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Disclaimer

The opinions and conclusions are solely those of the authors and should not be construed as representing the opinions of or policy proposed by the Department of Finance Canada, the Mission of Canada to the European Union or the Canadian Government.

Preface

Canada is a country where its citizens place value on good public policy.  Canadians often define their country's identity in term of the social programs Canada offers and the underlying values that each program embodies.  It is therefore not surprising that programs spending are widely accepted as a reasonable compromise between social goals and the concerns of taxpayers.

As a result, the Government has the responsibility to not only develop and manage programs addressing both emerging long-term policy issues and urgent short-term policy issues, but also to do so in ways that are the most efficient for Canadians.  The Government needs to continuously review, analyse and develop programs considering their specific framework and the interaction with the overall government objectives, other existing or potential programs, the economic and fiscal situation, demographic pressures, the economic behaviour of agents, and so on.

Responding to the analytical needs, the Social Policy Division's Income Security and Research group (within the Department of Finance) produces research documents applied to concrete policy issues using in-house expertise and tools, notably microdata and microsimulation models.  The ultimate goal is to foster better collaboration and knowledge exchange as these documents are presented through seminars to which other social policy practitioners are invited to participate and contribute to the development of new ideas.  This exercise is especially important since thoughts of today can be policies of tomorrow.

We want to give a special mention and thanks to our predecessors who made huge contributions when they developed today's retirement income system.  Thanks to them, the system is affordable, sustainable and one that responds well to the needs of seniors while being also one of the most efficient worldwide.  It is now up to this generation to ensure that the system evolves positively as new challenges arise – without placing undue burden on future generations.

Abstract

This paper deals primarily with the income security of Canadian seniors under the current retirement income system.  The analysis focuses on options for the first pillar of the retirement income system, i.e., the Old Age Security program, in light of the recent increase to the Guaranteed Income Supplement.  The authors review how the mechanics of the program interacts with the overall context of the Canadian retirement income system – considering current and emerging pressures surrounding the Old Age Security program.

The options evaluated go beyond the initial benefit increase and the authors bring forward potential paths of action to adapt the Old Age Security program – which is the largest income transfer of the federal government to individuals – to expected labour shortages and to favour a better work to retirement transition.  Possible actions are discussed in relation to social and labour economics goals while considering budgetary constraints and inter-generational equity.  Details of the program's history and mechanics are also presented in Annexes 1 and 2.  In the interest of The 8th Nordic Seminar on Microsimulation Models, the authors are placing a special emphasis on methodological and microsimulation issues underlying the policy analysis.  Annexe 3 provides an introduction to the main microsimulation model used, Mu.Sim.

Summary

Context, subject and scope

The Canadian Retirement Income System (RIS) draws its roots from a long history of programs that began as early as 1908.  However, by the mid-1960s, retirement still meant a drastically reduced level of income for most seniors.  In response, the federal and provincial governments designed a new system to minimize poverty among seniors
 and to help Canadians avoid serious disruption of their living standards upon retirement
.  These changes allowed the Canadian RIS to evolve into one of the best systems worldwide; many countries now regard the three-pillar approach used in Canada as a model to emulate:

· the first pillar, Old Age Security (OAS, including the Guaranteed Income Supplement (GIS) for lower income seniors), allows basic universal coverage;

· the second pillar, the Canada Pension Plan (CPP) and Quebec Pension Plan (QPP), provides a basic earnings-related pension; and

· the third pillar, which includes employer-sponsored Registered Pension Plans (RPPs) and individual Registered Retirement Savings Plans (RRSPs), allows Canadians to save for their retirement using tax-assisted private savings vehicles.

That being said, society is continually evolving.  Many advocates are concerned that some seniors may be left behind, while others are concerned that programs, such as the OAS/GIS, can create disincentives to save or to work.

This paper looks at the income security of Canadian seniors under the current RIS to identify the groups that could be left behind as well as the current and emerging pressures.  The analysis focuses on options for the OAS program, especially in light of the aging population, the expected resulting labour shortage, and the recent increase to the Guaranteed Income Supplement (GIS).

Findings and possible actions

Over the last 35 years, the situation of seniors has turned around to such an extent that, when it comes to income and wealth, seniors are now better off on every front, relative to comparable younger groups.  Even though the relative income of the population that depends on OAS/GIS would decline in the absence of occasional government intervention to increase benefits, the current situation of seniors (and ongoing trends) suggests no major unmet income needs on their part.

The RIS is expected to remain sustainable and affordable under its existing structure.  On the other hand, costs of other programs on which seniors depend more heavily, such as health care, are harder to predict as they depend not only on the population aging but also on how the technology and society evolve.  Productivity gains therefore become critical for the sustainability and the progress of Canadian programs in general.

The population aging can actually offer opportunities for productivity gains; one of the factors explaining the demographic aging is that people are living longer and healthier lives.  Considering that productivity growth is now driven by a knowledge economy, an obvious solution is to offer a system where there will be no, or minimal, financial or social disincentive for people who wish to continue working full-time or part-time.

Recommendation

Without diverging significantly from the initial design of the program, more control could be added relating to how benefits are calculated and paid.  Notably, toward gaining flexibility regarding the age at which OAS could begin to be paid, i.e., by using actuarially adjusted factors to increase OAS benefits that would be taken later (as is the case for the Canada/Québec Pension Plan and certain private pension plans).

On the GIS side, a better responsiveness to the evolving financial circumstances of recipients (as they age) could be desirable.  This could take the form of different benefit levels or income exemptions of certain expenses or gains.  Direct benefit increases may be desirable in the long term, but were not essential at this point in time.  The government could also consider a variety of non-monetary support (e.g., subsidies for drugs or housing, community living programs, etc…) in addition to monetary benefits.

Further research and next steps

As the aging of the population puts more pressure on workers, and in general on the whole production system, it will become imperative to adjust existing policies and develop new ones.  While static microsimulation and analysis, such as the one done in this paper, can provide an approximate view of the forces at work, longitudinal life cycle analysis using dynamic or semi-dynamic microsimulation could provide a clearer picture validating the initial findings.

In policy development, the objectives should be to retain expertise and production capacities by favouring better transition from work to self-sufficient and healthy retirement.  The OAS program is only one aspect of the puzzle.  And even if it can be fine-tuned, any significant policy development has to be coordinated with other program changes – working toward similar goals.

It is also important to remember that a significant part of the aging challenge comes from the existing behaviour of retiring people (age of retirement, retirement activities and opportunities, etc.).  The Government can implement better program structures and foster active living, but in the end, the actions of the people will be a determining factor.  It will therefore become important not only to change programs, but also to send clear messages that may be more influential to the behaviours of Canadians than the program changes themselves.

"The art of economics consists in looking not merely at the immediate but at the longer effects of any act or policy; it consists in tracing the consequences of that policy not merely for one group but for all groups."






– Henry Hazlitt

Introduction

After a long evolution dating back to the early 1900s, the Canadian retirement income system (RIS) has come to be viewed as one of the best worldwide.  Canada’s three-pillar approach to retirement income is regarded as a model for other countries to emulate.
  Because the three-pillar approach results in well-targeted benefits, it has been particularly successful at reducing the incidence of low income among seniors at a relatively low public cost by international standards.

Nevertheless, there are ongoing concerns that some seniors are still being left behind and that benefits may need to be further reviewed to improve their situation.  In particular, the recent focus has been on changes to the Guaranteed Income Supplement (GIS), which provides supplement income, maximum of $7,128 for single seniors in 2006 (from April to June), to seniors with low or no income (i.e., less than $14,256 for single seniors).  To address these concerns, the Government of Canada in its annual budget for 2005, announced it would increase total GIS benefits by $2.7 billion over five years.

With a view to exploring this most recent increase and any potential future changes to the Old Age Security (OAS) program and its various components, this paper first reviews the evolution of Canada's RIS.  It assesses the past and current income situations of seniors, with a special emphasis on identifying groups of seniors most at risk of being "left behind" and briefly examines other emerging pressures on the RIS.  The second part of the paper focuses on the role played by the various components of the OAS in providing Canadian seniors with a basic minimum income.  It reviews the impacts of benefit changes (and their interaction with the tax system) to assess their impact on saving and work disincentives.  Finally, the paper analyses different options for reforming the OAS with a view to enhancing its contribution to income security while also facilitating more flexible work-to-retirement transitions.

1. Context and History of the RIS

Early in the 20th century, the industrialisation of Canada had already produced sufficient number of "retirees" (some voluntary but mostly involuntary) to highlight the need for retirement income among seniors.  To address the issue, the Parliament passed the Canadian Government Annuities Act of 1908 to encourage retirement planning.  After the First World War, as the urban labour force grew rapidly, it became however evident that Government Annuities were largely ineffective in meeting the growing need for retirement income since few people could afford them.  Under the income tax system put in place to finance the Canadian participation in the First World War, the Government also provided incentives to employers to offer registered pension plans (RPPs) by making contributions to such plans tax-deductible.  Nevertheless, pressure to provide a basic income to all seniors led to the legislation that ultimately became the Old Age Pensions Act in 1927.  The federal and provincial governments financed these Old Age pensions on a shared-cost basis.  Benefits were means-tested and available to British subjects aged 70 or over who had lived at least 20 years in Canada (though the program excluded Status Indians).  In 1951, the Constitution was amended to allow Parliament to legislate in the area of old-age pensions and duly enact the Old Age Security Act.  The Act, which took effect in January 1952, established a federally funded pension for all men and women 70 years of age and over.  On the tax side, Registered Retirement Saving Plan (RRSP) deductions were introduced for the self-employed as a counterpart to employer tax deductions for RPPs.

While these programs marked a significant improvement in retirement income benefits, they were still far from sufficient in providing all seniors with adequate retirement income.  By the 1960s, retirement still meant a drastically reduced level of income for most seniors.  In 1965, the incidence of low income
 among seniors aged 65 and over was more than double the incidence of working-age people.  In response, the federal and provincial governments designed a new system with two basic goals:

· to minimize poverty among seniors by providing a guaranteed minimum income, and

· to help Canadians avoid serious disruption of their living standards upon retirement by providing a public contributory plan and continuing to encourage voluntary saving through personal income tax relief for contributions to registered plans.  To meet this goal, it was (and remains) generally agreed that an income equal to about 70% of pre-retirement earnings is sufficient to maintain living standards in retirement.

In 1966, the Canada Pension Plan (CPP) – and its Quebec counterpart, the Quebec Pension Plan (QPP) – were introduced to protect workers and their families from loss of income upon retirement.  Both plans replace up to 25% of the maximum pensionable earnings (i.e., 25% of $42,100 in 2006).  The plans also offer benefits in the event of disability or death, including benefits for survivors.

Following the introduction of the CPP/QPP, the Guaranteed Income Supplement (GIS) was introduced (originally as a temporary measure) to help seniors already in retirement.  The initial intent was that, as the CPP/QPP matured and more people came to be fully covered, the GIS would no longer be required.  In 1971, however, the Guaranteed Income Supplement was made permanent.  The program's benefits were further increased on four occasions since 1971.  The program was also extended with the creation of the Spousal Allowance (SPA) in 1975 for spouses aged 60-64, and by 1985, all low-income spouses, widows and widowers aged 60-64 received this benefit.
  Mostly to control costs in view of population aging and to regain control over government spending, a number of other proposals for changes to OAS and GIS benefits were discussed since the latter half of the 1980's, none, however, were acted upon
.
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Figure 1

Hence, by the 1980’s the three-pillar system (i.e., OAS, CPP\QPP, tax-assisted private savings) has been well established as the RIS in Canada.  Figure 1 shows the levels of public benefits available to a single senior in 2006.  It shows the high-replacement rate that exists at low-income levels (i.e., about 140 per cent replacement rate with average pre-retirement earnings of $15,000).  Middle-and higher-income earners need to accumulate additional savings in RPPs and/or RRSPs to achieve replacement rates in the 50 to 70 per cent range and the contribution limits are set high enough to allow Canadians to do this.

1.1 Historical evolution in the financial situation of seniors

In 1951 (the first year for which data are available), the average before-tax income of seniors aged 65 and over was only 40 % of that of the working-age population.  By 2003, this ratio had climbed to 79% – i.e., above the 70% replacement ratio viewed as being sufficient to maintain living standards in retirement.  Moreover, due to the favourable tax treatment of seniors, the average after-tax income of seniors was over 85% of that of the working age population for that same year.

Families where the main income recipient was aged 65 years and over also saw significant gains in net worth when compared to younger families.  Their family median net worth increased by 56% from 1984 to 1999 while, for the same period, the median net worth of families where the main income recipient was 55 to 64 years old increased by only 19%; for families where the main income recipient was less than 55 years of age, net worth actually decreased by 11%.

Current income of seniors

Focusing on averages may obscure significant differences among seniors at different points in the income distribution (see Table 1 next page).  In particular, given that combined OAS/GIS benefits can (depending on jurisdictions and individuals' specific situation) more than double the level of social assistance benefits, lowest income seniors typically see the biggest increases in after-tax income as they turn 65.
  At the same time, replacement ratios among higher income groups are much lower – often under the 70% target – though, this does not necessarily imply inadequacy of income.  Rather, it typically reflects the degree of control exercised over their level of income, e.g., a greater ability to choose one's level of post-retirement income by drawing down greater or lesser amounts of income from the liquidation of RRSPs (or other assets), and a typically larger decline in their saving activity upon retirement.

	Table 1: Ratio of after-tax income compared to those aged 25-64, by age and deciles

	Age
	Deciles

	
	1st
	2nd
	3rd
	4th
	5th
	6th
	7th
	8th
	9th

	65 to 69
	181%
	110%
	88%
	76%
	69%
	68%
	70%
	71%
	69%

	70 to 74
	197%
	120%
	94%
	81%
	74%
	72%
	71%
	71%
	68%

	75to 79
	218%
	128%
	97%
	81%
	71%
	67%
	67%
	67%
	68%

	80+
	244%
	132%
	96%
	78%
	69%
	63%
	62%
	62%
	64%


Source: Survey on Labour and Income Dynamics (SLID) public-use microdata file 2003.

Current net worth of seniors

Similarly, in terms of net worth (Table 2, below), families where the main income recipient is a senior are generally much wealthier than younger families.  It is also among the lowest net worth quintiles that seniors compare most favourably to their younger counterparts.  For higher quintiles, it is the group aged 55 to 64 that has the highest net worth.  After 65, net worth tends to decrease for all groups as seniors liquidate their registered retirement savings (i.e., Registered Pension Plan (RPP) and Registered Retirement Saving Plan (RRSP) assets) and, to a lesser extent, non-registered savings and the equity in their homes (e.g., by down-sizing or moving into rental accommodation or nursing homes).

	Table 2: Adjusted net worth of economic families,
by age of major income earner and quintile.

	Age
	Quintile

	
	1st
	2nd
	3rd
	4th

	15 to 44
	$2,375
	$18,475
	$54,863
	$118,045

	45 to 54
	$29,550
	$91,641
	$174,575
	$308,000

	55 to 64
	$39,900
	$128,172
	$260,241
	$442,649

	65 to 69
	$46,086
	$150,350
	$264,458
	$436,109

	70 to 74
	$46,250
	$134,250
	$230,870
	$381,590

	75 to 79
	$38,575
	$123,000
	$204,672
	$333,000

	80+
	$31,700
	$90,000
	$154,350
	$266,550


Source: Survey on Financial Security (SFS) public-use microdata file, 1999.
Adjusted net worth is net worth (method "G", see SFS documentation for details) of economic families divided by the square root of the number of members, where records with missing values are excluded.

When registered savings are excluded (see Table 3 below), net worth peaks at age 70 to 74 among all quintiles and decreases thereafter.  Even though the lowest quintile sees the biggest relative decrease after its peak, it is the only group where seniors remain consistently better off than their pre-retirement counterparts.  In absolute value, the changes observed in the lowest quintile remain small and are therefore hard to pinpoint to any specific cause.

	Table 3: Adjusted net worth of economic families excluding
registered retirement savings, by age of major income earner and quintile.

	Age
	Quintile

	
	1st
	2nd
	3rd
	4th

	15 to 44
	$1,096
	$11,027
	$33,515
	$76,400

	45 to 54
	$13,081
	$44,860
	$90,326
	$162,811

	55 to 64
	$14,875
	$68,289
	$123,250
	$214,750

	65 to 69
	$21,450
	$72,408
	$132,547
	$219,733

	70 to 74
	$23,925
	$79,000
	$136,472
	$232,250

	75 to 79
	$17,700
	$77,428
	$134,350
	$227,400

	80+
	$18,142
	$65,225
	$119,600
	$200,270


Source: Survey on Financial Security (SFS) public-use microdata file, 1999.
Adjusted net worth is the same as in Table 2; registered retirement savings are RPPs, RRSPs and RRIFs assets.  Note that public pensions are not included in any net worth calculations – only private savings are taken into account.

As shown in Table 4 (next page), there is a significant correlation between low income and low net worth, i.e., to a large extent economic families with lower income have greater difficulties in accumulating wealth.  At the same time, it is possible to see some evidence of the "tale of the banker's spouse" phenomenon
: a non-negligible proportion of families with low-income have significant wealth.
  The value of equity held in principal residences accounts for roughly half of those seniors with low-income who have significant wealth.  While there appears to be limited evidence to date of seniors "exhausting" their private savings as they grow older, it is possible that it will happen in the future as the baby boom generation ages and eventually enters the "fifth age" where active gains are often no longer possible and savings have to be consumed.

	Table 4: Proportion of economic families in the first income quintile,
by age of major income earner and quintile position of adjusted net worth

	Age
	In quintile

	
	1
	2
	3
	4
	5

	65 to 69
	61%
	19%
	7%
	6%
	7%

	70 to 74
	53%
	24%
	16%
	6%
	2%

	75 to 79
	54%
	24%
	11%
	9%
	2%

	80+
	52%
	21%
	14%
	10%
	4%


Source: Survey on Financial Security (SFS) public-use microdata file, 1999.
Adjusted net worth is the same as in Table 2.  First income quintile based on after-tax income adjusted for family size, using the same method as preceding tables.

Current consumption of seniors

Similar patterns to those of income and net worth are evident in the post-retirement consumption of seniors (Table 5, next page): here too, it is those among the lowest quintiles who maintain the greatest stability in consumption after age 65.

	Table 5: Ratio of adjusted household consumption
compared to those aged 25-64, by age and deciles

	Age
	Deciles

	
	1st
	2nd
	3rd
	4th
	5th
	6th
	7th
	8th
	9th

	65 to 69
	95%
	87%
	84%
	82%
	79%
	77%
	76%
	77%
	78%

	70 to 74
	93%
	80%
	74%
	72%
	70%
	71%
	73%
	74%
	74%

	75 to 79
	83%
	76%
	70%
	68%
	65%
	65%
	65%
	64%
	61%

	80 to 84
	78%
	68%
	64%
	60%
	56%
	56%
	56%
	59%
	62%

	85+
	69%
	62%
	58%
	55%
	51%
	51%
	49%
	52%
	55%


Source: Survey on Household Spending (SHS) public-use microdata file, 2003.
Adjusted consumption is total consumption of economic families divided by the square root of the number of family members at December 31, 2003.  Age is based on the age of the reference person who is self-identified as being primarily responsible for household expenses.

As in the case of net worth, the relative consumption of low-income seniors does not appear to decline any more markedly than among seniors in higher income quintiles.  As shown in Table 6 below, lower-income seniors do not become concentrated in lower-consumption quintiles as they age – in fact the opposite is true.  Moreover, this increase in consumption does not appear related to forced spending on goods and services relating to health: among low-income seniors with high consumption, there is no evidence of disproportionate spending on health related goods and services.  Although, the relative importance of the health care and drugs spending does increase with age, it remains proportional across all the consumption ranges
.

	Table 6: Proportion of households in the first income quintile,
by age and consumption quintile position, 2003

	Age
	In quintile

	
	1
	2
	3
	4
	5

	65 to 69
	61%
	19%
	13%
	3%
	4%

	70 to 74
	56%
	26%
	9%
	6%
	3%

	75 to 79
	50%
	27%
	12%
	6%
	6%

	80 to 84
	53%
	31%
	11%
	5%
	0%

	85+
	43%
	23%
	7%
	19%
	7%


Source: Survey on Household Spending (SHS) public-use microdata file, 2003.
Age and adjusted consumption are calculated as in Table 5.  The first income quintile is based on before-tax income adjusted for household size, using the same method as preceding tables.

Incidence of low-income among seniors

As shown earlier, the income flow of seniors is sufficient to maintain both their net worth – which is not significantly run down as people aged – and their consumption level.  Overall, the relatively advantageous position of seniors (compared to younger cohorts) is also reflected in low-income statistics.  As shown in Table 7 below, seniors (whether unattached or in couples, whether female or male) invariably have a lower incidence of low income than their non-senior counterparts, and the average income gap (the average amount required to be above the low-income threshold) for seniors who are in low-income is also invariably smaller than for non-seniors.

	Table 7: Incidence of low-income

	
	1996
	2000
	2004

	
	Incidence
	Avg. Gap
	Incidence
	Avg. Gap
	Incidence
	Avg. Gap

	All individuals
	
	
	
	
	
	

	Seniors
	9.8%
	NA
	7.6%
	NA
	5.6%
	NA

	Non-seniors
	16.2%
	NA
	13.1%
	NA
	12.0%
	NA

	Families
	
	
	
	
	
	

	Senior 
	3.3%
	$5,900
	3.1%
	$5,400
	2.1%
	$4,200

	Non-senior 
	13.5%
	$7,300
	10.0%
	$7,400
	9.3%
	$7,400

	Unattached 
	
	
	
	
	
	

	Age 65 +
	25.4%
	$2,300
	20.6%
	$2,500
	15.5%
	$2,400

	Age 75 to 79 *
	24.7%
	$2,500
	20.2%
	$2,000
	NA
	NA

	Age 80 + *
	25.5%
	$1,900
	20.9%
	$2,100
	NA
	NA

	Non-senior
	41.9%
	$6,700
	37.3%
	$6,800
	34.3%
	$6,600

	Unattached women
	
	
	
	
	
	

	Age 65 +
	27.3%
	$2,200
	21.6%
	$2,300
	17.0%
	$2,100

	Age 75 to 79 *
	28.5%
	$2,600
	20.6%
	$2,000
	NA
	NA

	Age 80 + *
	27.7%
	$1,900
	23.6%
	$1,800
	NA
	NA

	Non-senior 
	46.9%
	$7,100
	44.3%
	$6,900
	38.4%
	$6,700

	Single mothers
	52.7%
	$6,200
	36.3%
	$6,100
	35.6%
	$6,300


Source: Income Trends in Canada 2004.
*Calculated using the 1997 Survey of Consumers Finance (1996 income) and SLID (2000) public-use files.  The incidence is determined using Statistics Canada's Low-Income Cut-Off (LICO) after-tax produced annually.  LICO measures if a family spends a greater proportion of its income on necessities than the average family of similar size.  The average gap is measured using the economic family concept and is in constant 2004 dollars, rounded to the nearest $100.

Canada also does well in international comparisons of low income among seniors.  Figure 2 (next page) shows relative low-income incidence measured using 40% of the median income (for international comparisons, the LICO cannot be used since its is unique to Canada) against the proportion of Gross Domestic Product (GDP) spent by governments on old age income security programs.  Canada has among the lowest incidence of low-incomes among seniors while also having among the lowest public spending on old-age security as a per cent of GDP.  Canada can therefore be deemed as having a particularly cost-effective and well-targeted retirement income system by international standards.

[image: image4.emf]Incidence of low-income among seniors, relative to public 

expenditures on old age income security programs as a percentage of GDP

0%

2%

4%

6%

8%

10%

12%

14%

16%

3.0% 4.0% 5.0% 6.0% 7.0% 8.0% 9.0% 10.0% 11.0% 12.0% 13.0%

Public expenditures as a per cent of GDP

Incidence of low-income

Canada

Norway

Australia

U.S.

Sweden

France

Italy Austria

Germany

Switzerland

U.K.

Netherlands

Belgium

Spain

Denmark

Finland


Sources: Luxembourg Income Study (LIS) Key Figures (for incidence of low income as measured using 40% of median as of March, 2006), and OECD Social Expenditure Database, 1980-2001 (for government expenditure on old-age income security programs as a per cent of GDP).
The curve crossing the graphic is the log-regression of incidence as a function of expenditure as a per cent of GDP.  Countries above the curve can be interpreted as having relatively poorly targeted income security programs, while countries below the curve can be said to be relatively more efficient in their redistributive effort toward low-income seniors.

Figure 2

As shown by Figure 3 (next page), the incidence of low income among seniors in Canada has fallen significantly in recent decades.  The creation of the CPP/QPP and the GIS, and subsequent improvements to OAS/GIS program, combined with tax-assisted retirement savings, have had a direct effect in curving down the incidence of low income among seniors.  However, the program affecting the most directly low-income seniors, the GIS, is indexed quarterly to the cost of living
 as opposed to other programs that are often indexed to wages.  While the financial situation of seniors has continued to improve gradually, even without increases in the GIS above the cost of living since 1984, the poorest seniors are nevertheless not enjoying the general increase in living standards that comes with economic and, more specifically, wage growth.  In the long term, the relative position of the lowest income seniors would eventually begin to deteriorate in the absence of occasional increases in the GIS benefit levels.
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Figure 3

1.2 Current and emerging pressures to review the OAS and GIS

The Canadian RIS is expected to be sustainable and remain affordable on all fronts under the current structure.  Moreover, the current situation of seniors (and ongoing trends) suggests no major unmet needs on the part of seniors – at least not in terms of income.
  Progress on reducing the incidence of low-income among seniors has been achieved in spite of a decline
 in the OAS/GIS benefits' value relative to workers' income.

Nevertheless, the relative decline in income of the GIS recipients will be detrimental in the long run without further increases to the benefits.  The recent increase of the GIS levels needs to be seen in this light.  In addition, it may also be desirable to consider how other emerging pressures, such as demographics, productivity and labour incentive issues might be addressed through changes in the OAS or GIS.

Foremost among the driving pressures is the aging of the population.
  Particular attention may be required among older age groups that have been associated with a reduced ability to earn income with which to supplement pension income.  Between 1981 and 2005, the proportion of elderly persons in Canada grew from 10% to 13%.  The proportion of elderly will increase more rapidly in the coming decades, reaching between 23% and 25% in 2031 and between 25% and 30% in 2056.  The proportion of elderly is thus destined to almost double in the next 25 years.  The proportion of the oldest seniors (80 years and over) is expected to increase sharply.  By 2056, about one out of ten Canadians would be 80 years and over, compared with about one in 30 in 2005.

There are currently over five working-age persons
 for every senior, but by 2031 there will only be 2.6.  In every projection scenario, the demographic dependency ratio – the number of children (aged 0 to 14 years) and seniors per 100 working-age people – would increase rapidly until 2031.  It would be about 61 in 2031, compared with 44 in 2005.  This sharp increase in the dependency ratio could create labour shortages and wage appreciation in the near future
.  Without significant productivity gains or program modifications, the aging of the population would double Canada's spending on senior as a per cent of GDP by 2030.
  Even if the Government succeeds at reducing its debt to GDP ratio as planned, it will still leave a major financial burden for the next generation considering that health and seniors' benefits are, by far, Canada's two biggest social spending items.  Productivity gains will therefore become critical for the sustainability of Canadian programs in general.

The demographic aging is explained to a large extent by the aging baby boomers combined with declining fertility rates.  Although immigration can help, it is impossible to bring enough immigrants to offset the demographic changes – especially that most industrialized countries are in the same, if not worse, situation as Canada and are also competing for qualified immigrants.  That being said, the population aging can actually offer opportunities of productivity gains; the remaining factor explaining the demographic aging is that people are living longer and healthier lives
.  Bearing in mind that productivity growth is driven by a knowledge economy, a desirable solution is to offer a system where there will be no, or minimal, financial or social disincentive for people who wish to continue working full-time or part-time.
  This would help both in term of knowledge transfer and dependency ratio.

2. Analysis options of the current system

The current RIS has not gone under any major structural changes to the amount of benefits delivered in the last 20 years; however, there are constant requests from private citizens and organizations to increase the benefits paid – either through a direct increase or by changing the program parameters.  This section will look at two of those potential changes and how it would impact the current system.

2.1 Current System

A description of the various components of the OAS program can be found in Annexes 1 and 2.  For the purpose of this paper the key aspect of the program are as follow:

· OAS is a taxable benefit paid to all seniors (app. $5,816 in 2006), but that is "taxed-back" at a rate of 15% for high income seniors (i.e., over $62,144 in 2006); and,

· GIS is a non-taxable benefit that is reduced, for single or widowed seniors, by 50% of income other than OAS/GIS and, for each spouse, by 25% of family income other than OAS/GIS.

There are also Allowances, which have a higher reduction rate for the "OAS equivalent" part (see annexes for details), for spouses or common-law partners aged 60 to 64 of a GIS recipient and for widowed persons aged 60-64.

2.2 Benefit Increase

The simplest (and most costly) way to increase a benefit is to increase the monthly (or annual) payment for all recipients.  In 2005, following a campaign promise to do so, the federal government announced increases to the GIS benefit.

An increase like this can be the same to all recipients – regardless of their current benefit – or be in proportion to their current benefit.  If the former is chosen then an increase to the maximum benefit (using GIS as an example in Figure 4 next page), everybody already receiving a benefit gets the full increase (people in Area A+B), plus, new people become eligible (in Area C).  For example, if the Government wanted to increase the maximum benefit by 7% (i.e., without changing the reduction rate), it could result in an increase of more than 14%.  Graphically, it should automatically be more than double (since Area A = Area B, and the cost is A+B+C), but in practice, it has to be weighted by the real number of people in each area.

If increases were to be proportional to the benefit any senior already receives (for example, applying the 7% increase directly to the benefit, and not to the maximum), then the cost would only be Area A (subject to population distribution).  However, to keep the same phasing-out point (where someone receiving no benefit would still receive no benefit), the reduction rate would need to be also increased.  Using the same example, the new reduction rate would be 50% + 50% x 7% = 53.5% for a single pensioner.  With respect to the latest GIS increase, the Government chose to increase the total amount to all recipients (and hence increased the number of eligible recipients).  When it comes into full effect by January 2007 the total benefit increase will be at least $ 36 a month for single seniors, and $58 a month for couples, who were already receiving GIS, and new recipients will be eligible for a partial benefit.
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Figure 4: Example of GIS program cost calculation

To determine the total cost of this increase, or other possible amounts, the microsimulation model Mu.Sim was used.
  Mu.Sim considers eligibility requirements (e.g., other income and residency requirement) and participation ("take-up") rates
, since it is not everybody who are eligible to the GIS that apply to the program
.  For more information on Mu.Sim, refer to Annex 3.  Table 8 (next page) shows the results of across-the-board increases to the GIS of $25, $50 and $100 a month.

By the same technique, the OAS gross program cost can easily be calculated; however, in the OAS case, since it is taxable, what is the most important is the net program cost.  To calculate the net program cost, the Mu.Sim model has to calculate the whole federal and provincial tax system.  The net cost will depend on the exact situation (i.e., income, province of residence and tax deductions and credits) of each OAS benefit recipient.  Table 8 below shows the cost of different OAS (net) and GIS benefits increases.

	Table 8: Total Cost of Across-the-board benefit increase (2003 ) $M

	Benefit increases per month per beneficiary
	$25
	$50
	$100

	Current OAS payments
	21,217
	21,217
	21,217

	Total increase in OAS (net) 
	902 
	1,806 
	3,613 

	
	
	
	

	Current GIS payments
	6,406
	6,406
	6,406

	Total increase in GIS
	588 
	1,207
	2,542 

	    GIS Singles
	342 
	695 
	1,435 

	     GIS Couples
	218 
	456 
	994 

	      Widowed
	28
	56 
	113 


Source: Mu.Sim calculations 1998-based using a 100% participation rate. Couples include regular allowance and OAS increases include effects on both allowances.
2.3 Earnings exemption

In addition to across-the-board benefit increases, there are also requests to exempt certain types of income for the calculation of the income-tested benefits (i.e., GIS).  Unlike the OAS, GIS benefits are determined using both the marital status and family income of recipients.  Income for GIS purposes is defined in accordance with the Income Tax Act, but with a few exceptions: OAS income as well as 20 per cent of employment earnings up to a maximum of $500 (self-employment earnings do not qualify for an exemption) are excluded.  Lobby groups have criticized the later exemption as being insufficient and qualified the program as providing a disincentive to remain in the workforce; a problem potentially effecting less than 5% of current GIS recipients who claim any employment income.
Exempting a certain amount of income for GIS calculation has a similar effect as a general increase of benefit except that it does not help as much the lowest-income senior with no or little income other than OAS and GIS.  For example, referring to Figure 5 (next page), all seniors in Area A would not fully benefit from the exemption, while seniors in Area B would.  Seniors in Area C would be new recipients of a partial benefit smaller than the resulting increase for seniors in Area B.
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Figure 5: Exemption for GIS calculation

2.4 Impacts of any change to a benefit

When evaluating any potential change to an income-tested benefit there are a number of factors that one must consider such as the impact it will have on effective marginal tax rates, and the impact on the incentives (or disincentives) to work.  Policy analysts must take these factors into account, along with who will benefit financially and how much, when determining what policy will maximize the social value and labour objectives of the government.

Effective marginal tax rates

High effective marginal tax rates (EMTR) are generally deemed to have a disincentive effect on people to obtain more income through earnings or investments.  For example, referring to Figure 6 (next page), a single senior in Ontario would have basically no monetary advantage in working part-type if it provides him with only a few thousands dollars.  In fact, any source of taxable income other than OAS, and smaller than $1,992 a year, is basically worthless since it face a 99% marginal tax rate resulting from the combination of both federal and provincial programs reduction rate.
  Many senior groups therefore advocate providing some form of income exemption for the purpose of GIS benefits calculation to address the issue – this would however not solve the issue.  As it is explained next, it would simply displace the problem in higher income ranges.
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Figure 6

Labour incentive issues

Of course, any form of exemption or a benefit increase will provide GIS recipients with more money in the end; however, it does not solve the marginal disincentive issue but rather pushes it in higher income ranges.  Considering Figures 5 and 7 (next page) and referring to general labour economic principals there are two main effects.  Most people would benefit from a positive income (or wealth effect) seen in Figure 5, however, this would be combined with a depreciation of the marginal value of wage (or any other income) for people in Area C
, as seen in Figure 7.  It is well known that more income with lower wage value creates a higher demand toward leisure.  Moreover, Area C overlaps with the tax system; pushing the GIS reduction rates further up the income scale and thus increasing the range over which effective marginal tax rates are very high (from a low of 66% in Alberta to a high of 83% in Quebec.  At best, an exemption can move a problem from an income range where there are many seniors to an income range where there are fewer seniors.
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Figure 7: Effect of income exemption for GIS calculation on EMTR, 2006

For example, there were almost three time more single seniors in Area A than in Area C in 2006; therefore, the exemption in Figure 7 would seem to benefit more seniors than otherwise.  Yet, individuals in Area A may not be very responsive to the implicit incentive to earn more income while those in Area C may be; this could easily offset any gain, and a special attention has therefore to be paid to the two groups' preferences before concluding to any real benefit.

Maximizing social value and labour objectives

Under an exemption scenario, labour participation incentives are increased for very-low income seniors (in Area A, Figure 7) while labour participation incentives (i.e., wage prices) are decreased for higher income seniors (mostly in Area C, Figure 7).  In the case of a benefit increase, economic theory indicates that there can only be a negative effect on labour incentives (a wealth effect that allows more "purchase" of leisure).  From a pure labour policy point of view, these are clearly pervert and undesirable effects.

From a social policy point of view, income or wealth effects are always good because they increase the general wellbeing of everyone who benefit from it.  The question then becomes whether or not the social return is the most efficient in relation to program costs, loss opportunities elsewhere (opportunity cost) and indirect benefits or losses (in this case mostly labour participation lost).

Presuming that income is like any normal good, its marginal utility would be decreasing, i.e., people with less income are the ones who need it the most.  On that simple premise, one could argue that it is better to give more to lower-income seniors, even if it means increasing reduction rates to keep costs under control.  On the labour side, any form of benefit increases should have a wealth effect lowering labour offer, and any increase in reduction rates creates a substitution effect, again toward leisure and lowering labour offer.  Since the population is not homogenous, the way to minimize the labour disincentives is consequently to give the benefits to those with lower elasticity to wage prices, i.e., those who will not work anyway or, more generally, those who cannot change their fix-income stream.  The group who possesses both social and labour optimization characteristics in this context is "lower-income-older-seniors" – a group, as already mention, that will have a strong population growth in the foreseeable future.

2.5 Desirable enhancements to the OAS/GIS program

Ideally, all social programs should be tailored to the exact situation of people, responding to a specific set of needs, in function of the person or family capacities, and in respect of social and personal values.  In reality, no program can fully meet these objectives.  There are trade-offs between fulfilling individuals' needs and the simplicity, ease of implementation, and costs of the program.  In the case of the OAS/GIS program, it was decided early on that the OAS component would be universal, while the GIS part would be based on family income and not means-tested.  These were set in the context of traditional work-to-retirement patterns and family structures.  The program leaves few opportunities to adjust to new realities without significant revision and has little flexibility in current parameters' design.  Moreover, the high effective marginal tax rates can be viewed as punitive for working GIS recipients.

Without diverging significantly from the initial design of the program, more control could be added relating to how benefits are calculated and paid.  Notably, toward gaining flexibility regarding the age at which OAS could begin to be paid, i.e., by using actuarially adjusted factors to increase OAS benefits that would be taken later (as is the case for the Canada/Québec Pension Plan and certain private pension plans).  On the GIS side, a better responsiveness to the evolving financial circumstances of recipients (as they age) could be desirable.  This could take the form of different benefit levels or income exemptions of certain expenses or gains.

3. Options Analysis

Although there are many options inside and outside the OAS/GIS program that could be considered to help seniors while minimizing the market disturbance, this section focuses mostly on options relating to the OAS/GIS program.  More specifically, Section 3.1 discusses the issues relating to the effect of adding more flexibility for later take-up of OAS benefits, i.e., actuarial adjustment factors for the OAS pension.  Section 3.2 follows in the context of potential mechanism to facilitating more flexible work-to-retirement transition, notably work-related earning exemptions for the GIS benefit calculation.  Section 3.3 considers other options that could have been perused in 2005 instead of the across-the-board increases to the GIS.

In addition to monetary options, non-monetary options are just as important to consider when looking at improving the well being of seniors.  Though this is beyond the scope of the paper, non-monetary options such as drug/health benefits, housing subsidies, and active living programs (just a few examples) should be examined when making any policy decision regarding seniors.  These options can possibly be less costly then one-size fits all benefit increases and governments would be better able to target support where it is most needed.

3.1 More flexibility for later OAS take-up

Unlike the CPP, there is currently no provision to take OAS sooner or later; everybody becomes eligible at age 65 and either take it or leave it.
  A mechanism to take the OAS pension later without losing any benefit, i.e., by using neutral actuarial adjustment factors to allow delays of the OAS pension up to the age of 70 (for example), could encourage people to work longer and offer more flexibility for work to retirement transition.  Everyone would benefit from the added flexibility, but high and low income seniors would especially benefit from potential monetary gains.

In the case of high income, all those who currently face the OAS reduction rate before "retirement" and who would have lower income after "retirement", could gain at the expense of an increase in the program net cost.  They would basically receive benefits after they turn 65 that they would have lost otherwise due to the OAS reduction for high-income seniors.  This option could cost up to an extra $170 million
 per year.  This is an upper limit.  It presumes that all people losing some of their OAS pension would delay their benefit after the age of 70 and would get the full (but still taxed) pension thereafter.  Clearly, in reality, some of them would remain in high income and would still face the OAS reduction.  Plus, if any of them work longer because of this policy, there would be a gain for the government in term of extra tax revenues, which could offset some of the cost.

On the low-income side, everyone can only gain.  Low-income people currently have little incentive to work beyond age 65 due to the high pre-retirement income replacement offered by basic OAS/GIS coverage (as shown earlier in Figure 1), and because any registered saving or extra pension that could be earned will be reduced by 50% to 100% (by the reduction rate of the GIS and some provincial top-ups).  Under a delayed and actuarially increased OAS pension, low-income individuals could gain since increasing future OAS benefits would be the only way to increase retirement income without facing the GIS reduction rates
.  For people who would understand this mechanism well, it could be a significant incentive to stay longer in work.

In general, if people work any longer, governments would gain by receiving more tax revenues and also by avoiding paying some GIS or provincial benefits.  Similarly, governments could also gain by having bigger OAS benefits taxed over a shorter period of time
.  On the other hand, there is a potential cost in lost tax revenues whenever a senior would have a higher OAS benefit, but taxed at a lower rate due to lower income at the moment of receiving the delayed OAS benefit.  Further longitudinal/dynamic analysis would be required to fully estimate the total net cost of such a proposal.

3.2 Exemption for the GIS calculation

Currently, seniors with employment income can deduct 20% of the amount (up to a maximum of $500) for their GIS calculation.
  The net effect of this exemption, because it has an inclusion rate, is not to provide an exemption as illustrated earlier in Figure 5, but rather to lower the reduction rate to 40% for single or widowed GIS recipients, or to 20% for each spouse, for the first $2,500 employment earnings per individual.

As explained in Section 2.3, income exemptions do not increase the benefit for those who have no other income.  It therefore cannot help those who need it the most.  On the other hand, it is good for all the other recipients, as it amounts to a benefit increase, and it can be a tool to reward self-help and work.

Bigger earning exemption

The option that advocates present the most frequently to encourage seniors staying on the job longer is to permit low-income seniors to earn modest employment income without any reduction in their GIS benefits.  Currently there are two ways to do this for the GIS benefit – increase the 20% rate and/or to increase the maximum exemption amount.

Introducing 100% exemption for employment earnings (as opposed to the current 20%) up to a maximum of $4,000 per year would have cost $65 million more in 2003.  Alternatively, increasing the maximum deduction from $500 to $4,000 while maintaining the 20% inclusion rate would have cost $30 million.  Removing the maximum altogether, while still maintaining the 20% inclusion rate, would have cost of only $38 million.

As discussed in Section 2.4, from a global perspective, exemptions do not really address the issue of incentives to work, but rather push the disincentive further up in the income scale.  It does also raise the issue about the source of income.  An exemption of 100% on employment income raises the question about why employment earnings and not other income sources?  This could seem especially unfair for the self-employed
 who would not benefit from the exemption.

If there were an inclusion rate on employment income (without an exemption limit), which would be partly justified by the extra cost incurred to work, it would reduce the unfairness issue when compared to self-employed workers
.  This measure would allow for a better work-to-retirement transition and promote greater labour force attachment at a relatively low cost.  Moreover, presuming that the measure does succeed in yielding a greater labour force attachment, the net cost would be even lower and could potentially become a net gain – although more research would be required to fully assess the impact.

Expense exemptions

Other exemptions could consider the cost relating to vital expenses.  For example, the tax system allows medical credits, but there is no equivalent for the GIS.  Similarly, the tax system offers many other credits, such as the disability credit – the GIS does not.

It could make sense to allow certain exemptions relating to specific expenses, especially as people age and may need that extra help to remain healthy.  Further study would be required to estimate the potential cost of such exemptions.  It is however possible to do rough estimations to know the magnitude of the potential cost.  For example, considering that seniors spend more or less 5% of their income (fairly independently of their income level) on goods and services related to health care and drugs, such an exemption (at 100% inclusion) would have cost around $275 million in 2003.  Even if this cost would be expected to grow fast with the population aging and the increase of drugs cost, it could represent well-invested money.  It would most likely have a concrete and immediate positive impact for those who need it.

There would nevertheless be concerns in harmonizing any expense related exemptions with other existing programs – notably, non-federal ones.  Other level of governments could be tempted to abandon or modify their own existing programs to reduce their costs and leave it to the federal to pay.  In such cases, the federal would have to decide whether to simply absorb the cost, as it was done when the GIS was first introduced, or to negotiate with the other levels of government so that they either maintain their program or reinvest the money in other initiatives.

CPP/QPP and other income exemption

Most income exemptions are simply not desirable
 unless they are somehow tied to another objective, such as an incentive to be self-sufficient.  For example, Milligan (2004) highlights the issue about the disincentive to save or work due to the high EMTR of lower income seniors receiving the GIS.  The incentive to save issue is not worth considering over a lifetime as it is generally expected that people do not plan on having low income in their old age.  The incentive to work issue is valid after 65 year old, but Milligan highlights that, for people aged 60 to 64 who can reasonably expect themselves to be GIS recipients starting at 65, there is a clear financial gain from taking CPP benefits sooner than later, as their GIS benefit will be reduced by up to 50% of the CPP amount.  To neutralize this effect, Milligan suggests providing a CPP exemption for GIS benefits calculation based on the number of years worked between age 60 and 65.  Generalizing the concept, a certain income exemption could be provided, starting at a certain age and based on the number of years in labour force participation thereafter.

In the case of an exemption of the CPP benefits, it could offset an incentive to take early CPP benefits and theoretically also offset the incentive to retire
 early.  For other income, it could provide an incentive for lower income seniors to remain in the labour force and offer a way to build-up retirement income without being penalized by high EMTR.  In any event, it would, as any exemption can only do, push the disincentive issue further up the income scale.  The good aspect of this proposal is that it does not only push the disincentive issue up in the income scale, but also further in time – where work/saving issues become less relevant with older age, as work is often no longer possible and savings should be gradually consumed.  This proposal is worth considering.  Further studies would be required to assess its merit and identify which conditions and ages would be desirable.

3.3 Other possible options than Budget 2005 increase

In 2004, the Liberal Party of Canada was re-elected as the federal government.  One of its campaign promises was to increase the GIS maximum benefit by 7% for a total cost of $1.5 billion over the next five years.  However, as explained in section 2.2, an increase of 7% to the maximum benefit, without increasing reduction rates, results in an increase of more than 7% in program expenditure (i.e., $1.5 billion).  In fact, the cost estimate is $2.7 billion over the next five years.  This is because people would not receive an increase of 7% of their benefit, but they would all receive an increase of 7% of the maximum benefit.  Similarly, people who were not eligible before the maximum got increased would become eligible for a partial benefit.

Though the federal government decided in the end to increase the monthly benefit to single seniors by $36 and by $58 for couples, the following options below, could have been considered to keep within the $1.5billion budget, and/or are options that might be worth considering the next time the federal Government decides to increases the GIS.

Age-differential GIS benefits

A way of phasing-in the increase without changing the reduction rate while keeping costs under control would be to do it by age groups.  As explain in Section 2.2, providing benefit to lower-income-older-seniors maximises both social and labour objectives.  For example, providing the increase only to the senior 90 years old and over in the first year, and extending the age criterion downward 5 years each year thereafter until reaching 65, would respect the budget constraint of $1.5 billion over five years.  Doing the same thing staring at 85 years old and over would cost $1.9 billion over the same period.
  Or, as shown in Table 9, increasing the benefit for $25 a month for seniors between the ages 65-69, $50 a month for seniors between 70-74 and $100 a month for all seniors over the age of 75 would cost just over $1.5 billion.

This option of phasing-in the increase by age is unlikely to be more popular than a regular phase-in; unless, it is combine with other measures that could encourage self-sufficiency of younger seniors – notably labour friendly options as those examined in the previous sections.

	Table 9: Age-differentiated benefit increases, 2003 ($M)

	Benefit increases per month per beneficiary.
	Age 70-74: $25
Age75+: $50
	Age 65-69: $25 
Age 70-74: $50
Age 75+: $100

	OAS (net) 
	972
	2,203

	Total GIS
	682
	1,565

	     GIS Singles
	426
	923

	     GIS Couples
	256
	642


Across-the-board increase in GIS benefits with increase in reduction rates

Increasing reduction rates combined with a phase-in period would allow respecting the budget constraint of $1.5 billion.  It would require raising the reduction rate of single pensioners to 53.5% (50% + 50% x 7%) and to 26.75% (25% + 25% x 7%) for each spouse of senior couples.  This would, however, also increase effective marginal tax rates, which are already considered high.  In some cases, effective marginal tax rates would go above 100% if provinces did not change some of their programs accordingly.

An increase among these lines would still not fully meet the "catch-up" objective for seniors who do not receive the full benefit, which is the case for most of them.  To illustrate this, the example presented in Table 10 (next page) shows that seniors with partial benefit would still end-up loosing ground compare to the average.  The only way to maintain all pension recipients relatively speaking to the same level is to pass-on the full increase.

Not passing the full increase has another significant limitation.  Any increase would require higher reduction rates.  Eventually, it would require reduction rates reaching more than 100%, as it is the case in the example of Table 10.  In the long term, this would not be a viable solution since most people would agree that it is unreasonable to impose reduction rates that become higher than 100%.

	Table 10: Illustration of a GIS "catch-up" increase
Typical cases for a single pensioner

	CPI: 50% increase
Wage: 150% increase
	OAS
benefit
	GIS
benefit
	Other income
	Average
wage
	Tot. inc. / avg. wage

	Case 1
with no other income
	Period 1
	$400
	$500
	0$
	$3,000
	30%

	
	Period 2
	$600
	$750
	0$
	$7,500
	18%

	
	Period 2 with "catch-up"
	$600
	$1,650
	0$
	$7,500
	30%

	Case 2
with other income
	Period 1
	$400
	$400
	$200
	$3,000
	33%

	
	Period 2
	$600
	$500
	$500
	$7,500
	21%

	
	Period 2 with "catch-up" and increased reduction rates to 110% (to keep the same zero-point at $1,500)
	$600
	$1,100
	$500
	$7,500
	29%

	
	Period 2 with "catch-up" and no increase in reduction rates
	$600
	$1,400
	$500
	$7,500
	33%


The "catch-up" in Period 2 is applied to the GIS benefit only so that the new (GIS+OAS) divided by the average wage are the same in Period 1 and 2 with "catch-up", as it is in Case 1.  For this example, it requires an increase of 120% to the GIS benefit above the regular CPI increase.

Conclusion

Canada, through the implementation of the CPP/QPP and OAS/GIS, combined with tax-assisted measures, has succeeded at offering an affordable, reliable and adequate retirement income system.  As a direct result, the current situation of seniors (and on going trends) suggest no major unmet needs on the part of seniors – at least not in term of income support.  That being said, more control could be added relating to how benefits are calculated and paid – specifically, toward gaining flexibility for the age in which OAS is paid, i.e., by using actuarially adjusted factor to increase OAS benefits that would be taken later.  On the GIS side, a better responsiveness to evolving financial circumstance of recipients (as they age) could be desirable.  This could take the form of different benefit levels or income exemptions of certain expenses or gains.  Direct benefit increases may be desirable in the long term, but are not essential at this point in time.

As the aging of the population puts more pressure on workers, and in general on all the production system, it will become imperative to adjust existing policies and develop new ones.  The objectives should be to retain expertise and production capacities by favouring better transition from work to self-sufficient and healthy retirement.  The OAS program is only one aspect of the puzzle and, even if can be fine-tuned, any significant policy development has to be coordinated with other program changes – going in the same direction.  It is also important to remember that a significant part of the aging challenge comes from the existing behaviour of retiring people (age of retirement, retirement activities and opportunities, etc.).  The Government can implement better programs' structure and foster active living, but in the end, the action of the people will be a determining factor.  Therefore, it will become important not only to change programs, but also to send clear messages that may be more influential on the behaviours of Canadians than the program changes themselves.
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Annex 1
Overview of the Old Age Security Program

The Old Age Security (OAS) program is one of the cornerstones of Canada's retirement income system. Benefits include the basic Old Age Security pension, the Guaranteed Income Supplement (GIS) and the Allowances.  Below is some basic information on the program.  If more information is required please refer to Human Resources and Social Development Canada (www.hrsdc.gc.ca) Legislative history

The Old Age Security Act came into force in 1952, replacing legislation from 1927 requiring the federal government to share the cost of provincially-run, means-tested old age benefits.  The Act has been amended many times since then; notably with the creation of the Guaranteed Income Supplement in 1967, its extension to spousal allowances and benefits increases on an ad hoc basis through time.

Funding

From 1952 to 1969, the Old Age Security program was financed from payroll contributions.  Starting in 1970 to date, the Government of Canada general tax revenues have financed the program.  In 2005, OAS expenditures represented about 1.7 per cent of GDP.

Administration

The Income Security Programs Branch of Human Resources and Social Development Canada (HRSDC) administers the Old Age Security program through regional offices located in each province and territory.

Indexation

All benefits payable under the Old Age Security Act are adjusted in January, April, July and October if there are increases in the cost of living as measured by the Consumer Price Index calculated by Statistics Canada.  The benefits do not decrease in the case of deflation – it remains unchanged until there is enough inflation to offset the deflation.

Payment outside Canada

If a pension pensioner has lived in Canada for at least 20 years after reaching 18 years of age they may receive their OAS indefinitely outside of Canada, otherwise payments are only made for six months following the pensioner’s departure form Canada.  GIS and Allowance benefits are only paid for six months following the month of departure from Canada regardless the length of time recipients have lived in Canada.

Reciprocal international social security agreements

Social security agreements between countries allow their pension programs to be co-ordinated, and their pension benefits to be portable.  The agreements make it easier for residents from other countries to qualify for Canadian benefits, and for seniors who have lived in Canada and move to other countries to qualify for foreign benefits.  This is done by adding together periods of coverage under the programs of two (or more) countries.  Each country then pays benefits to residents according to its own legislation.

Old Age Security Pension

The Old Age Security pension is a monthly benefit available, if applied for, to most Canadians 65 years of age or over.  Old Age Security residence requirements must also be met.  An applicant's employment history is not a factor in determining eligibility, nor does the applicant need to be retired.  Old Age Security pensioners pay federal and provincial income tax on the benefit.  Since 1989, higher income pensioners also repay part or all of their benefit through the tax system.  (See Annex 2 for details on all reduction rates.)

Eligibility conditions

To qualify for an Old Age Security pension, a person must be 65 years old or more, and

· must be a Canadian citizen or a legal resident of Canada on the day preceding the application's approval; or

· if no longer in Canada, must have been a Canadian citizen or a legal resident of Canada on the day preceding the day he or she stopped living in Canada.

· A minimum of 10 years of residence in Canada after reaching age 18 is required to receive a pension in Canada.

Amount of benefits

The amount of a person's pension is determined by how long he or she has lived in Canada.  Full benefits are payable to an individual who has lived in Canada, after reaching age 18, for periods that total at least 40 years.  A person who has lived in Canada for a minimum of 10 years after reaching age 18 qualifies for a partial pension equal to 1/40th of the full pension per year lived in Canada after reaching age 18.

Guaranteed Income Supplement

The Guaranteed Income Supplement is a monthly benefit paid to residents of Canada who receive a full or partial Old Age Security pension and who have little or no other family income.  Recipients must apply annually for GIS by filing an income statement or by completing an income tax return by April 30.  Thus, the amount of monthly payments determined for the year may increase or decrease according to reported changes in a recipient's yearly income.  Unlike the basic Old Age Security pension, the Guaranteed Income Supplement is not subject to income tax.  The Guaranteed Income Supplement is not payable outside Canada beyond a period of six months, regardless of how long the person has lived in Canada.

Eligibility conditions

To receive the Guaranteed Income Supplement benefit, a person must be receiving an Old Age Security pension.  The yearly income of the applicant or, in the case of a couple, the combined income of the applicant and spouse or common-law partner, cannot exceed certain limits.

Exceptions

In some cases sponsored immigrants, from countries with which Canada has agreements, qualify for GIS.  For details, refer to HRSDC (www.hrsdc.gc.ca).

Amount of benefits

The amount of the Guaranteed Income Supplement to which a person is entitled depends on his or her marital status and income. As of April 2006 single pensioners with net income between $0 and $14,256 would qualified for the full ($7,128 a year) or partial GIS benefits. Similarly, couples (both pensioners age 65 and older) with family net income between $0 and $18,720 would qualify for the full ($9,352 a year) or partial GIS benefits.

Income for Guaranteed Income Supplement purposes is defined the same way as it is for federal income tax purposes, with a few specific exceptions – the most important of which are the Old Age Security pension and 20 % of employment earnings up to $500.  Income, therefore, includes any other money, which a pensioner receives, such as an earnings-related retirement pension, foreign pensions, interest, dividends, rents, wages or workers' compensation payments.  Unlike the OAS, if married or living in a common-law relationship, the combined income of the pensioner and spouse or common-law partner must be taken into account.

For a single, widowed, divorced or separated pensioner, the maximum monthly supplement is reduced by $1 for each $2 of other monthly income.

If both spouses or common-law partners in a couple are receiving the Old Age Security pension, the maximum monthly supplement of each pensioner is reduced by $1 for every $4 of their other combined monthly income.

Non-sponsored immigrants

Newcomers with less than 10 years of residence in Canada who qualify for Old Age Security under a social security agreement will have their Guaranteed Income Supplement entitlement grow gradually over 10 years – 1/10th of the benefit for each year of residence.

Spouse Allowance and Allowance for the survivor (Widowed)

The Allowances, which also includes an allowance for persons whose spouse or common-law partner has died, are paid monthly.  It is designed to recognize the difficult circumstances faced by many surviving persons and by couples living on the pension of only one spouse or common-law partner.

Recipients must re-apply annually.  These benefits are not considered as income for income tax purposes.

Eligibility conditions

The Allowances may be paid to the spouse or common-law partner of an Old Age Security pensioner, or to a survivor.  To qualify, an applicant must be between the ages of 60 and 64 and must have lived in Canada for at least 10 years after turning 18.  To qualify, the combined yearly income, excluding OAS and GIS, of the couple, or the annual income of the survivor, cannot exceed certain limits which are established quarterly.

The Allowances stop when the recipient becomes eligible for an Old Age Security pension at age 65, if the beneficiary leaves Canada for more than six months, or dies.  For a couple, the Allowance stops if the pensioner spouse or common-law partner ceases to be eligible for Guaranteed Income Supplement or if the spouses or common-law partners separate or divorce.  In addition, the Allowance stops if a survivor remarries or lives in a common-law partnership for more than 12 months.

Exceptions and Non-sponsored immigrants

Same as the GIS

Amount of benefits

The Allowances is an income-tested benefit.  The maximum amount payable to the spouse or common-law partner of a pensioner is equal to the combined full Old Age Security pension and the maximum Guaranteed Income Supplement at the married rate.  The maximum amount for a person whose spouse or common-law partner has died is somewhat higher.

The maximum monthly Allowance is reduced by $3 for every $4 of the beneficiary's monthly income for a widowed spouse or common-law partner or the couple's combined monthly income.  This happens until the Old Age Security-equivalent is reduced to zero.  Then, for a couple, both the Guaranteed Income Supplement-equivalent portion of the Allowance and the pensioner's Guaranteed Income Supplement are reduced by $1 for every additional $4 of the couple's combined monthly income.  For a survivor, the Guaranteed Income Supplement-equivalent portion is reduced by $1 for every additional $2 of monthly income.

Annex 2
OAS/GIS/Allowances Benefits
and Reduction Rates

Old Age Security

The maximum OAS monthly rate from April to June 2006 was $484.63, i.e., (having been adjusted to CPI inflation every quarter) $5,707 in 2005.  OAS is payable to everyone who is 65 years of age or over and who meets the residence requirements.

The OAS is reduced at the rate of 15 cents per dollar of other income (non OAS and non GIS), starting at $62,144 in 2006.  This means that at $100,914 of other income, OAS is fully clawed back.  Note that contrary to the GIS, the OAS reduction rate applies to individual income, not family income.

Guaranteed Income Supplement and Allowances

Seniors with limited income may be eligible for the GIS.  The amount of GIS benefits is dependent on both the marital status and the family revenue.  As well, pensioners' spouses and widows who are between the ages of 60 and 64 may be eligible for an Allowance.  GIS and Allowances benefits are the following:

For a single, widowed or divorced pensioner:
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From April to June 2006, the monthly maximum GIS is $593.97, i.e., (having been adjusted to CPI inflation every quarter) $6,782 in 2006.  This is paid on top of the OAS.  The GIS is reduced at the rate of 50 cents to a dollar for every dollar of outside income (non OAS and non GIS).  This means that the GIS is reduced to zero when outside income reaches $14,256for June 2006.

For a pensioner married to a non-pensioner:

From April to June 2006, the monthly maximum GIS is $593.97, i.e., (having been adjusted to CPI inflation every quarter) $6,782 in 2006, paid on top of the OAS.  The GIS starts being reduced only after the family's outside income reaches the equivalent of OAS benefits, i.e., $5,815 for April 2006.  Thereafter, the GIS is reduced at the rate of 25 cents per dollar of outside income.  This means that the GIS is reduced to zero when outside family income reaches $34,368 for April 2006.  OAS is paid in full until outside individual income reaches $62,144 in 2006.
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For a two-pensioner couple:

From April to June 2006, each partner could receive GIS benefits up to $389.67 per month, i.e., (having been adjusted to CPI inflation every quarter) or $4,418 in 2005, paid on top of OAS benefits.  The GIS is reduced for each partner at the rate of 25 cents per dollar of outside family income.  For the couple together, this implies that the total GIS benefits are reduced by 50 cents per dollar of outside income.  The GIS is therefore reduced to zero when outside family income reaches $18,720 for April 2006.  OAS is paid in full to each partner until individual income reaches $60,144 (this means that OAS is paid in full to both partners in a situation where both partners have outside income of $50,000; but in a situation where one partner has outside income of $100,000 and the other has no outside income, then the latter receives full OAS, while OAS is fully clawed back for the former).
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For a couple with one pensioner and one Allowance recipient:

When a low-income couple includes one pensioner and one partner between the ages of 60 and 64, the latter is eligible for Allowance benefits.  From April to June 2006, the pensioner could receive GIS benefits up to $389.67 per month, i.e., (having been adjusted to CPI inflation every quarter) or $4,418 in 2006, on top of the OAS benefits.  From April to June 2006, the monthly maximum Allowance for the 60-64 spouse or common-law partner was $874.30, i.e., (having been adjusted to CPI inflation every quarter) $10,124 in 2005.  The Allowance can be broken down into an OAS-equivalent of $5,707 and a GIS-equivalent of $4,418 (in 2005).

The OAS-equivalent portion of the Allowance is reduced at the rate of 75 cents per dollar of outside family income.  This means that it is reduced to zero when outside family income reaches $7,776 for April 2006.  Both the GIS-equivalent of the Allowance and the GIS benefits of the pensioner start to be reduced when outside family income is higher than $7,776.  Both are reduced at the rate of 25 cents per dollar.  At this rate, the GIS-equivalent of the Allowance is reduced to zero when outside family income reaches approximately $26,496 for April 2006.

The GIS benefits of the pensioner would normally also be reduced to zero when outside family reaches $26,496.  However, to avoid a situation in which the income level cut-off, at $26,496, is lower than for a one-pensioner couple ($34,368 for April 2006), the GIS of the pensioner is reduced at the rate of 25 cents per dollar of outside family income between $7,776 and $18,624 for April 2006, and then no reduction applies on the pensioner's GIS for outside family income of between $18,624 and $26,496.  A 25 per cent reduction rate applies from $26,496; until the GIS is reduced to zero back once outside family income reaches $34,368.

For the couple together, it implies that total GIS/Allowance benefits are reduced by 75 cents per dollar of outside family income until the income reaches $7,776.  The reduction rate is lowered to 50 cents per dollar for outside family income between $7,776 and $18,624, and then to 25 cents per dollar for income between $18,624 and $34,368, at which level GIS and Allowance benefits have been reduced to zero.

OAS benefits are fully paid to the pensioner until the pensioner's individual outside income reaches $62,144.  The 60-64 spouse or common-law partner does not receive OAS benefits.
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For a widow between 60 and 64 years of age:

Low-income widowed persons can be eligible for Allowance for the Survivor benefits.  From April to June 2006, the maximum monthly benefit was $967.24, i.e., (having been adjusted to CPI inflation every quarter) $11,178 in 2005.  The benefit can be broken down (in 2005) into an OAS-equivalent of $5,707 and a GIS-equivalent of $5,471.  The OAS-equivalent portion of the benefit is reduced at the rate of 75 cents per dollar of outside income.  This means that it is reduced to zero when outside income reaches $7,776 for April 2006.  The GIS-equivalent starts being reduced when outside income is higher than $7,776, at a rate of 50 cents per dollar of outside income.  It is reduced to zero when outside income reaches approximately $19,368 for April 2006.

Widowed persons between the ages of 60 and 64 do not receive OAS benefits.
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Annexe 3
The Mu.Sim Model

The Department of Finance Canada has been using microsimulation since the late eighties.  One of its first models, the TTSIM (Tax and Transfer Simulation), rested on a hierarchical household database, which measured the most relevant and complete information available from a single source relating to families and individuals aged 15 and over.  After being used for over a decade, the model was at the end of its lifecycle and needed a major update or complete rebuilt.

The Mu.Sim model was developed, in replacement of TTSIM, using a structured analysis methodology for the conceptual design of the computer-related project.  This allowed the developers to acquire a broader view of the microsimulation potential and a better understanding of how microsimulation can address the users' needs.

Using the APL language power, the analysts developed through time a set of general tools for analysis and microsimulation, which they named Mu.SE (Micro Socio-Economic Simulation Environment).  Mu.SE was mostly developed for the data ageing process and operational research analysis where other programs and package lacked flexibility or power (such as FORTRAN or SAS).  In this context, APL flexibility and quick development time was essential.  It was later decided that Mu.SE would be also used to build the main tax and transfer microsimulation model (Mu.Sim).  It took about two years to develop Mu.Sim using two to three analysts devoting only part of their time to this task.

Although Mu.Sim is a static microsimulation model, APL's flexibility allows its users to stretch the model in doing some "dynamic" analysis by introducing behavioural equations.  Moreover, a small group of analysts could easily introduce feedback loops to make the model fully dynamic.  In fact, Mu.Sim was developed with the background thought that its engine should be portable through simulation time to allow a future year static simulation, or full dynamic simulation.

Mu.Sim has been primarily intended to enable assessment of changes in mainly four tax and social programs:

· The Old Age Security/Guaranteed Income Supplement (OAS/GIS), which includes the Spousal Allowance;

· The Canada Child Tax Benefit (CCTB);

· Social insurance contributions, such as Employment Insurance (EI) and Canada Pension Plan (CPP) contributions; and

· The Goods and Services Tax/Harmonized Sales Tax Remittance (GST/HST).

To do so, Mu.Sim has the ability to simulation the full federal tax and transfers system, plus provincial taxes, and the main provincial programs.  The data use for the model can support wealth and consumption related scenarios.  Transforming further the model toward longitudinal and dynamic simulation could be achieved relatively easily by merging existing data to the longitudinal tax data and adding the required dynamic modules.  At this point, the project for a Mu.Sim.L is on the drawing board.
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Mu.Sim object-system

Mu.Sim uses STC surveys: the Survey of Labour and Income Dynamics (SLID) and the Survey of Household Spending (SHS) as a base.  It converts the files and matches them before any adjustment is done.  This results in variables' vector files (referred to as "V" files) of both surveys plus a link vector between the two surveys.  The second part adjusts the data to fit the known facts of the surveys' reference year(s).  This allows the data files to be comparable to the T1 Statistical Master File (T1).  The required T1 variables are imputed to the base file, which can then be grown to the desired reference year for the simulation base file.  The main simulation process can then be executed independently as long as the base file is available.  The data from the Survey on Financial Security can also be statistically link for analysis including wealth options.





































































































































� By reforming the Old Age Security program, including the creation of the Guaranteed Income Supplement in 1967.


� By providing a public contributory plan (the Canada/Québec Pension Plan created in 1966) and encouraging voluntary saving through personal income tax relief for contributions to registered plans.


� For example, "Aging and Income, Financial Resources and Retirement in 9 OECD countries", OECD, 2001, places Canada's RIS first in its ability to meet basic retirement income goals at modest public cost; or, "Protecting the Old and Promoting Growth A Defense of Averting the Old Age Crisis", World Bank, 1996, identifies a three-pillar approach, similar to Canada, as the best for countries way to avert an old age crisis.


� See Section 1.1, notably Figure 1.


� Department of Finance (2005)


� See � HYPERLINK "http://www.civilization.ca/hist/pensions/cpp1sp_e.html" ��http://www.civilization.ca/hist/pensions/cpp1sp_e.html� for more details.


� As defined by Statistics Canada Low-Income Cut-Off (LICO) before tax.


� Full earnings replacement upon retirement is not necessary because individuals and families face lower taxes, lower expenses associated with work, and lower needs for saving.


� These programs are now called the Allowance (Regular) and Allowance for the Survivor.


� With the exception of the "tax-back" on the OAS pension of 15% for seniors with income above $50,000 in 1989.  This measure affected less than 5% of all seniors.


� Recent changes to the RPP and RRSP limits will set them at $22,000 and $21,000, respectively by 2009.


� In 1951, the working age population was defined as those 15 to 64 years old.  In 2000, it was defined as those 16 to 64 years old.  These relatively healthy replacement ratios are, moreover, robust when considering alternative definition of working age population.  For example, if one excludes those aged 16 to 24 (on the grounds that they are nowadays pursuing education to a much greater extent than in the past), the average after-tax income of seniors aged 65 and over relative to those aged 25 to 44 or 45 to 64 remains around 73% (i.e., still above the 70% target).


� Refer to “The assets and debts of Canadians: an overview of the results of the Survey of Financial Security” by Statistics Canada (Cat. #:13-595) for more details.


� Somewhat surprisingly, the more elderly groups among low-income seniors seem to enjoy particularly high replacement ratios, according to Table 1.  In reality, older seniors in lower deciles do not have higher incomes as they age; if one controls for family structure, they essentially have the same level of income – consisting mostly of OAS and GIS.  However, since GIS benefits are higher for single and widowed seniors than for individual spouses of a senior couple (and since the proportion of widowed seniors rises with age), average income per senior does rise – though this does not necessarily translate into higher living standards.


� This expression in commonly used to describe a situation where a widowed spouse or, in general, any person has little or no income but significant wealth.


� This phenomenon is partly explained by the concentration of assets on surviving spouses.  This usually occurs without generating more income: indeed, surviving spouses typically face a reduction in family income.  For details see Li (2004).


� Without longitudinal information on assets or net worth, it is difficult to be certain of the magnitude of this phenomenon either at the present time or in the future.  In average, because low-income seniors do not concentrate themselves in lower net worth as they aged, it would indicate that they are able to retain most of their wealth with the current level of benefits.


� This is also true of the 26% of low-income seniors aged 85+ who have consumption in the fourth and fifth quintile: for these groups in particular, 8% of total consumption went toward goods and services related to health care and drugs (the average for all seniors being around 6%).


� Similar conclusions and much more detail on international comparisons can be found in Smeeding (2001).


� As measured by the Consumer's Price Index (CPI) defined by Statistics Canada


� These observations are based on cross-sectional data.  It would require longitudinal microdata to grasp the complete situation of all individual seniors, and the evolution over their lifecycle that yielded their specific situation.  It is also important to note that income does not directly translate into well-being.  Certain seniors may require services that were offered under social assistance and that are not offered free of charge to GIS recipients.


� Of about 7% since 1985, according to Ianno (2004).


� Statistics Canada (2005).


� In this case, the working-age used to obtain the dependency ratio is 15 to 64 years old.


� For examples, see Mérette (2004).


� When including reasonable assumption on productivity growth, there will still be a significant increase of over 40% in spending relative to GDP, according to the last Actuarial reports, OSFI (2001 and 2002).


� For examples, see OSFI (2003) or Hogan and Lise (2000).


� Over the next thirty years, if Canadians were to work in average five years more, it would be sufficient to offset the aging effect.  This objective is not impossible considering that people live not only longer, but healthier lives, and that participation rate gains can still be achieved, especially among the 50-plus.


� See Annex 3 for details.


� This is done by random draw based on derived participation rate matching most recent numbers from OAS/GIS administrative data, by type of benefits and benefit amounts.


� Some people consider the benefit too small for them to be worth asking for it (this is especially true as the benefit goes toward zero after the reduction rates get applied) or some other people refuse the benefit by religious beliefs or principles of self-sufficiency.  Also, despite Human Resources and Social Development Canada 's best outreach efforts to inform and encourage seniors to apply for benefits they may be eligible for, there are still some people who remain unaware that they may be eligible for some benefits.


� Figure 5 shows Ontario as the typical province simply because it is the most populated Canadian province.  In Ontario, there is a Guaranteed Annual Income System (GAINS) that states all seniors should have a guaranteed income level ($13,939 for single seniors as of January 2006) and tops up their income (over OAS and GIS benefits) to this amount.  The top-up is structured in such a way that the resulting reduction rate will be 50% on gross income.  EMTR faced by seniors across Canada, in other provinces and territories, are similar with their own set of programs and top-ups that add to the EMTR.


� This figure, along will other similar graphs in the paper, shows the effective marginal tax rate faced by single seniors in Ontario in 2006.  The turning points are based on either federal or provincial taxes or credits.  For more information on the specifics of any of these turning points, refer to the Canada Revenue Agency at � HYPERLINK "http://www.cra-arc.gc.ca" ��www.cra-arc.gc.ca�.


� Depending on the hypothesis about other programs (notably Ontario's Guaranteed Annual Income System – GAINS), it could also affect some people in Area B.


� Workers can take CPP retirement pensions before or after the “normal” retirement age of 65.  Benefits are reduced by 0.5% for each month that the recipient is under 65 years old and increased by 0.5% for each month that the recipient is over 65 years old.  The maximum reduction (increase) is 30 per cent for people retiring at age 60 (70).


� Net cost in 2003.


� Presuming that the whole of the OAS pension would remain exempt from income for GIS calculation.


� This is due to the progressiveness of the tax system; governments receive more tax if higher benefits are paid on short period of time rather than lower benefits paid over a longer period of time.


� This is because, from 1983 to 1987, every taxpayer had a deduction of 20% of total employment earnings up to a maximum of $500.  It was eliminated under tax reforms effective in 1988.  The level of the basic personal credit was set high enough to compensate for its elimination among those in the first tax bracket; thus, to avoid penalizing low-income seniors who did not benefit from the basic personal credit, the deduction was maintained for the purpose of the GIS calculation.


� There is no good reason to favour traditional employment arrangements over non-traditional working arrangements, especially that there are now more and more people working as self-employed.


� As it is the case for most other type of income except employment, self-employed can deduct a wider range of expenses relating to their earnings.  Traditional employees have significantly fewer opportunities to deduct work related expenses.


� As stated earlier, exemptions do not provide income to those who need it the most and do not efficiently address the issue of incentive as, most of the time, they will simply push the disincentive issue further up in the income scale.


� The word "theoretically" is used here because, even if one should be retired to be eligible to CPP, in practice, recipients can go back to work shortly after without any constraint.


� Once again, to have a better grasp of the real implication and cost of such exemptions, it would require further studies using longitudinal data and behavioural model.


� Not considering inflation.


� For more details see Jetté, S. and P. Papamarkakis (2003).
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