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Currently, all 34 countries in the OECD have some form of public retirement saving system.  To better fulfill 
their role, most of these public retirement saving schemes offer two levels of retirement income security: 
the first comes from a state pension plan that offers a pension to citizens in proportion to their contribution 
throughout their working life, the second comes from additional tax-funded payments to low-income retirees 
allowing them to obtain adequate retirement income despite having had limited income saving 
opportunities.   

In North America, both Canada and the United States (U.S.) have their own government-sponsored and 
administrated pension schemes with multiple levels of post-retirement income protection.  We will review 
and compare them in this article.   

 

Background- U.S. OASDI 

Pillars of the US public pension system 

The US Social Security program consists of two pillars: the Supplemental Security Income (SSI), which 
provides benefit payments to very low income individuals (age 65 or older) as well as the blind and disabled, 
and the Federal Old Age, Survivor and Disability Insurance program (OASDI), which provides retirement 
benefits based on individual earnings and contributions throughout their career. 

Funding 

The SSI is funded by government revenue alone, while the OASDI is funded by employee and employer 
contributions through payroll tax.  The US Social Security program represents the largest single expenditure 
item in the US federal budget. 

Retirement age 

For individuals born on or after 1960, the normal retirement age for access to OASDI benefits is 67 in 2012.  
Early retirement is available starting at 62 with a reduction in the lifetime benefits to account for the longer 
payment period. 



Benefits calculation methods  

The amount of OASDI retirement benefits payable is determined based on an individual’s covered earnings 
up to a maximum amount during his/her career.  Earnings prior to age 62 are indexed using the Average 
Wage Index to reflect changes in standards of living.  The 35 highest indexed yearly earnings are then used 
to calculate an average.  This average is then converted into monthly amounts and broken down into three 
portions with a different replacement rate applied to each portion. 

   

 

 
Range Replacement rate in 2012 

Example with 
$5,500 average 

monthly earnings 

First portion of average 
monthly earnings $767 and under 90% $690.30 

Middle portion of average 
monthly earnings $767 to $4, 624 32% $1,234.24 

Upper portion of average 
monthly earnings Over $4,624 15% $131.40 

  Total Primary Insurance Amount 
 for Example 

$2,055.94 

 

The total benefit calculated this way is called the Primary Insurance Amount (PIA).  The PIA is then indexed to 
the retirement age and reduced for early retirement, if applicable, to calculate the monthly pension 
payments. 

In 2012, the maximum OASDI pension is $2,513 per month at full retirement age.  OASDI retirement benefits 
are reviewed every year for cost of living adjustments. The contribution rate for OASDI is 6.20% for 
employees and 6.20% for employers. The maximum covered earnings for 2012 is $110,100. 

  



Background- Canada’s CPP 
 
Pillars of Canada’s public pension system 

 
In Canada, the government managed a pension plan consists of the Old Age Security program (OAS), the 
Guaranteed Income Supplement (GIS), and the Canada/Quebec Pension Plan (CPP/QPP). OAS provides a flat 
benefit to all retired Canadians who qualify but includes a claw back formula depending on retirement 
income. The GIS provides additional benefits for individuals with very low income.   The CPP provides 
benefits to retired Canadians based on contributions made during their working careers. 

Funding 

The OAS and GIS are funded from general tax revenue.  The CPP, similar to the OASDI, is funded by 
employee and employer contributions. 

Retirement age 

The normal retirement age for the CPP is 65 in 2012; early retirement is possible with reductions of the 
benefits from age 60. 

Benefits calculation methods 

CPP retirement benefits are calculated based on an individual’s career earnings.  The earnings are indexed to 
take into account changes in standards of living and the lowest 15% income earning years are excluded (it 
will be changed to 17% in 2014).  For example, if an individual has worked for 47 years, the 40 highest 
earning years will be used to calculate the benefits.   

The maximum CPP benefit for the year 2012 is $987 per month and the maximum OAS benefit for January 
2012 is $540 per month. CPP benefits are adjusted annually for cost of living increases. OAS amounts are 
reviewed quarterly. The contribution rate of CPP is 4.95% for employees and 4.95% for employers, up to 
maximum covered earnings, also called Year’s Maximum Pensionable Earnings (YMPE).  The YMPE for 2012 
is $50,100. 

 

  



Canada-U.S. comparison 

Consider a Canadian citizen who earns exactly the YMPE amount from age 25 to 64 and is retiring at age 65 in 
2012.  For this individual, the CPP and OAS combined will provide a benefit of $1,527 per month: an income 
replacement ratio of about 38% (based on earnings prior to retirement of $48,300, the 2011 YMPE, i.e. 
$4,025 per month).  In the U.S., the SSI is more like Canada’s GIS than the OAS and is reserved for the lowest 
income individuals.  An American citizen with identical earnings retiring at 65 would receive OASDI benefits 
of approximately $1,850 per month:  this is a replacement ratio of about 46%.  As we can see, the U.S. OASDI 
system provides a wider coverage and a higher income replacement level.  This difference is even greater at 
higher income levels as the OAS’ claw back begins at a net income of $69,562 (2012).  However, to achieve 
the additional replacement level, higher contribution rates are required for the OASDI (12.40%) compared to 
the CPP (9.90%).  

Comparing returns on contributions: OASDI vs. CPP value 

A comparison of the value of the benefits provided requires reviewing the retirement benefits provided 
under the above examples and computing the investment returns on both contribution patterns required to 
pay for these benefits payments starting in 2012 (age 65).   

Assuming a net return of 4.0% going forward, an annual cost of living adjustment of 2.0% and a life 
expectancy after 65 of approximately 20 years, the OASDI retirement benefits are valued at $350,000 at age 
65 at 2012, while the CPP retirement benefits are valued at $187,000.  Based on the historical required 
contributions, the implied rate of return on the contributions for the OASDI benefits is about 5.75% per 
annum, while the implied rate of return on CPP contributions is closer to 6.45% per annum.   

From this, we can see that the CPP provides better value under the current levels of contributions and 
coverage than the OASDI.  

Summary table 

2012 OASDI CPP 

Covered Earnings $110,100 $50,100 

Maximum Benefits $2,513 per month $987 per month 

Normal Retirement Age 67 65 

Contribution Rate 6.20% (ER) + 4.20% (EE)* 4.95% (ER) + 4.95% (EE) 

*6.20% by statute, 4.20% temporary for 2012 

Long Term Sustainability 

In the US, every year, a review on the financial soundness of the Social Security is carried out by Trustees of 
the Social Security Trust Fund.  The 2011 Annual Report reiterated concerns regarding the financial health of 
the Social Security program.  In 2010 and 2011, Social Security expenditures exceeded contributions received 
and a portion of the investment income was used to pay for benefits.  A 75-year projection shows that after 
2020, expenditures would grow to such a level that redemption of assets greater than just the interest 



income would be required.  Based on the required redemption, the Social Security Trust Fund is expected to 
be exhausted by 2033. After this, contributions will only be sufficient to pay 75% of the scheduled benefits 
through 2086. 

In Canada, the CPP program is reviewed every three years by the Office of the Chief Actuary.  The latest 
actuarial report of December 31, 2009 showed that, in a 75-year projection, the current contribution rates 
are projected to be more than sufficient to cover the expenditures over the period to 2020.  After this date, 
a proportion of investment income would be required to make up the difference between contributions and 
expenditures.  Starting in 2050, 29% of investment income would be required to pay for the benefits. 

Conclusion 

The retirement programs in Canada and the US are similar in that they both provide social insurance for low 
income individuals facing poverty (SSI and OAS/GIS) through general tax revenue.  On top of that, a more 
comprehensive system provides for retirement benefits proportional to contributions through an 
individual’s working career.   

In both Canada and the US, benefits are paid via annuities: the payments are made to the beneficiaries each 
month from the date of retirement for the individual’s lifetime.  This form of payment system protects 
individuals from outliving their savings.  While this is a popular approach in North America and Europe, other 
countries do have programs that pay retirees a onetime lump sum at retirement.   

The main difference between the OASDI and CPP is in the level of coverage: in 2012, the OASDI’s covered 
earnings are $110,100 while CPP only covers $50,100 of earnings.  The difference in coverage represents a 
difference in philosophy on retirement saving responsibilities.  Instead of mandatory saving through payroll 
deduction, the Canadian system clearly puts more burdens on individual citizens to save, in particular for 
those in the middle to high income range. 

The long term sustainability of the two programs is also reflective of differences in consideration and 
approach.  The governments must decide on how the program should be financed and how its funds should 
be invested.  While Canada’s Pension Plan is currently in good financial health, given the current economic 
conditions and the aging population in the U.S., changes to the OASDI will likely be necessary in the near 
future.  The required changes could include increasing contribution rates, decreasing benefit levels, or 
increasing the normal retirement age.  

If you have questions regarding this article, or would like to submit your comments, please do not hesitate to 
contact Victor Chen at 604-647-3216 or by email at victor.chen@pbiactuarial.ca. 

ABOUT PBI 

PBI Actuarial Consultants Ltd. is a dynamic and growing company focused on providing actuarial, 
administrative and investment consulting services for pension and benefit plans, as well as other trust funds 
across Canada. 

Visit our website at http://www.pbiactuarial.ca/ to learn about our services or connect with our experts for 
more information. 

http://www.pbiactuarial.ca/en/pensions/overview/
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