Volume 5, Issue 2, Spring 2014

Ok Inequality

REVIEW

Population Aging and Intergenerational Equity
in Canada

Matteo Pirri

Concurrent with global demographic trends, Canada’s population is aging. Seniors are
currently the fastest-growing age group in the country, a trend that is expected to persist
for the next several decades. With this demographic shift, concern has emerged that the
financing of the programs and services that elderly Canadians have come to rely on will
inequitably fall on the shoulders of the country’s younger generations. | aim to explore
the validity of these concerns and offer a number of recommendations for policymakers
to pursue in order to remedy these fears and ensure a more equitable Canada for current
and future generations.

In 2011, an estimated 5.0 million Canadians were 65 years of age or older, a figure that

is expected to double to 10.4 million by 2036. By 2051, it is expected that approximately
25% of Canadians will be aged 65 or older (Human Resources and Skills Development
Canada [HRSDC], 2013). This paper will explore the relationship between Canada’s
aging population and intergenerational equity with regards to the financing of public
programs that many elderly Canadians rely on. Specifically, it will seek to address the
growing concern that the increasing public expenditure for elderly programs brought on by
population aging will place an “intolerable financial burden” (Wolfson & Rowe 2007, 198)
on future generations of working age Canadians.

In 2013, health care expenditure in Canada was projected to reach an all-time high of
$211 billion (Canadian Institute for Health Information [henceforth CIHI] 2013). This figure
is expected to increase over time as the Canadian population continues to grow older.
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It is in these expenditure figures where fears of intergenerational inequity regarding the
financing of health care are rooted. As Michael Hermann (2012) notes, the fear is that in
order to pay for the increasing health expenditures on the elderly, Canada risks having
to take on so much public debt that it will essentially “impoverish future generations.” As
Canada’s population gets older, more workers are leaving the workforce and are coming
to rely on public programs to maintain their standards of living (Hering & Klassen 2010).
At the same time, the proportion of Canadians who remain active in the labour force is
declining, resulting in a smaller pool of available resources from which public expenditure
on elderly care can draw (Hering & Klassen 2010). In order to avoid hoisting the costs of
elderly care programs onto younger generations of Canadians, policy changes should be
put in place today to lessen the financial burden of these programs tomorrow.

Fears Regarding Intergenerational Inequity

The fears of intergenerational inequity in the financing of elderly care are largely due to a
number of contemporary socioeconomic trends in Canada that are occurring concurrently
with—and being exacerbated by—population aging. The most prominent of these trends
include increased life expectancy, lower fertility, increasing prevalence of early retirement,
increasingly inadequate private savings, the relative strength of the Canadian economy,
and the general lack of political will to amend the current structure of Canada’s old age
public benefit programs. Each of these components will be assessed below.

Canadians Are Living Longer

Canadians born today are expected to live until about 81 years of age, approximately two
years longer than in the decade previously and approximately three years longer than in
the decade before that (Statistics Canada 2012). Most relevant, however, is today’s life
expectancy when compared to that of Canadians in the 1960s, when many of Canada’s
elderly security programs—namely the Canada/Quebec Pension Plan (CPP/QPP) and Old
Age Security (OAS)—were designed and introduced. When the CPP was first introduced in
1965, Canadian life expectancy was around 71 years of age, a marked 10-year difference
from the life expectancy of Canadians today. However, despite this increase in Canadian
longevity, the age at which individuals are eligible to receive benefits from Canada’s old
age security programs has not significantly changed. While the age of eligibility for OAS
has recently been raised from 65 to 67, full eligibility for Canada’s retirement pension plan
has remained at 65 years of age. Population aging will not only result in a large proportion
of Canadians coming to rely on these old age security programs as their primary source
of income, but the addition of increased longevity means that these Canadians will be
drawing from these resources for a longer period of time.
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When Canadian policy makers first introduced old age security programs in the 1960s,
there was a lack of foresight with regard to the increasing longevity of the Canadian
population and the implications on the funding and financial sustainability of these
programs (Hering & Klassen 2010). Projections indicate that by 2050, Canadians

who retire at the age of 65 are expected to live until the age of 88 (Hering & Klassen
2010). Should current eligibility thresholds for Canadian seniors remain constant, many
Canadians will come to rely on public expenditure for their retirement income for an
average of 23 years, or about 25% of their life.

This situation is further exacerbated by the fact that Canadians are increasingly retiring
earlier than the age of 65. While individuals cannot claim the full benefits of CPP/QPP
and OAS until the age of 65/67, partial benefits begin at the age of 60/62, and many
Canadians are opting to enjoy earlier retirement. Not only does this increase the number
of years Canadians are drawing from elderly security plans, but it also decreases

the number of years Canadians are actively taking part in the labour force and thus
contributing into funding of the country’s old age programs. Hering and Klassen see
Canadian public policy as encouraging retirement at “historically and internationally low
ages” (2010) and cite how, in addition to CPP/QPP eligibility benefits at the age of 60,
employer-sponsored pension plans and the federal Income Tax Act—-which permits full
pensions to be paid after 30 years of service, regardless of age—encourage Canadians
to take early retirement. Many Canadian provinces have their own pension legislation
that enables employees to initiate a pension benefit that has been earned up to 10
years before the normal retirement age, typically as early as 55 (Ibid). Indeed, without
substantial changes to the current structure of Canada’s old age pension security
programs, it is clear that the cost of these increasingly expensive programs will simply be
put to younger generations of Canadians.

Canadians Are Saving Less Prior to Retirement

Concerns about intergenerational inequity in the funding of old age security programs

are also grounded in the fact that, since the early 1980s, the proportion of disposable
income flowing into personal savings has been on the decline in Canada (Ontario Ministry
of Finance [henceforth OMF] 2010). Canada’s retirement income system is composed

of three pillars: publicly funded income security programs for seniors, CPP/QPP, and
voluntary private savings. Increasingly, a declining number of Canadians are funding
retirement income through personal savings, relying instead on Canada’s publicly-funded
elderly security programs and pensions to supplement their income and maintain their
standard of living. While the Canadian government has tax-incentive programs in place

to encourage savings, these programs are not being fully utilized by Canadians. For
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example, in 2008, 87% of Canada’s Registered Retirement Savings Plan (RRSP) went
unused, representing $540 billion in unused ‘contribution room.” As the OMF sees it,
Canadian households today are “saving less than previous generations” (2010) with the
result being a higher reliance on publicly funded programs upon retirement. It should also
be noted that this lack of saving on the part of Canadians is occurring concurrently with
relatively high levels of consumer debt (Sorensen 2013). The intergenerational tensions
regarding this component of population aging is readily apparent, as future generations of
Canadian workers will potentially have to contribute higher rates of their income in order
to fund programs for older Canadians who have to rely on old age security due to a lack
of personal saving when they were participating in the labour force. As Susan McDaniel
(2003) notes, even in the heyday of Canada’s welfare state, retirement income was largely
not reliant on public transfers—a situation that has been reversed today.

Low Canadian Fertility

Canada'’s relatively low fertility rate has a number of interesting implications for
intergenerational inequity brought on by population aging. As of 2011, Canada’s total
fertility rate (TFR)—that is, the number of children that a hypothetical female would have
over the course of her reproductive life—was 1.6 (HRSDC, 2013). While this figure is a
sharp decline from a national high of 3.93 TFR in 1959 during the height of the baby
boom, it is higher than 2000’s historically low TFR of 1.49. The HRSDC pegs Canada’s
replacement fertility rate—the average number of children that the women of one
generation would need to have to result in a generation of the same size-at 2.1 TFR
(Ibid). As the data indicate, if Canada’s TFR remains consistently lower than the projected
replacement rate, the proportion of Canada’s elderly population will potentially be larger
than the country’s labour force participants over the next several decades. However, other
policy options are available to offset the effects of low replacement fertility rate, such as
increases in immigration.

While there are many hypothesized causes of fertility decline, including changes in
choices due to industrialization and urbanization, the diffusion of medical knowledge,

and increased use of birth control (Mason 1997), low TFR is often cited as an issue of
individual economics associated with the rising cost of living and employment prospects
(Boling 2008). Indeed such arguments are posed by many young Canadians today.
“Generation Squeeze,” an advocacy campaign based out of the University of British
Columbia, addresses perceived inequities in contemporary government spending between
younger and older generations of Canadians. The campaign demonstrates how young
Canadians today face many socioeconomic challenges that prohibit or delay their ability to
start families. In particular, Generation Squeeze notes how today’s young adult Canadians
face higher housing prices, higher personal debt (due to the high costs of education),
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and an increasingly unattractive labour market relative to young Canadians in the past.
Generation Squeeze argues that young Canadians are essentially being ‘squeezed’

of their time, available services, and financial resources. This situation has effectively
delayed or diminished the prospect for many young Canadians of raising a family, as the
costs associated with such endeavours are simply too great a financial burden to bear.

Furthermore, low TFR has certain political consequences for intergenerational equity with
regards to population aging. Young Canadians today already have a notoriously lower
voter turnout when compared to older age groups (Uppal and LaRochelle-Cote 2012),
and as the size of older age groups continues to grow, the political influence they are
able to exert on Canada’s elected officials and governing structures will only increase
(Kershaw 2013). In a democracy where government policies are effectively beholden to
the decisions of elected officials, who these officials claim to represent will be of significant
importance in establishing equitable practices related to the financing of public programs
for elderly care across generations. Not only are many young Canadians today not
politically engaged, but their proportion of the population—and hence their political clout—is
due to decrease even further as the Canadian population gets older.

The Stagnation of the Canadian Economy

While the implications of long-term economic factors on public policy are difficult to predict,
many young Canadians today face a less-than-ideal labour market, arousing concerns
regarding intergenerational equity in the financing of elderly care programs. While it is true
that many of the economic issues associated with a shrinking labour force can be offset
by increasing the economic productivity of those workers who remain (Hermann 2012),
such arguments may fall on deaf ears given the relatively bleak employment situation
faced by many young Canadians. In 2012, 14.3% of Canadians aged 15-24 years were
unemployed, the highest proportion of the Canadian labour force facing unemployment
(Bernard 2013). Young Canadians today are having a difficult time finding positions of
initial employment which enables them to begin personal income saving for the rest of
their lives. Youth unemployment in Canada has subsequent effects on the ability for
middle-aged Canadians to invest in private savings, as many young Canadians prolong
their stay at home during their search for employment which leaves less private income
for parents to draw from upon entering retirement. While Canada was successfully able

to navigate the fallout from the 2008 global economic recession, GDP forecasts indicate
relatively stalled growth for the country over the next few years (Sorensen 2013). If

fears of intergenerational inequity associated with population aging are to be addressed,
Canada’s economy must begin achieving higher levels of productivity output and growth.
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Reforms to Social Programs for Elderly Care Are Unpopular

Fears of intergenerational inequity in the financing of elderly care are further exacerbated
given the unpopularity among Canadians regarding reforming Canada’s elderly security
programs. As Hering and Klassen (2010) report, about 80% of respondents surveyed
about the matter were opposed to both increasing the retirement age of eligibility for CPP/
QPP from 65 to 67 and to increasing the contribution rate. This apparent lack of political
will to reform Canada’s elderly care programs in light of their increasing costs contributes
to the risk that these costs will simply be hoisted onto younger generations of Canadians.

Policy Recommendations

The fears regarding intergenerational inequity of health care costs spurred by population
aging are not unwarranted. Canada’s socioeconomic trajectory and aging demographics
paint a relatively bleak picture about who is going to pay for the country’s rising health care
costs. Fortunately the given situation is not immutable, and can be addressed through
proactive public policy. Population aging does not necessarily lead to higher health care
costs, if appropriate policy measures are pursed (Anderson and Hussey 2000). There are
a number of practical policy options available to Canadian policymakers that, if employed,
may lessen or perhaps even negate the phenomenon of intergenerational inequity in the
financing of Canada’s health care expenditure.

1. Reform Canada’s Pension Plans

Facilitating higher rates of labour force participation on the part of older workers is a viable
way of ensuring the strength of the Canadian economy. Denton and Spencer (2009) note
that increasing the labour force participation of older workers would appreciably enlarge
the size of the entire labour force, increasing the total productive capacity of the economy
and subsequently levels of income. Raising the age of eligibility for the CPP/QPP from

65 to 67 is one such policy mechanism that would encourage older workers to remain in
the labour force for a longer period of time (Hering & Klassen 2010). Not only would this
alleviate the stress on CPP/QPP by shortening the amount of time individuals can draw
from them, but increasing the retirement age by one year has been estimated to be similar
to a reduction of 17% of the pension benefit level (Ibid).

Given that either a reduction or an increase in the contribution rate of CPP/QPP is
unlikely, an increase in the age of eligibility provides the perfect funding mechanism to
ensure the sustainability of Canada’s pension programs. An added benefit of an age raise
is that Canadians would spend more time earning incomes in the labour force—income
which could then be saved for retirement. As Hering and Klassen (2010) calculate, a
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CPP/QPP age increase of two years would reduce public expenditure of the program
by $15 billion per year and increase contribution revenues by $5 billion per year by
2050, highlighting the extent to which this policy action will have a positive effect on the
resources available for Canadian health care expenditure and the economy as a whole.

While increasing the age of eligibility for CPP/QPP improves economic fairness across
younger and older generations, there are some notable drawbacks, specifically in

how it potentially reduces equity within each generation of retirees (Hering & Klaseen
2010). Low income earners tend to live for shorter amounts of time than their high-
income cohorts, and so a universal CPP/QPP age of eligibility raise would also lessen
the amount of time these individuals would be able to draw from these programs. This
situation is further exacerbated given that high income employees are increasingly retiring
earlier. These concerns, however, have their own policy remedies, primarily rooted in
increasing the productive capacities of Canada’s lower income earners (lbid). While
Canadian policymakers should be mindful of these concerns, they alone do not negate
the importance raising the age of eligibility for CPP/QPP and the positive impacts such an
action would have on ensuring intergenerational equity with regards to population aging.

2. Increase Investment in Human Capital

Increased investment in human capital for younger generations is an important measure
to address the challenges of population aging (Hermann 2012). Strong human capital

is associated with higher labour productivity and enables younger generations to better
support dependents, be they children or elderly parents. Policies aimed at child care
and education can, in particular, not only raise overall levels of labour productivity but
could potentially impact Canada’s fertility rate. As the Canadian Labour Congress (2013)
notes, child care supports Canadian parents to go to school, pursue skill training, or
enter the workforce. A national child care strategy would help Canadians balance work
and family life, in addition to providing a route out of poverty for low income families,
demonstrating the additional economic benefits of child care investment. By lowering the
costs associated with having children, Canadian families would no longer be forced to
pick between economic wellbeing and childrearing. By lessening the economic burden
associated with raising children, investments in child care help counter fertility decline and,
as a result, mitigate population aging (Peng 2011).

Investing in education is another possible policy mechanism that can be used to address
the challenges of intergenerational inequity. Canada has the highest share of university
graduates earning less than half the country’s median income of all OECD nations (Tal &
Enenajor 2013). A major cause of the situation is that 45% of recent university graduates
are graduating from fields that are known to have low economic return—typically the
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humanities and social sciences. Provincial governments should do more to encourage
students to pursue education in fields that have higher rates of economic return. Doing

so not only increases the individual’s economic prospects—higher rates of income, more
financial resources available to care for elderly dependents and their own retirement—but it
will also serve to raise the productivity of Canada’s labour force overall.

As with any policy option calling for an increase in public investment, issues of cost and
financing emerge. Does increased investment in human capital necessarily entail raising
taxes, or should Canadian governments seek to reallocate funds from existing budgets?
Despite these concerns, investment in child care and education have a high potential for
negating the inequitable intergenerational effects of population aging through their positive
association with economic growth. Policy makers should therefore seek ways to increase
Canada’s investment in these and other forms of human capital.

3. Increase Immigration

Increasing Canada’s immigration rate is another viable strategy to reduce the effects

of population aging (Uhlenberg 1992). Individuals who immigrate to a country are not
typically the very young or the very old, and by increasing the immigration rate Canada will
be able to increase the number of workers active in the labour force, which will increase
economic productivity overall. Canada already appears to be on the right track in this
respect, as Peter Dungan and Steve Murphy (2013) project that by 2040 net immigration
will account for the overwhelming majority of the Canadian population increase, should the
country’s fertility rate remain at current levels.

While there are several economic issues associated with increased rates of immigration—
ensuring that immigrants are high skilled, productive, and will not come to rely too
heavily on social assistance—they are largely offset by the economic benefits grounded

in maintaining a growing labour force. As Denton and Spencer (2009) analyze, in lieu of
substantive increases in labour productivity per worker, economic growth in Canada can
only be sustained through increasing labour participation rates.

Conclusion

Given Canada’s current socio-economic trajectory of increased longevity, lack of personal
savings, low fertility rate, lackluster economic performance, and an unwillingness to ‘it
the bill’ of rising health care expenditure on the part of middle-aged Canadians, fears

that the costs associated with population aging will be inequitably forced upon younger
generations of Canadians are not unfounded. This situation however is amendable
through public policies that aim to increase Canada’s future economic output, three of
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which—increasing the age of eligibility for CPP/QPP, investing in human capital, and
increasing immigration—have been outlined above.

As noted at the beginning of this paper, population aging is a global phenomenon.
Substantive research into how other countries are dealing with concerns regarding
intergenerational inequity within their jurisdictions will be a prudent pursuit for Canadian
researches in order to develop a framework of comparative analysis on this issue. While
intergenerational equity is an issue that merits attention, in doing so policy makers must
not lose sight of the fact that equity within generations also remains a cause for concern
(Wolfson & Rowe 2007). The good news is that many of the available policy remedies
provide solutions for both inter- and within generational inequities and as such should be
pursed to ensure a more financially equitable situation for all Canadians.
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