
1Paying for Canada’s Aging Population: How Big is the Problem? (Author’s Response)

Proceedings of the Canadian Institute of Actuaries, Vol. XXXIII, No 2, June 2002

Author’s Response to Comments by Keith Horner on the Paper: Paying for Canada’s

Aging Population: How Big is the Problem?

Response by: Robert L. Brown

I thank Mr. Horner for his careful commentary. It is always nice to know that someone is reading your work.

Obviously, it is disconcerting that Mr. Horner cannot confirm my findings, in fact, he states that the Department of
Finance cannot duplicate my results. This is upsetting when the source of the commentary is such a well-resourced
department of the Canadian government.

However, I would like to balance Mr. Horner’s comments for the reader who has persevered this far.

First, there is one technical error in Mr. Horner’s comments. He states that my model fails to take into account pre-age
65 benefit payouts. This is just not true. As stated in my paper (just after Table 10), the model accounts for the impact
of the fact that many registered accounts are closed and funds withdrawn prior to retirement. “All of these things
happened in the period 1991-95. To the extent that they continue to happen in the same proportion in the future, then
they are captured in the model.”

Based on work by King and Jackson (2000), Horner also concludes that population aging will result in slightly lower
personal income tax revenues since retirees have lower incomes than working-age taxpayers and so pay lower taxes. This
is a common conclusion, but one with which I disagree.

It is a virtual economic law that there must be an equilibrium between production and consumption. You cannot consume
something until it is produced (and you normally consume things very soon after they are produced). I have argued
in another paper: “A Macro-Economic Indicator of Age at Retirement (Brown et al, 2001) that the actual age of retirement
will rise when the baby-boom retires. That, and increased worker productivity, will result in the ability of Canadians
to continue to consume at their present level both before and after retirement. But, it also means that the Canadian GDP
will not shrink as the population ages, and that there is no reason to think that total income taxes will decline as so
many have concluded. I believe very strongly that this just cannot happen. You cannot have macroeconomic mis-
equilibrium.

Getting back to the thesis of the paper at hand, a growing number of independent authors seem to agree with me that
RPPs and RRSPs should be viewed as deferred tax assets.

Fougere (2002) states:

“…as baby boomers retire and begin to withdraw their RRSPs, the revenue gains associated with the taxation of
withdrawals should rise sharply and bring governments additional tax revenue.” (ibid, page 542)

In their recent paper, Robbins and Veall (2002) state clearly that RPPs and RRSPs are, in fact, deferred tax assets. Further,
they calculate that these deferred tax assets have a present value of about $300 billion (total federal and provincial present
values). They go on to state:
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“Note that an increase in RPP and RRSP contributions – perhaps stimulated by a government policy change that increased
the contribution incentives for Canadians at low incomes or raised the contribution limits – would reduce the conven-
tionally defined budget balance because such contributions are tax-deductible. Policymakers might resist such an oth-
erwise desirable change because of its budgetary effect. But that reaction seems shortsighted given that tax revenue would
increase in future when these contributions were withdrawn.” (ibid, page 3/4)

Merette (2002) draws the same conclusions but with even more detail.

Merette estimates that the Canadian governments (both federal and provincial) lost $27 billion or 3.5 percent of GDP
in 1995 because of the tax expenditures associated with tax-deferred private pension plans (TDPPPs) which are simply
RPPs and RRSPs. But, he goes on to say:

“Canadian governments will have access to revenues from an offsetting asset that will smooth, in a synchronized way,
the fiscal effects of population aging. This offsetting asset, resulting from tax-deferred private pension plans (TDPPPs),
will eventually enlarge the tax base and accommodate the rising expenditures in public pension and in health care.” (ibid,
page 16)

Later he states that:

“…net tax expenditures remain positive for both programs but decline rapidly after 2010 for RPPs and after 2020 for
RRSPs. Both become negative in the third decade of this century.

…total net tax expenditures, which amounted to 3.5 percent of GDP in 1995, will become a net tax gain of close to two
percent of GDP with population aging in 2040. For governments, this constitutes a total revenue increase of over five
percent of GDP.” (ibid, page 20)

In conclusion, Merette states:

“…the difference in terms of GDP between 2000 and 2050 is enough to pay the implicit health-care liability calculated
for the same period by Robson (C.D. Howe).” (ibid, page 21)

So, clearly, there are a growing number of researchers who are accumulating proof that RPPs and RRSPs are, in fact,
deferred tax assets. And those researchers who have attempted to evaluate this deferred asset numerically seem to find
that this asset just about matches the future health care cost liability.

Obviously, we would all sleep better if we had unanimous agreement on this matter. That may only happen with time.

I sincerely thank Mr. Horner for his contribution to this extremely important public policy debate.

References

Brown, R. L., R. Damm, and I. Sharara (2001). A Macroeconomic Indicator of Age at Retirement, North American Actuarial
Journal. Vol. 5, No. 2 (April), pp 1-10. Society of Actuaries, Schaumburg, Illinois.

Fougere, M. (2002). RRSP Savings and the Aging of the Baby Boom Generation. Canadian Tax Journal. Vol. 50, No. 2, pp
524-549. Canadian Tax Foundation.

King, P. and H. Jackson (2000). Public Finance Implications of Population Ageing, Department of Finance, Working Paper 2000-
08 (www.fin.gc.ca).



3Paying for Canada’s Aging Population: How Big is the Problem? (Author’s Response)

Proceedings of the Canadian Institute of Actuaries, Vol. XXXIII, No 2, June 2002

Merette, M. (2002). The Bright Side: A Positive View on the Economics of Aging, Choices, IRPP, Vol. 8, No. 1, (March),
Montréal.

Robbins, J. and M. R. Veall (2002). Future Taxes on Pension Savings as a Government Asset. C.D. Howe Institute Backgrounder.
No. 63 (October). Toronto.

Robson, W. B. P. (2001). Will the Baby Boomers Bust the Health Budget? Demographic Change and Health Care
Financing Reform.” C.D. Howe Institute Commentary No. 130 (October). Toronto.


