs, such as provincial supplementary 
pensions that have also been reduced but could not be quantified. 

CPP contributions are either deductible from taxable income by employers, or 
create tax credits for individuals, and so reduce tax revenues. It has been estimated 
that in 1994 individual taxpayers (not corporations) contributed $5,507 million to the 
CPP, resulting in reduced tax revenue of $1,487 million. OAS and GISISPA are 
completely hnded by government out of general tax revenues. OAS benefits are 
taxable, while GISISPA benefits are not. 



The CPP financing method, largely pay-as-you-go, is prescribed by the Act , 
and provides all the flexibility needed to avoid bankruptcy. The CPP is supported 
entirely by contributions fiom employers and employees: the Act establishing the CPP 
does not require any government funding. Thus increases in contribution rates 
impose no direct burden upon government. It does, however, constrain the taxing 
power of the government in the sense that monies contributed towards the CPP are 
not available for other purposes. 

Afirdability, which is somewhat subjective though a real source of individual 
concerns, can be considered fiom a number of perspectives In all calculations 
mentioned, allowance has been made for the increases in contributions projected in 
the Fifteenth Actuarial Report. 

The expected increase in contribution rates for the next thirty-five years, taken 
from the CPP Fifteenth Actuarial Report, does not result in a decrease in disposable 
income from the present level, but the partial de-indexing of tax brackets, (described a 
bit later), if continued, makes this a near thing. Disposable income is defined as 
income after paying income tax and social security contributions. Allowance is made 
for inflation in the calculations. While disposable income does not decrease, there is 
no appreciable increase in living standards as the majority of the increase in income 
goes towards increased taxes and CPP contributions. Thus the CPP could be as 
affordable in the hture as it is now. 

When adjusted for benefit levels, and including the cost of OAS, Canada's 
retirement system at present, and in the near future, costs less than that in the other 
G-7 countries. In the long run the cost will be comparable. Canada generally 
provides a lower level of benefits than in the other countries, only 25% of average 
earnings for the CPP, and about another 15% from OAS, and requires contributions 
on a lower portion of earnings than in other countries. The social security plan in the 
USA (OASDI) at present provides benefits of 41% of covered earnings, and in 1993 
required combined employer and employee contributions of 12.4% of earnings, 
compared with 5.4% in 1995 for the CPP. There should also be added to the cost of 
the CPP about another 4% for the cost of OAS. Further contributions in the USA are 
made on the first U$57,600 of earnings, which is roughly equivalent to C$80,000. 
Thus, in absolute terms, the cost is even less. By 2025 the cost of OASDI will be 
approaching 16% of covered earnings. The CPP thus has a cost comparable to, if not 
lower than, similar plans in the other leading industrialized countries. 

The following table gives several measures of the rate of return for cohorts of 
CPP members who attain age 65 in various years. The first is merely the ratio of 
benefits received to contributions made. The second and third are the internal rates of 
return. on the contributions, i.e. the rate of interest required to be earned on the 
contributions in order to provide the benefits. The first is the nominal rate of return, 
while the second is the real rate of return after allowing for inflation. The 



calculations used actual figures up to December 3 1, 1993, and those projected in the 
Fifteenth Actuarial Report after that date. Benefits paid in respect of surviving 
spouses and children have been allocated to the cohort to which the contributor 
belonged, and so the figures can be considered contributor oriented The figures do 
not change much if all benefits were allocated to the cohort to which the beneficiary 
belonged. While this would allocate some benefits to other cohorts, other benefits 
would be allocated to the cohort being studied. 

Age 65 Ratio of Benefits to Rate of Return Rate of Return 
Attained in Contributions Nominal Real . . . . .... . .. .. . . ... . ... .. . .. . .. . . .. . .. . . . . . . . . . .. .. . .... . .. .. . . .. . . . .. . . . . . . .... . . . . . . . . . . . .. . ... . . ... . . . . . . . . . . . . . . . . . .. . . . . . . . . .. . . ... . . . . . . .. . . . . . . .. . .. . . .. . . . . . . . .. . . .. . .. . . . . . . . .. .. ... ... . .. . . .. . . .. . . . . . . . . . . . . .. . . . . . . . .. . . . . 

1976 49.4 3 1.2% 22.5% 
1994 24.8 16.2% 10.2% 
2013 10.7 9.5% 5.4% 
2033 5.9 6.4% 2.9% 
2053 5.0 5.2% 1.6% 
2073 5.1 5.1% 1.5% 

This means that all fbture generations are expected to receive in current dollar 
benefits over five times what they and their employer contributed, contrary to the 
belief that that they will receive less in benefits than the amount contributed. More 
importantly, although the real, i.e. the inflation adjusted, rate of return may be low, it 
is positive. 

These are rates of return that apply to the whole cohort, and so to the average 
member, but not, except by chance, to any one individual. The return for any one 
person can only be calculated after the last payment to the contributor and a surviving , 

spouse has been made. Perhaps the highest return would be achieved by someone 
who qualified for a disability pension, having made the minimum number of 
contributions required, and despite being disabled, has a long life and is survived by a 
spouse who lives .even longer. The worst return would be received by someone who 
had always contributed at the maximum rate, and died shortly after retirement, 
without a surviving spouse. 

There are, however, more subtle ways in which the return varies between 
individuals. The pension provided is 25% of average pensionable earnings, while 
contributions are not made on the first 10% of pensionable earnings. Thus the lower 
paid get a better return than the higher paid. Someone who had always earned only 
75% of the YMPE could get a return about 0.10% (ten basis points) higher than 
someone who always earned at least the YMPE. Yields can also be increased if any 
of the dropout provisions, either for periods of low or no earnings, child-rearing, or 
disability are used. The use of such dropout provisions can increase the yield by up to 
1% (100 basis points), and possibly even more. 



The real rate of return on contributions in the past has been excellent. In the 
near hture it will still be acceptable, when compared with the real rate of return on 
low risk investments, such a T Bills, shown in the next table, and even more so when 
allowance is made for the very low rate of expense on the CPP, compared with those 
on private investments. CPP expenses are only 0.1% of pensionable earnings, while 
the expenses on hnds privately invested would be around 1% on average of the hnds 
invested, and could be higher. CPP expenses average out to $20 per contributor, or 
less than 2% of average combined employer/employee contributions. In the long term 
the rates of return on the CPP will be less attractive, but may still be acceptable, 
considering the very low level of expenses on the CPP.. 

Rates of Return 1965-93 
from the 

Canadian Institute of Actuaries Report on Economic Statistics 

Investment Category Nominal Rate of Return Real Rate of Return 
Canadian Equities 9.9% 3.8% 

Long Duration Bonds 8.7% 2.6% 
Mortgages 10.7% 2.6% 

Treasury Bills 9.0% 2.9% 
US Equities 11.0% 4.7% 

Very few employer sponsored defined benefit Registered Pension Plans 
' 

(RPPs) provide the full inflation indexing of benefits that the CPP does, and it is 
virtually impossible for defined contribution RPPs or Registered Retirement Savings 
Plans (RRSPs) to provide such indexing except at the cost of a reduced income 
initially. Some features of the CPP, like hll portability with indexing maintained, 
cannot be duplicated by private plans. 

A study of the actuarial assumptions leads to the conclusion that the CPP is 
'properly priced, considering both the benefits provided and the financing method 
used. Virtually all contributions are used to provide benefits, and the amount utilized 
to cover expenses is extremely low. 

Pay-as-you-go financing, which is used in all the other G-7 countries, has 
traditionally been considered as the most appropriate method for social security plans, 
despite the intergenerational inequities that it implies. Full hnding would avoid most 
of these intergenerational inequities, but in its turn would create some very important 
economic problems. 

If full hnding were adopted, the combined employedemployee contributions 
for the cohort age 18 at December 3 1, 1993 would be 10.5% of pensionable earnings, 
or about double the present contribution rates. This does not include any allowance 



for liquidating the unhnded actuarial liability of some $487.5 billion. If full actuarial 
funding had always been used, contributions to the CPP in the past, and for the next 
fifteen or twenty years, would have higher than under the present arrangement, 
though after then contributions would be lower. If full funding were adopted now, 
future generations would have to pay for both their own pensions, and the unhnded 
liability with respect to benefits already granted. 

If the CPP were fully funded, there would be investment concerns. If fully 
funded, there would have been a fund of some $529 billion at the end of 1993, an 
amount about equal to the accumulated federal debt. By way of comparison, the total 
assets of private pension funds in Canada at the end of 1992 were only $271 billion. 
(This does not include public service plans notionally funded though consolidated 
revenue funds.) There is a further $147 billion in individual Registered Retirement 
Savings Plans. A fully funded CPP would have thus assets about 27% more than all 
existing retirement funds in Canada, thirteen times as much as the present CPP fund, 
and be about the same size as the national debt. One must, however, keep in mind 
that the estimates of the CPP's unfunded liability, contained in Appendix C of the 
actuarial reports, are made on a conservative basis, using a real interest rate of only 
2.5%. 

If such a hypothetical full fund were invested in government bonds, whether 
federal or provincial, it might possibly encourage unnecessary projects or spending by 
some future government because of the enormous amounts available; this is 
mentioned only as a possibility, and not because it would necessarily happen. Even if 
it did not, there would still be problems, which are described below. There might also 
be pressure fiom Canadians to increase benefits, even though such increases might 
not be sustainable in the long run, simply because of the size of the fund; this has 
actually happened in other countries. 

If this hypothetical fund were invested in government bonds, either federal or 
provincial, the interest on the bonds would have to be paid out of tax revenues. 
Further, the size of such an investment pool would almost certainly affect interest 
rates. 

What this means is that less of CPP revenues would come from contributions, 
and more fiom general tax revenues. In the absence of reductions in government 
expenditures, income or other taxes would have to be increased to cover these 
interest payments. Even if it were unnecessary to increase taxes, there would still be a 
reallocation of costs. As far as individuals were concerned, more of the costs might 
be paid by those with high employment income through taxes. Tax-payers with 
investment income and pensions would contribute their share on taxes on these 
incomes; pensioners would be paying in part for their CPP pensions through increased 
income tax on their pension and investment income. For many, the reduction in CPP 
contributions would probably be offset, in part at least, by an increase in income 



taxes: some might pay more and others might pay less; pensioners would certainly pay 
more. As far as corporations are concerned, there would ultimately be less paid by 
those with lower profits, and perhaps more by highly profitable ones. 

It is not meant to suggest that such a reallocation of taxes would be unfair or 
undesirable, but merely to note it as an implication of shifting part of the cost of the 
CPP from contributions to interest on public debt. 

Under another investment scenario for a hypothetical fully funded CPP, the 
fund might be invested, as private funds are, in a mixture of government bonds and 
corporate securities, including stocks. This would reduce the effect of paying the 
interest on government bonds just discussed. The influence of such a fund upon the 
Canadian economy would be enormous. Whether the fund would be allowed to 
attempt to increase its yield, as many private plans do, by investing offshore, is a good 
question. 

Whoever was managing the hypothetical CPP fund would be able to affect 
profoundly the destinies of Canadian corporations. This could be minimized by 
requiring the fund to be invested in an indexed manner, buying into all stocks listed on 
Canadian stock exchanges. Even this would create problems, as companies without 
their securities listed might consider that there was discrimination against them. Such 
companies would include many small companies, in need of financing. It would also 
include some large companies, which are not listed on a stock exchange; examples of 
these are the various Irving and McCain companies Further, there would have to be 
some quality constraints, as there are many listed securities, such as "penny" stocks, 
that probably should not be purchased for a pension portfolio. There might also be 
objections by some to purchasing "sin" stocks, such as those in tobacco, liquor, and 
armaments companies, even if from a strictly investment perspective they were 
suitable, and even ifthey were included in standard stock market indices. 

The temptations to the government to interfere in the investment process 
would be enormous, and might be difficult to resist. The government of Quebec has 
been criticized on this very point on several occasions; part of the QPP find is 
invested in stocks. Further there will always be pressure to make "socially desirable" 
investments, or investments that create or protect employment, or protect previous 
investments, even though the anticipated investment yield is not truly satisfactory. 

While it might be possible to design controls so that the government could not 
interfere directly in the investment process, these controls would have to be such that 
it would be impossible for future governments to change them. This makes the design 
of such controls that much more difficult. Further, how indirect government 
influence, as opposed to official directives, could be eliminated is an even more 
daunting problem. This is not to say that such controls could not be established, but 
to indicate the magnitude of the problem. 



The concerns just expressed would also apply, although to a lesser extent, if 
the investment policy of the present CPP hnd were changed in order to increase the 
yield by investing in non-governmental securities, including stocks. The potential 
problems would be of lesser magnitude, simply because the present hnd is,less than a 
tenth of the hypothetical hll find, but those of principle, such as the method of 
choosing stocks, would still exist. In any event, the rate of investment return on the 

a present CPP find is only marginally important. because of the pay-as-you-go approach 
to financing. 

Many commentators believe that Canada is currently facing serious financial 
problems. The problems are not with the CPP per se, but rather with the increasing 
costs of Canada's entire social security system, which includes medicare. This is 
exacerbated by the deficit, the interest that has to be paid on the accumulated debt, 
and the high level of taxation in Canada. 

A contributing factor to the problem from the individual's perspective is the 
partial de-indexing of the income tax brackets, which only increase at the rate of 
increase in the Consumer Price Index less 3%, and so increase at a much slower rate 
than increases in income; at present they do not increase at all, although incomes are 
increasing, albeit slowly. This will lead to OAS benefits being clawed back at lower 
and lower levels of earnings. It could even lead to someone whose income was so 
low that they were eligible for GIs benefits, having part of their OAS clawed back. 
There will obviously be a change in taxation before this actually happens. 

Finally, the effect of any changes in the CPP that might be considered to 
reduce its cost must take into account the effect upon other government programs, 
and upon private arrangements such as RPPs and RRSPs. The reductions in 
GISISPA in which the existence of the CPP has resulted have already been discussed. 
The design of most private pension plans has taken into account the existence of the 
CPP in establishing benefit levels. So have the amounts individuals have contributed 
to RRSPs. Any reduction or limitation on CPP benefits will make most existing RPPs 
and RRSPs less adequate to some extent, and may result in more having to be 
contributed to them. The CPP cannot be considered in isolation and the effect of any 
changes in it upon other government and private programs must be carefilly 
considered. 



IACA - Its Role and Purpose 

C J White. UK 

The purpose of this brief note is to  srimulate a discussion st rhe Gleneagles 
conference on rhe future of IACA. 

I think that the environmenr in  which IACA functions has changed (and continues to  
change). Hence there needs to  be a discussion around the subject o f  IACA's 
ongoing role and purpose. Being no longer involved in  IACA's leadership, I 
wondered whether a discussion i n  one of the Gleneagles sessions would be 
premature or out of order, but I have been assured that this is not  the case. 

The historical reasons for rhe foundation o f  IACA in  the 1960's are o f  inreresr in  this 
context, bur are not of dominating relevance for the Association's role i n  the future. 
Of more importance is the role IACA has played in  more recent years, and h o w  the 
environment in which most IACA members pracrice has changed. And there are 
others better qualified than I to  assess the significance o f  the Association's historical 
origins for this discussion ie those whose IACA involvement precedes mine 
(mid 1970's). 

Why do I think this discussion is worth having? 

Perhaps the main change to  the consulting actuarial environment in  the last 
20 years o r  so has been the emergence of international firms o r  more formalised 
inrernarional networks of firms. One of rhe main roles played b y  IACA in the 1970's 
and 1980's was a meeting ground and source of contacts for consulting actuaries 
f rom different countries regarding common professional issues o f  inreresr and 
concern. With many members now belonging KO international firms o r  networks, 
some of that function has been superseded. 

Of course. there remain many IACA members in  firms which d o  not have strong 
international connections, and further there is a value i n  conracts omside one's o w n  
f i rm or network for those in firms which do. But this development does mean there 
is a srrong possibility of reduced value of IACA o n  common professional issues of 
interest t o  those in larger international firms o r  networks. 

The emergence of international benefits as a separate area of consulting 
specialisation has also meant thar an aspect of IACA's role is n o w  addressed more 
specifically by more focussed professional associations and conferences. Of 
course, IACA has never been a forum solely for those whose main interest is 


