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First in Four-Part Series 

Whether middle-income Canadians are saving  
adequately for retirement is hotly debated. Regardless 

of their stance on the issue, plan sponsors and 
administrators can assume some workers are at risk and 

play a role in helping them get on track toward a  
secure retirement.

high on the International Foundation’s priority list for 2016 and the years that follow is an initiative to help plan adminis-
trators help members and their families achieve a secure retirement. This article is the first in a series of four that will 
be published in Plans & Trusts during 2016. It shares what the Foundation has learned from research on the topic and 
strategies that can be used by employers and plan administrators to help workers achieve a secure retirement. Visit 
www.ifebp.org/RetirementCanada to read the full report. 

Reproduced with permission from Plans & Trusts, Volume 34, No. 2, March/April 
2016, pages 14-19, published by the International Foundation of Employee Benefit 
Plans (www.ifebp.org), Brookfield, Wis. All rights reserved. Statements or opinions 
expressed in this article are those of the author and do not necessarily represent the 
views or positions of the International Foundation, its officers, directors or staff. No 
further transmission or electronic distribution of this material is permitted.
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FEATuRE ARTICLE

Retirement  
Security:
Why Employers and Plan 
Administrators Should Care

by | Patricia A. Bonner, Ph.D., CEBS

N ews headlines shout warnings of a retirement crisis as policy makers, employers and 
households brace for what they fear is ahead. Others say Canadians may be better off 
than they think and any notion of a crisis is more perception than reality. 

The purpose of this article is to assess the extent to which there is a problem facing future Canadian 
retirees and explore the implications for Canadian workers, employers and plan administrators. 

What Is Retirement Security?
While the meaning of a secure retirement varies by individual, it generally is being able to fund 

retirement lifestyle goals and pay bills without worrying about running out of money during one’s 
lifetime.

Retirement Readiness
Statistics Canada employs a computer model to gauge the retirement readiness of households. Es-

sentially, the model calculates a net replacement ratio that compares disposable income after retire-
ment with preretirement. The figure breaks down these replacement rates for households by income 
quintiles. A replacement rate of 75% is considered low, but tolerable. The ideal rate is above 95%. 

The Statistics Canada data indicates the vast majority of households in Canada’s lowest income 
quintile (Q1) will be much better off in retirement than they were in their working years. The 
small percentage of those in Q1 with readiness scores under 75% are persons with spotty employ-
ment records and new Canadians who have not lived in the country long enough to receive the 
full Old Age Security (OAS) and Guaranteed Income Supplement (GIS) benefits. For the remain-
der in Q1, increasing household savings would do more harm than good because saving now 
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reduces their disposable income during 
their working years, and the additional 
retirement income generated would re-
duce their future GIS entitlement. 

The story is entirely different for 
those in quintiles 3 and 4, with three of 
every four households having replace-
ment ratios under 95%. More than 20% 
of these same households have what are 
described as “dangerously low” net re-
placement rates. In recent months, con-
flicting viewpoints have appeared as to 
whether middle-income Canadians are 
at risk with respect to their retirement 
savings. Those who question the Statis-
tics Canada findings point out:

•	 The method used to calculate 
household savings in the analysis 
is a poor measure of retirement 
savings.1

•	 With the exception of half the equity 
in one’s home, the computer model 
does not take into account most 
personal savings set up outside the 
workplace.2  Nor does it include 
other real estate and business assets.

•	 Few middle-income Canadians 
need to replace even 70% of their 
employment income to maintain 
their preretirement lifestyle.3

•	 The model assumes balances in 
capita l  accumulat ion plans 

(CAPs) will be converted into a 
stream of retirement income that 
is fully inflation-protected. Such 
protection is expensive, and 
some research indicates it may be 
unnecessary since retirement in-
come needs decline with age.4

Note that the fifth quintile (Q5)—the 
top 20% of households, with an aver-
age income of $204,000—was excluded 
in the figure. Those doing the analysis 
assumed persons in Q5 have the means 
to achieve retirement income security 
without government initiatives. Fur-
thermore, high-income workers are 
much more likely to have pension cov-
erage than those with lower income.5

Regardless of their stance on whether 
there is a retirement crisis, plan spon-
sors and administrators can assume that 
at least some workers are at risk. Work-
ers—as well as their employers—will 
benefit from guidance assessing if they 
are on track to achieve a secure retire-
ment. Those workers identified as at risk 
can then be targeted with strategies to 
help them turn their situations around.

Why Are Some Workers  
at Risk?

The answer to this question often 
depends on which side of the fence you 
sit—with fingers often pointing to the 
other side. Workers and their represen-
tatives lament the shift from defined 
benefit to defined contribution (DC) 
plans. Workers are blamed for not set-
ting aside enough money for retire-
ment. Neither of these reasons provides 
a full explanation. Some causes are out 
of anyone’s control. Consider, for ex-
ample:

retirement security

FIGURE
Net Replacement Ratios by Income Quintile 
(using Average Household Income in 2012)

Note: Figure does not include quintile 5. 
 
Source: Fred Vettese, “Closing the Retirement Income Gap,” Vision, Vol. 17, No. 2 (Morneau Shepell, October 
2014), pp. 2-5.
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•	 The 20-year bulge in population 
following World War II, declin-
ing birth rates and a dramatic in-
crease in life spans have resulted 
in a shrinking pool of workers 
supporting benefits for a growing 
pool of retirees.

•	 Periodic and dramatic stock mar-
ket declines along with low inter-
est rates

•	 Rising health care costs that may 
force the government to shift 
more public health care costs to 
individuals. In addition, retirees 
with the ability to pay may have 
to pay more for services not tra-
ditionally covered by the public 
health care system.

On the other hand, some contribut-
ing factors can be addressed to reduce 
the retirement security problem:

•	 Higher mortgage and consumer 
debt is making it more difficult 
for households to save for retire-
ment and, less well-known, an 
increasing number of individuals 
carry these debts into retirement. 

•	 Some workers withdraw funds, 
such as those in RRSPs, for a 
down payment on a home, to pay 
down debt, to cope with a finan-
cial hardship or even to pay for a 
vacation.

•	 Employees simply fail to plan for 
retirement and, if they do plan, 
fail to take into consideration life 
events, such as the death of a 
spouse, that could significantly 
affect their retirement income. 
See the sidebar on p. 18 for an ex-
planation of why this may be 
happening. 

•	 Workers have a plethora of unre-
alistic expectations including 
when they will retire, their ability 
to work after retirement, how 
long retirement might last and 
how much money they will need. 

•	 A lack of knowledge among 
workers regarding their govern-
ment and workplace retirement 
benefits, inflation, the time value 
of money, the basics of investing 
and other factors that are essential 
to retirement planning

•	 More broadly, a lack of financial 
literacy with respect to topics 
such as debt management, home 
mortgages, taxes and insurance 
that affect a person’s ability to 
save for retirement.

The Impact on Workers
Some workers who move into retire-

ment with insufficient funds to provide 

the life they envision will be able to cut 
their living expenses and, perhaps grudg-
ingly, accept that the final years of their 
life will not be all that they had hoped. 
Children or other family members might 
step in and provide assistance in the form 
of housing, money and so forth. It is pre-
dicted many will attempt to close the gap 
between what they have and what they 
need for retirement by working longer. 
In 2013, one in four persons aged 65 to 
69 were still in the workplace. This is a 
marked reversal from a decades-long 
decline from 15.6% in 1976 to 11.8% in 
2000. Even people over the age of 70 are 
working at record numbers, with their 
participation nearly doubling from 3.5% 
in 2000 to 6.7% in 2013.7

Some workers view working longer 
as a positive, but others will be disap-
pointed they have neither the time nor 
money to enjoy their later years as they 
had hoped. Another difficulty is that 

Learn More

Education
Retirement security and financial education resources
Visit www.ifebp.org/RetirementCanada for more information and the full 
report, The Path to Retirement Security in Canada: How Employers and Plan 
Sponsors Can Help.
Does Financial Education Belong at Work?
On-Demand Presentation, International Foundation, November 2015.
Visit www.ifebp.org/webcasts for information.

From the Bookstore
The Real Retirement
Fred Vettese and Bill Morneau. Wiley. 2013.
Visit www.ifebp.org/books.asp?8989 for more information.
Retirement in Canada
Thomas R. klassen. Oxford university Press. 2013.
Visit www.ifebp.org/books.asp?9004 for more information.

retirement security
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not all who want to work will be able to do so because of poor 
health, a lack of job opportunities or other factors. Personal 
health and safety may become an issue for workers doing 
manual labor. Retirement for persons who cannot find work 
may be filled with financial challenges, mental stress and an 
unwelcome dependence on others. 

The Impact on Employers  
and Plan Administrators

Beyond concern for the financial well-being of retirees, 
there are other reasons employers and plan administra-
tors should be concerned about workers delaying retire-
ment:

•	 Limited	opportunities	for	younger	workers. Employ-
ers often depend on the retirement of older workers to 
allow the hiring, development and upward movement 
of younger workers. Some promising younger employ-
ees may decide to move on to another employer that 
has opportunities for growth and advancement.

•	 Less	productivity. There are a number of reasons for 
waning productivity as workers age (e.g., poor physi-
cal health, a decline in cognitive abilities, failure to 
keep up with rapid technological changes). The ex-
tent to which productivity decreases depends on the 
individual and the type of work he or she does. In 
some circumstances, education and experience make 
up for some or the entire decline in certain abilities. 
Nonetheless, the probability of a decline in physical 
and mental abilities rises as workers age. Workers 
who have no choice but to continue working are also 
more likely to be less engaged and perform poorly. 
Younger workers unable to move up the career ladder 
may also be less motivated to optimize their own pro-
ductivity. 

•	 Higher	compensation	and	compensation-related	
benefit	costs. Older workers have higher salaries and 
wages that lead to higher costs for payroll and com-
pensation-related benefits such as retirement plan con-
tributions. At some point, pay continues moving up-
ward while productivity declines. The value of a 
worker’s production may even be less than pay—espe-
cially when the cost of benefits is considered.

•	 Increased	health	care	costs.	In general, older workers 
have more health issues than younger workers, partic-
ularly chronic diseases (e.g., cancer, heart disease, 
stroke and diabetes).8 While primary medical care (i.e., 
doctors’ visits, hospitalization) is available through 
provincial health insurance programs, many employ-
ers provide extended health and dental insurance—in-
cluding the coverage of prescription medications. As 
the workforce ages, the health issues of older workers 
will have an increasing financial impact on the cost of 
employer-provided benefits. 

•	 Longer	and	costlier	workers’	compensation	claims.	
Older workers have fewer accidents in the workplace, 

Human Behaviour and Why Workers  
Aren’t Saving More
A 2010 ING survey of plan members in the United States suggests 
the reasons people do not save more for retirement are more 
complex than the lack of money they often claim. A stunning 87% 
of plan members who were not contributing the maximum to their 
employer-sponsored plan admitted they could afford to increase 
their annual contribution by 1% of their salary. In fact, 59% con-
fessed they could boost their contributions by 3%, and 32% felt 
they could afford an extra 5%.6

Behavioural economists say two human behaviours are in play:
1.   Future discounting. People tend to focus on the short term 

versus the long term. They are more likely to buy something 
for today or set aside money for a vacation in a few months 
rather than save for retirement. Short-term purchases are more 
tangible, and it is easier to envision the benefits of the immedi-
ate purchase over something decades away. The more time a 
person has until he or she retires, the less influence retirement 
has on decisions today.

2.   Inertia and procrastination. People who delay enrolling in 
their retirement plan are making a choice. They are choosing 
to do nothing. Failing to do something (inertia) and putting off 
doing it (procrastination) impede even when people know it 
would be in their best interest to do something. Not only do 
people fail to enroll in their retirement plan, they don’t take the 
time to assess how much they will need to achieve a secure 
retirement. Inertia and procrastination are also the reasons 
many people fail to increase the amount they are saving and 
to rebalance the assets in their investment portfolios. A lack 
of knowledge combined with the complexity of the retirement 
planning process are viewed as the roots of these behaviors. 
Many individuals perceive the process of participating in a 
retirement plan—especially a DC plan—as tedious, time-
consuming, confusing and overwhelming. 
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Takeaways
•   In general terms, retirement security is being able to fund 

retirement lifestyle goals and pay bills without worrying 
about running out of money in one’s lifetime.

•   While there are conflicting viewpoints regarding the extent 
to which Canadians are at risk with respect to their retire-
ment security, workers will benefit from guidance on how 
to achieve a secure retirement.

•   Some of the reasons that workers have failed to save 
adequately for retirement are beyond the control of plan 
administrators and workers (e.g., an aging population, stock 
market declines combined with low interest rates and rising 
health care costs), but other issues can be addressed.

•   Both employers and workers benefit when those workers 
who need to save for retirement are encouraged to do so.

•   Human behaviours including the tendency to focus on the 
short term versus the long term, inertia and procrastination 
have been identified as reasons workers aren’t saving more 
for retirement. 

but their injuries are often more severe and require lon-
ger recovery.9 This results in higher cost workers’ com-
pensation claims and the potential for higher workers’ 
compensation insurance fees charged to employers.

•	 Higher	absenteeism. According to a Conference 
Board of Canada report, workers aged 55-64 took an 
average of 13.2 days of sick leave, compared with an 
average of 5.9 days for workers aged 20-24 and an 
overall average of 9.3 days.10

Employers need to look no further than their own work-
force to find people are working longer than employees in the 
past. Many extend their work lives beyond traditional retire-
ment age by choice and make positive contributions. However, 
some costs associated with older workers have the potential to 
negatively influence an organization’s bottom line. Employers 
and plan administrators have good reasons to consider the im-
pact of retirement trends and how to ensure older employees 
are in the workplace because they want to work and are mak-
ing a contribution worth the cost of their employment. &
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