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ack in the 1990s, senior management at the Co-operators
Group Ltd. decided to be more generous with its defined

contribution pension plan. While most Canadian companies

with defined contribution offerings match employee contributions — often

up to five per cent of salary — the Co-operators upped its plan on both sides

of the equation by putting in even more than the members.

As Michael Dodd, director of pensions, treasury
and shareholder services for the Guelph, Ont.-based
company, explains, employees can choose to contrib-
ute six per cent and receive a 7.5 per cent match for a
total of 13.5 per cent. They can also choose a five per
cent contribution with a 6.5 per cent match for a total
of 1.5 per cent. “From conversations with my peers, I
believe this is quite generous,” he says.

“Most of our employees select the first option
and, although some younger employees complain
that it is expensive, they adjust to the money coming
off their pay and appreciate the result of higher
contributions over time.”

The plan is mandatory after five years, but Dodd
says most employees sign up right away, partly be-
cause of word of mouth when long-term staff
encourage new hires to get in early. More than 20
years after raising contribution rates, senior manage-
ment remains committed and internal company
surveys show members view the plan positively.

The Co-operators’ contribution strategy is old
news at that company, but with a greater emphasis
on retirement income adequacy, there’s a lot of talk
in the pension industry these days about how to get
employees to save more. And that brings up a num-
ber of questions: Should everyone contribute more
to their plan? How high should rates go? Is there a
magic number for contributions?

The case for increasing contributions

Multiple factors support increasing contribution
rates to improve retirement incomes. Greater
awareness of the importance of workplace savings is
one driver, says Matthew Williams, head of insti-
tutional and client service at Franklin Templeton
Investments Corp. “Employers also recognize that
to attract and retain employees, they need a more
compelling compensation package.”

Others in the industry note that higher contribu-
tions could help make up for the low market returns
during the past decade. Janice Holman, who leads
the defined contribution consulting group at Eckler
Ltd., says data shows the same plan (in a balanced
fund) would deliver significantly higher replacement
income for someone who retired in 2006, versus
someone who left the workforce today.

“This is due to lower interest rates today,
increased longevity of Canadians and the market
returns someone would have experienced over the
past 25 years compared to the 25-year period ending
in 2006,” says Holman. “It is just harder to produce
retirement income today than it was in the past.
Employers are concerned that the workforce won’t be
able to successfully transition to retirement and are
therefore trying to get employees to save more.”

There’s also some concern among employers
about who may shoulder the blame if plan savings
don’t provide enough retirement income. “A large
proportion of corporate plan sponsors feel exposed
to the risk of liability, especially since there are
no robust regulations here in Canada,” says Brad
Hicks, managing director of Canada at MFS
Investment Management Canada Ltd. “When you
look at the three pillars of an individual’s retirement
income — government, workplace and personal sav-
ings — talk these days puts the workplace portion
front and centre.”

Getting to the magic number

Globally, defined contribution pension plans are
already moving towards higher contributions,
according to Rob Bauer, professor of finance at
Maastricht University in the Netherlands and
executive director of the Toronto-based International
Centre for Pension Management. “Most people are
not saving enough for retirement, so it is important
not to make a mistake on contribution rates. Saving
10 per cent a year is not adequate for a 60 to 70 per
cent replacement ratio, and I believe DC contribu-
tion rates should be similar to a [defined benefit] plan
with 18 to 20 per cent a year going into the plan.”

Not everyone takes such a hard line, but there’s
anecdotal evidence that Canadian employers are
moving contribution rates higher than the standard
plan of equal contributions of three per cent, says
Williams. “We are typically seeing a higher percent-
age in public sector plans where there is an element
of forced participation. For example, one provincial
DC arrangement has a mandatory nine per cent con-
tribution and nine per cent match. That drives some
large balances for individuals with longer tenure in
absolute-dollar amounts.”
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Another trend is for employers to offer what he
calls a stretch match to encourage employee savings.
Williams describes a plan that recently went from a
100 per cent match to a design that encouraged even
greater contributions by employees. The plan has
a base employer contribution of three per cent and
previously, if the employee contributed that amount
as well, the company put in three per cent more for a
total of nine per cent. Recently, the design changed
so that if the employee contributes six per cent (on
top of the three per cent base), the employer puts in
an additional three per cent for a total of 12 per cent.

But higher contribution rates aren’t necessarily a
good idea for all plan members. As Williams points
out, income levels are a key driver of contribution rates
and government programs such as the Canada Pension
Plan, old-age security and the guaranteed income sup-
plement can be much more significant in retirement
for those earning less. “If you are making $30,000 a
year, you can ill afford to contribute since money goes
to pay the bills, and CPP, OAS and GIS are going to
provide a pretty good replacement rate. If lower-
income individuals have more money, they may be bet-
ter to put their savings in a [tax-free savings account].”

Michelle Loder, a partner in the defined contri-
bution solutions business at Morneau Shepell Ltd.,
agrees that higher contributions aren’t for everyone.
“My first inclination is that we don’t need to increase
contributions,” she says. “There is a general feeling
that employees are not taking advantage of the match,
so they leave money on the table. But if you only make
$25,000, you don’t have money to contribute. If you
make $150,000 and up, you are more likely to contrib-
ute. My concern is there may be pressure to increase
contributions without thinking of the context.”

Any so-called magic number for contribution
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rates depends on a number of personal variables:
current disposable income; expected lifestyle in
retirement; health status; other sources of earnings;
inflation; longevity; understanding of government
benefits; whether someone is planning to work in
retirement; and taxes and fees on investments today
and in retirement.

“It’s the employer’s role to help people determine
how much to save to get the retirement income they
need,” says Loder. “For example, eight per cent going
into a plan is considered minimum, but that eight
per cent may not be enough for someone making
$150,000, while it could be too much for those
making less than $40,000.”

Holman agrees that contributions are an indi-
vidual question. “As we move away from unproven,
generic rules of thumb, such as the 70 per cent gross
replacement rate, to focus on individual needs,
plans with some form of base benefit that allow the
employee to tailor the plan to meet their savings
needs are gaining popularity,” she says.

“They can also be more efficient and less costly
for employers, as those with less savings needs won’t
be forced to save at a higher rate and attract the
maximum matching. Yet those that need additional
savings can achieve that with the sponsor’s help.”

Other levers available

All of that isn’t to say that plan contributions
shouldn’t go up, at least for some members. “The
balance someone accumulates on retirement is based
on contributions and investment gains, minus with-
drawals,” says Hicks, adding that research shows
raising contributions works well. “The challenge,
however, is getting members engaged in the plan
and escalating contribution rates over time.”
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The upcoming increase in CPP contributions
could compound the difficulty of getting people to
save more in their company plan. Although the aim
of higher CPP contributions is to help provide better
retirement incomes, the additional premiums will
turther reduce employees’ net pay. For low-income
workers, even going up a notch may be too much if
their disposable income is barely enough to get by.

And even if employees want to contribute more,
employers may balk at providing a match since
it would push up the cost of funding the plan.
“Increased company pension contributions could
cause unintended consequences elsewhere in the
total rewards framework, such as reductions to other
benefit costs,” says Loder. “And it might not achieve
the optimal retirement outcome for members.”

Instead of raising contribution levels, plan spon-
sors could be doing more to make sure employees
get the information they need about appropriate
contribution rates to meet their goals for retirement
income, she adds. “Many more employers are upping
the game in terms of what they offer members as
part of retirement planning by expanding beyond
traditional retirement education into debt manage-
ment and financial literacy.”

Plan design could also have a more positive
impact on retirement outcomes by discouraging
withdrawals and ensuring decumulation options
are in place to support payout in retirement with
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the same services and fees, says Loder.

Making enrolment in the plan mandatory gets
employees to join early and start saving for retire-
ment. And automatic escalation of contributions,
particularly when tied to a salary raise, can make it
easier for employees to save more. “But that’s driven
more by the employer than the employee,” says
Williams. “And matches don’t always increase.”

Rather than automatic escalation, which tends to
“raise all ships” when not all employees need to save
the maximum amount, Holman stresses that the
industry needs to do a better job of helping employ-
ees understand how much they need to save when
they enrol in a plan and how that may change over
time. “This is where it is crucial to provide custom-
ized support, to get people on the right path from
the beginning,” she says.

While raising contributions is one of the levers
available to promote better retirement outcomes,
employers can’t do it blindly, says Loder. “The
emphasis needs to switch to more dialogue about
retirement income needs and how much to save to
meet that expectation. Before raising contributions,
you need to know why that strategy is necessary and
what you are saving for. It’s important to understand
that higher rates aren’t for everybody.” 4

Sonya Felix is a Vancouver Island-based
freelance writer.
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