
Over the last decade, the 

topic of pensions has moved 
from page 15 of the business 
section to the front page. As 
Canadian boomers age, they 
are giving more thought to 
retirement income, particular-
ly how much they will need 
and where it might come 
from. How much they need is 
often expressed as a re-
placement ratio; retirement 
income as a percentage of 
their pre-retirement income. 
People typically draw retire-
ment income from; (a) em-
ployer provided pension 
plans, (b) personal savings, 
such as tax-sheltered vehi-
cles like RRSPs, and (c) gov-
ernment programs. 

Looking at employer pro-
vided pensions, the percent 
of the employed labor force 
with a pension plan has 
shrunk over time and stands 
at 39% as of 2010. One key 
issue from the point of devel-
oping retirement income poli-
cy is the wide disparity of 
coverage between those in 
the public sector (with 86% 
coverage), and those in the 
private sector (at 24%).  

In terms of personal sav-
ings, the percent of taxpay-
ers contributing into RRSPs 
peaked at about 30%. Thus, 
the amount of unused but 
available RRSP contribution 
room continues to rise. 

In Canada, with fewer peo-
ple covered by pension plans 
and RRSP contributions be-
low permitted maximums, 

one might conclude that more 
people are relying on govern-
ment programs to provide 
much of their retirement in-
come. Is this sufficient? Ex-
cept for those at the very bot-
tom of the earning scale, the 
answer is probably no. 

Some have suggested that 
many employees don’t need 
an employer provided pension 
since Canadian public retire-
ment income programs pro-
vide sufficient income replace-
ment, depending on the in-
come threshold. Some have 

pegged this income threshold 
as high as the average wage. 
To test this theory, we can 
work backwards to find what 
pre-retirement employment 
income produces a given re-
placement ratio (assuming the 
individual is 65, fully retired 
and receives no employment 
income). For this analysis, we 
consider only what is provided 
by Canadian government re-
tirement income programs, 
namely the Canada/Quebec 
Pension Plan (C/QPP), Old 
Age Security (OAS) and the 
Guaranteed Income Supple-
ment (GIS). In addition, we 
make some assumptions.  

First, all calculations are 
done on a pre-tax basis. 
Secondly, we assume in all 
examples that no retirement 
income is provided through 
employer sponsored Regis-
tered Pension Plans (RPPs), 
individual or group Regis-
tered Retirement Savings 
Plans (RRSPs) or Tax Free 
Savings Accounts (TFSAs). 
In other words, 100% of re-
tirement income comes from 
the government-provided 
components of the Canadian 
social security system. Also, 
to focus on a national per-
spective, no consideration is 
given to any provincial in-
come supplement programs 
available for seniors. 

We assume that the Year’s 
Maximum Pensionable Earn-
ings (YMPE) under C/QPP 
for 2013 is $51,100 and re-
flects the average annual 
earnings of Canadians. The 
maximum C/QPP benefit is 
25% of the average of the 
last five years’ YMPE. For 
2013, this benefit of $12,150 
represents 23.78% of the 
2013 YMPE of $51,100 and 
is the percent we use in cal-
culating  C/QPP benefits for 
earnings below YMPE. 

Before the GIS program 
was amended a few years 
ago to provide more income 
to those with low income, the 
GIS was easy to calculate – 
it was reduced by $0.50 for 
each $1 of income other than 
the Old Age Security (OAS) 
for single pensioners and by 
$0.25 for a couple. It is now 
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And for a100% replacement ratio: 

          Single      Couple     Couple   

                       (2 incomes)    (1 income) 

  C/QPP   $ 4,032      $ 6,556      $  6,551 

  OAS       $ 6,553      $13,106    $13,106 

  GIS        $ 6,377      $ 7,896      $  7,895 

   TOTAL:  $ 16,962      $ 27,558     $ 27,552 

Pre-Retire Income (per person):      

                  $16,955     $13,785    $27,550 

R/Ratio…    100.04%     99.96%      100.01%  

—————————————— 

 

A number of conclusions come to 
mind in looking at these numbers. 
Some of the key ones are: 

1. The higher the replacement ratio 
that is desired, the lower the income 
threshold. 

2.  There is virtually no difference in 
the total retirement income for a cou-
ple (other than due to rounding in the 
calculations) whether each person 
earned employment income or one 
person earned it all and the other had 
no employment income, and hence, 
no C/QPP benefit. 

3. In many cases, the threshold in-
come is below the annual income for 
someone earning the minimum wage. 

4. The income threshold is the high-
est for couples where one party had 
no employment income, and hence, 
no C/QPP. We suspect that this is 
the smallest cohort of the three family 
groupings used. 

5. It is hard for people to conclude 
that the level of publicly provided re-
tirement benefits is excessive. 

In conclusion, in answer to the 
question as to whether the retirement 
provided through C/QPP, OAS and 
GIS is sufficient to retire comforta-
bly….with few exceptions, the answer 
is clearly “No”.  

So what does this mean for the 
average Canadian? The best advice 
is to start a saving program early 
while time is on your side. And fur-
ther, it is important to encourage and 
educate Canadians to take ad-
vantage of tools such as RRSPs and 
TFSAs to supplement their retirement 
incomes.   

calculated based on Service Cana-
da tables to determine the GIS 
payable for a given OAS income 
level. 

Finally, we assume for these 
calculations that the pensioner still 
qualifies for the full OAS benefit at 
age 65. 

The maximum annual benefits 
provided by C/QPP, OAS and GIS 
in Q2, 2013 are: 

C/QPP:                $ 12,150 

OAS:                    $  6,553 

GIS: (single)        $   8,885 

GIS: (couple)       $ 11,783* 

(*each person over 65; $/couple) 

(It should be pointed out that a 
pensioner cannot get both the maxi-
mum C/QPP benefit and the maxi-
mum GIS benefit. Any C/QPP bene-
fit reduces the GIS benefit payable.) 

Before looking at the results for 
different target replacement ratios, 
we shall look at two groups of pen-
sioners turning age 65. The first 
group has no pre-retirement em-
ployment income whatsoever; 

Family Status:  Single        Couple 

        C/QPP              n/a                n/a 

           OAS            $6,553         $13,106 

            GIS            $8,885         $11,783 

        TOTAL:        $15,438        $24,889 

The second group has pre-
retirement income per person equal 
to the YMPE in each year from age 
18-65 (and thus is entitled to full 
C/QPP). We also show the Replace-
ment Ratio (or R/Ratio); 

Family Status: 

          Single      Couple      Couple   

                       (2xC/QPP )      (1xC/QPP)                                                                                       

  C/QPP   $12,150      $24,300      $12,150 

  OAS       $ 6,553       $13,106      $13,106 

  GIS        $ 2,199        $  0            $  4,852 

TOTAL:  $ 20,902     $ 37,406      $ 30,108 

Pre-Retire Income       

               $ 51,100     $102,200      $51,100 

R/Ratio…   40.9%         36.6%         58.9%  

(In this example, only the couple 
that has 1 full C/QPP benefit does 
the R/Ratio from public plans come 
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anywhere close to what is felt to be a 
reasonable ratio....eg., 60%) 

 

Lets calculate the pre-retirement in-
come that will produce a target income 
replacement ratio at selected levels of 
60%, 70% and 100%. 

In analyzing the following results, it 
should be noted that a Canadian working 
at the minimum wage for a full year (or 
2080 hours) will earn about $20,800 in 
2013. Pre-retirement incomes shown in 
bold (per person) are below this minimum 
annual wage base. 

 

For 60% replacement ratio: 

          Single      Couple      Couple   

                       (2 incomes)      (1 income) 

  C/QPP   $ 7,328      $11,890      $11,188 

  OAS       $ 6,553      $13,106      $13,106 

  GIS        $ 4,611      $  4,996      $  4,996 

TOTAL:  $ 18,492     $ 29,992      $ 29,990 

Pre-Retire Income (per person): 

               $ 30,815     $25,000       $49,990 

R/Ratio…   60.1%        59.98%       59.99%  

 

—————————————— 

 

For 70% replacement ratio: 

          Single      Couple      Couple   

                       (2 incomes)      (1 income) 

  C/QPP   $ 6,070      $ 9,840       $  9,839 

  OAS       $ 6,553      $13,106      $13,106 

  GIS        $ 5,247      $ 6,004       $  6,028 

TOTAL:  $ 17,870     $ 28,950      $ 28,973 

Pre-Retire Income (per person):  

               $ 25,525     $20,690     $41,375 

R/Ratio…   70.01%     69.96%       70.03%  

 

—————————————— 
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