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W hat’s the biggest threat to sustainability of public 
sector pensions? We’re living longer, and histori-
cally low interest rates continue to place pressure 

on pension plans while volatility in world markets has cre-
ated uncertainty. These are financial challenges that can be 
managed and, I believe, do not threaten the sustainability of 
public sector plans, most of which provide defined benefit 
(DB) pensions.

In fact, multi-employer pension plans that share risks and 
responsibilities equally among members and employers are on 
the whole working very well. For instance, the Colleges of Ap-
plied Arts and Technology (CAAT) Plan in Ontario, which 
serves 24 colleges plus seven affiliated employers and 37,000 ac-
tive and retired members, is fully funded on a going-concern 
basis. For four consecutive years, it has had a healthy and grow-
ing funding reserve to absorb unforeseen economic shocks.1

The real threat to the sustainability of public sector pen-

sions is that not enough stakeholders are paying attention 
and helping to inform the emerging debate about how best 
to meet the need for adequate income in retirement. 

The Canadian retirement system was intended to have 
three main components: workplace pensions, personal sav-
ings and government pensions—the proverbial three pillars 
of retirement savings. Today, more than two-thirds of work-
ing Canadians do not have workplace pensions. Retirement 
is expensive, and Canadians are not saving enough for retire-
ment. On average, Canadians will have saved $60,000 to 
$80,000 in registered retirement savings plans by the time 
they retire, which, if used to purchase an annuity, would gen-
erate a modest $3,000 per year, or $250 per month.

Most Canadians will rely on the Canada Pension Plan 
(CPP), Old Age Security (OAS) and the Guaranteed Income 
Supplement (GIS) for most of their income in retirement. 

Some believe an expanded CPP would benefit Canadians 
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most, but this proposed public policy is controversial. Critics 
assert the increase in pension contributions will significantly 
harm the Canadian economy. The critics may be overstating 
the risks2 and seem to ignore the problems we will all face if 
Canadians retire without adequate income.

A shrinking 32% of working Canadians have a workplace pension. 
Of those who have a workplace pension, private sector workers are now 
more likely to have a defined contribution (DC) plan, while public sec-
tor workers tend to have a DB plan. 

DC plans are based on accumulated contributions and earnings from 
investments. The retirement income stops when the money runs out un-
less it’s converted to an annuity, typically at a substantial premium and 
often without any indexing for inflation. Members of a DC plan assume 
many risks that they are poorly equipped to absorb or mitigate.

DB plans provide members with retirement income security for 
life based on a formula—typically using their years of service and 
highest average pensionable earnings. 
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public sector pensions

Not All DB Pension Plans Are the same

Some structures have proven to be less stable and riskier 
than others. Single employer plans can be small and more 
expensive to operate and don’t have access to dedicated 
pension expertise that can better manage risks. As well, ad-
justing pension benefits and contribution rates become 
part of negotiations in the collective bargaining process, 
and long-term sustainability issues of the pension plan 
tend to be ignored.

Traditional DB plans tend to have a governance struc-
ture that gives the employer, which bears a dispropor-
tionate amount of the pension contribution risks, more 
say over plan benefits and design. Jointly sponsored DB 
pension plans, however, such as the CAAT Plan, Ontario 
Municipal Employees Retirement System and Ontario 
Teachers’ Pension Plan, are multi-employer plans struc-
tured so that members and employers equally share risks 
and responsibilities to varying degrees. The governance 
structures of these plans allow fiduciaries to focus solely 
on the health of the pension plan and avoid the inherent 
conflicts between the business operation and pension 
matters.

The cause of difficulty some DB pension plans find 
themselves in can be linked back to poor governance prac-
tices. There are a select few public sector pension plans that 
face significant challenges, and some are already moving to 
find the balance between risk sharing and joint gover-
nance. This will take an investment in time and energy but 
is well worth the desired result—a sustainable, well-man-
aged, well-governed pension plan that benefits all stake-
holders.

Don’t fix What’s Working Well

On the whole, the DB pension model, especially jointly 
sponsored multi-employer plans where costs and responsi-
bilities are equally shared by members and employers, 
doesn’t need an overhaul. A DB plan typically does a better 
job of providing adequate retirement income than a DC 
plan. If we assume the same level of contributions and the 
same number of years worked, a member of a DC plan is 
likely to be significantly worse off financially at the end of his 
career than a member of a DB plan. For example, one study 
by the Teachers Retirement System of Texas3 that looked at 
converting DB plans to DC plans found that 92% of DC plan 
members would be worse off, with two-thirds receiving 60% 
or less of the current DB plan benefit. 

The common elements of most successful DB plans in-
clude:

•	 Good	governance.	This requires an independent body 
with the authority to make decisions in the best inter-
ests of the plan and its members. In a jointly sponsored 
pension plan, those who bear the risk are represented 
at the table and share costs and responsibilities equally. 
The CAAT Pension Plan governors have a tradition of 
genuine cooperation and shared purpose among rep-
resentatives appointed by employee and employer 
groups. 

•	 Prudent	investments.	An effective program manages 
risks by appropriately diversifying assets and investing 
with an eye to the characteristics and behaviors of the 
liabilities of the plan. Pension plans that have faced 
funding challenges may have lost the important rela-
tionship to pension liabilities. For the CAAT Pension 
Plan, this approach has resulted in strong and consis-
tent investment performance that has contributed to 
the plan’s stability. Last year the CAAT Plan earned a 
13.9% rate of return net of fees and a five-year annual 
average of 11.1% net of fees. 

•	 Realistic	assumptions. Regular valuations and re-
views of actuarial assumption ensure that plans re-
flect today’s reality and are better prepared for future 
demographic shifts that affect long-term funding.  
For example, the CAAT Plan valuation as of January 
1, 2014 recognized further improvements in member 
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longevity—A member who is 60 years old today is ex-
pected to receive five more monthly pension pay-
ments than was assumed in the previous valuation. 
This may not seem like much, but it translates into a 
$94 million increase in the plan’s liabilities, which, if 
ignored, would have an impact on the plan’s long-
term stability and would shift costs to future genera-
tions. Pension plans that have been managed on the 
belief or hope that interest rate or longevity pressures 
would abate without action may have a mounting is-
sue to address.

•	 Funding	policy. To a large extent, funding policy 
determines the use of any funding reserve or the 
payment of conditional benefits. At the CAAT Plan, 
the prescriptive funding policy helps to ensure fair-
ness among generations of members and between 
members and employers by sharing risks and re-
wards. It provides for specified decreases to contri-
bution rates or the building of funding reserves 
when the plan is in surplus. It also provides for the 
suspension of conditional inflation protection in-
creases, a temporary decrease in future pension ben-
efits or an increase in contribution rates when the 
plan is in deficit. Not having a transparent funding 
policy can lead to delayed action and more difficult 
decisions later.

the Benefits Are realized by Many

Well-governed and well-managed public sector pension 
plans are efficient, stable and sustainable—and good for 
the economy. The ten largest pension plans in Canada 
have invested about $400 billion in various Canadian as-
sets. Their retired members spend an estimated $56 bil-
lion to $63 billion in goods and services while paying $14 
billion to $16 billion in taxes each year. And their mem-
bers are far less likely to draw on income support from 
government such as GIS, a program paid from current tax 
revenue.4

Public sector pensions are prepaid and required to have 
a dollar of assets for each dollar of pension income commit-
ted to. Of every dollar the CAAT Plan pays in pensions, 
more than 70 cents comes from investment income on con-

tributions over a member’s career, 15 cents from member 
contributions and 15 cents from employer contributions. 
It’s a mistaken belief that public sector pensions are entirely 
paid for by taxpayers or from current pension contribu-
tions. Working to make public sector plans stronger bene-
fits members by providing secure, adequate retirement in-
come for life. It benefits employers by helping them attract 
and retain top talent in a competitive workforce. It benefits 
the economy by providing a source of long-term investment 
capital. And it benefits business and government by provid-
ing retired members with dollars to spend on goods and 
services and a source of tax revenue as the Canadian popu-
lation ages.

The majority of public sector pension plans in Canada are 
performing well and adjusting to the challenges that exist 
and to those that lie ahead. With continued care and proper 
maintenance, no major fixes are needed.  &
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