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1. The Decline of The Defined Benefit Plan 

Not so many years ago, the single-employer defined benefit pension plan was 

considered (in actuarial circles, at least) one of the notable achievements of Western 

civilization in the second half of the twentieth century. In the waning years of this 

century, the malaise of these plans is widely noted and predictions of their continuing 

decline has become conventional wisdom. 

Why has this happened? The causes are numerous and inter-related. 

The defined benefit plan is a relatively complex and sophisticated 

financial arrangement, from the consumer's point of view. Consumer 

dissatisfaction with real and perceived deficiencies has resulted in an 

exponential increase in government regulation, resulting in even more 

complexity but often without effectively remedying the defects. 

In their origins, defined benefit plans were unilaterally sponsored by 

employers and rested on a paternalistic premise. They were designed 

primarily to reward w e e r  employees. Their financial operation was 

considered to be a profit/cost center of the employer. Until fairly 

recently, benefit protection against post-retirement inflation was not a 

common feature of these plans. 



As the defined benefit plans matured, their assets became a dominant 

factor in the capital markets and a focus of consumer attention. At the 

same time, especially in the 1980's, historically high real rates of 

investment return have resulted in significant development of actuarial 

surpluses. This development, together with increasing government 

regulation, the paternalistic premise and imperfect consumer 

understanding of the "pension deal" between employer and employees 

(or selective interpretation of it) have combined to produce 

acrimonious battles, often fought in the courts, over the "ownership" of 

these surpluses. 

At the same time as the high real rates of return were creating these 

problems for defined benefit plans, they were making money-purchase 

plans look even more attractive. 

Primarily because of the government regulation and the ever-increasing 

complexity already referred to, the defined benefit plans became 

progressively more expensive to administer and manage. Another 

development which increases expense is the requirement of the 

accounting profession to be supplied with imaginary numbers which 

supposedly measure the cost of the defined benefit plan in the 

employer's accounts. This burden of expense, complexity and hassle, 

has made defined benefit plans progressively less attractive to smaller 

and medium-sized employers. Where such firms were sponsoring 

defined benefit plans, they have been abandoning them in increasing 

numbers, either by converting to money-purchase or simply giving up 

any role in collective retirement security arrangements. Where the 



small or medium sized employer does not have a plan, the likelihood 

that he will set up a defined benefit plan has dwindled almost to zero. 

The general picture is accurate, I believe, for practically all countries represented at 

this conference. I have not attempted to document it here with statistical evidence, 

either from my own country of Canada or other countries, but the evidence is 

abundant and has been extensively reported by others. 

2. Multi-Em~loyer Plans - Description and Development 

In Canada, the last twenty years has seen the rapid development of the multi- 

employer pension plan. In the broadest sense, this term covers any co-operative 

arrangement for the employees of several unrelated employers. For the purposes of 

this paper, I would focus on those multi-employer plans which have two other 

particular characteristics. First, they are controlled and managed by a board of 

trustees, of whom at least half are nominated by the employees, either directly or 

through their union. Secondly, the plans are financed by contribution rates stipulated 

in collective labor agreements but the benefit design is some form of defined benefit, 

usually either flat benefit or career average. The key to their hybrid nature with 

fixed contributions and also fixed benefits is a "safety valve" provision which permits 

the plan trustees to reduce benefits in cases of financial and actuarial necessity. 

The earliest Canadian plans along these lines were modelled on plans developed in 

the U.S. in the 1940's in the unionized sectors of certain industries, particularly the 

garment trade, construction, trucking, mining, forestry and retailing. In later years, 

their development has been parallel in Canada and the U.S. but has differed 

somewhat, partly because of differing regulatory environments and partly because of 

the relative decline of unionized employment in the U.S. 



Reliable statistics about the overall development of multiemployer plans in Canada 

are hard to come by. The following table, reproduced from Pension Plans in Cha& 
deBB, a biennial survey by Statistics Canada, represent the most reliable reasonably 

current indication of their relative size and growth. 

Plans 

Year Number % of all plans 

1970 125 0.7 
1980 250 1.7 
1982 273 1.8 
1984 295 1.7 
1986 310 1.5 
1988 35 1 1.7 

Number 

!embers 

% of all members 

The Statistics Canada survey indicated that in 1988,95% of the participants in these 

plans were in plans which restricted participation to union members and 86% of 

participants were in plans providing defined benefits on a flat benefit formula 

Government regulation of these plans has been somewhat mixed in its effects. In 

Canada, regulation is divided between the provinces and the federal government. 

The provinces regulate funding adequacy, investments, benefit standards (e.g. vesting, 

integration with social security benefits) and disclosure to members. The initial 

legislation, dating from the 19603, gave almost no recognition to the existence of 

multi-employer plans or their unique governance and financial arrangements. This 

has gradually changed over the years so that today, the laws of most provinces 

recognize these differences. The federal government regulates the tax treatment of 

pension plan contributions and benefits. Generally, multiemployer plans have been 

treated for tax purposes as though they were money purchase plans. By and large, 



this has been advantageous for the plans, since it has enabled them to escape from 

the labyrinth of tax regulation which has grown up around defined benefit plans. 

3. Advantaoes and Strengths of Multi-Employer Plans 

One of the original reasons for the formation of multi-employer plans was that they 

made possible the participation of small employers and their employees in a pension 

plan on a cost-effective basis and without the financial risk to the employer which 

normally goes with the sponsorship of a defined benefit plan. In fact, the very 

features of money-purchase plans which make them attractive to the small employer 

are also present with the multi-employer plan. In addition, by pooling resources with 

other employers, economies of scale in administering and managing the plan are 

made available. 

A related advantage, from the employer's point of view, is that he is not burdened 

with the reporting and other regulatory headaches of the plan. He simply remits his 

contributions to the multi-employer plan administrator and that is the end of his 

pension responsibility. His accounting expense is equal to the sum of his 

contributions. 

Multi-employer plans also provide a ready-made mechanism for dealing with some 

of the design issues which have plagued the conventional defined benefit plan in 

recent years. One of these is the portability of benefit rights. Since the plan covers 

all the employers in an industry over some broad geographic area, an employee who 

moves from one employer to another within the plan maintains continuous 

participation in the plan. In industries like construction where the common thread 

of employment is through the union hiring hall, this gives the multi-employer plan 



a major advantage. In some industries, this advantage is further extended through 

the operation of reciprocal agreements among plans in different geographic areas. 

Although they have some features which are those of a money-purchase plan, the 

benefit design is normally a defined benefit. Unlike true money-purchase plans, this 

permits the multi-employer plan design to include benefits for past service, disability 

pensions and special early retirement benefits. 

Because of its defined benefit design, the multi-employer plan is able to transfer or 

pool the financial risk to which individual employees in money-purchase plans are 

exposed. It is also able to pursue a riskier (and therefore more rewarding) 

investment policy than is typically found in money-purchase plans, or indeed in any 

plans of small employers. 

The valuation basis for multi-employer plans is normally somewhat more conservative 

then the funding valuation basis for conventional defined benefit plans. The reason 

for this is simply to minimize the likelihood of having to invoke the "safety valve" 

clause referred to earlier, i.e. having to reduce benefits because of funding 

inadequacy. A corollary of a conservative valuation basis is the regular occurrence 

of experience gains. These gains are then available to finance benefit improvements, 

which typically include regular "ad hoc" increases in the pensions of retired members. 

Thus the multi-employer plans have in general, dealt more effectively than other 

plans with the issue of inflation protection. At the same time, they have not been 

plagued with the issue of who controls the actuarial surplus in the plan and what 

should be done with it. 



4. Limitations and Disadvantages of Multi-Employer Plans 

Despite the many attractive features of multi-employer plans, they are not a complete 

pension panacea. 

In Canada and the U.S., these plans have been confined almost entirely to unionized 

employment. There is no reason in principle why this must be the case, but the 

organizing initiative to create and maintain the plans must come from somewhere 

and the governing structure requires somebody to speak for and represent the 

interests of the members in the plan. Unions have generally fulfilled both these 

roles. In Canada, about 35% of the work force is unionized. In the U.S., I believe 

the proportion is even smaller. 

One limitation on benefit design flexibility in multi-employer plans results from the 

fact that every member knows exactly how much is contributed to the plan on his or 

her behalf. This tends to limit the degree to which multi-employer plans can include 

benefit features requiring "cross-subsidization" such as generous optional early 

retirement provisions. 

Some features of multi-employer plans as described in this paper could be applied 

to a single-employer plan, e.g. hybrid financing and benefit design and governance 

by trustees who include employee representatives. In Canada, there are a few such 

single-employer plans but the recent overhaul of the tax law as it affects retirement 

savings has worked to the disadvantage of such plans. The new tax rules are 

generally quite favorable for what are called "SMEPS (specified multi-employer 

plans) but the statutory definition of a SMEP requires the participation of at least 

15 employers or that at least 10% of the active members are employed in the year 

by more than one participating employer. These rather arbitrary requirements have 



worked to the disadvantage of some smaller multi-employer plans, and prevent a 

single-employer plan from being treated as a SMEP for tax purposes. 

What some may regard as a disadvantage of the multi-employer plan is that they are 

not well suited to providing defined benefits using a highest-average-salary or final- 

average-salary pension formula. However, many multi-employer plans produce about 

the same eventual pension result through regular updating of accrued pensions, 

financed from experience gains. 

One other disadvantage of the multi-employer plan is that in addition to the other 

risks and uncertainties as to future experience with investment returns, rates of 

mortality, etc. to which all defined benefit plans are subject, the multi-employer plan 

often must deal with the risk of variations in levels of covered employment. This risk 

occurs when the multi-employer plan has an unfunded liability, due to the granting 

or improving of past service pensions, or for any other reason. In fact it is 

attributable to the hybrid nature of the plan rather than its multi-employer character. 

One result of this situation is that plans in industries with declining levels of 

employmeht need to be especially careful about making changes in the plan design 

which result in significant unfunded liabilities. 

Finally, a practical disadvantage of multi-employer plans is the problem of 

participating employers who are delinquent in making their contributions to the plan. 

The trustees and administrators of these plans have developed an array of techniques 

for minimizing this problem but it never vanishes entirely. Plans vary as to whether 

the loss from delinquent contributions is spread over the whole plan or reflected 

directly in the benefit credits of those members for whom the contributions are 

delinquent. 



5. Conclusion 

Within the scope of unionized employment, multi-employer plans with hybrid fixed 

contribution/defined benefit structures have been successful in coping with many of 

the problems which are currently facing conventional defined benefit plans, and 

leading to the declining popularity of such conventional plans. If there is a future 

for occupational pension plans with any vestige of a defined benefit approach, the 

features of the multi-employer plans which have made them so successful in the 

current environment appear to merit careful examination. 


