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SUMMARY

B Alberta disproportionately contributes to a
host of national and federal programs. This bul-
letin examines the province’s contributions to
the Canada Pension Plan.

B In 2017, Alberta workers represented 16.5
percent of the total contributions to the CPP
while Alberta retirees consumed 10.6 percent
of CPP expenditures. This resulted in a net
contribution by Albertans to the CPP in 2017 of
$2.9 billion. Over the last decade (2008-2017),
Albertans made a cumulative net contribution
of $27.9 billion to the CPP.

B Alberta’s disproportionate contributions to
the CPP and other national programs happen
largely because the province has a dispropor-
tionate share of the country’s working age pop-
ulation (including stable net in-migration from
other provinces of working age Canadians), a
higher employment rate for people of working
age, and higher average earnings than the rest
of the country.
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B We made hypothetical calculations to esti-
mate the effect on the CPP contribution rate if
Alberta withdrew from the plan. The calcula-
tions are based on CPP prior to its expansion
and on the OSFTI’s definition of sustainability, as
detailed in the bulletin.

B Based on Alberta’s current disproportionate
contributions to the CPP, the contribution rate
would have to increase from 9.9 percent (pre-
expansion) to 10.6 percent to remain sustain-
able if Alberta withdrew from the plan. Alter-
natively, Alberta’s hypothetical standalone rate
could be as low as 5.85 percent.

B We calculated a second estimate that as-
sumed Alberta’s contribution to the program
diminished and began to converge with that of
the rest of the provinces. In such a scenario,
the CPP rate would still have to increase to 10.3
percent to remain sustainable while a stand-
alone Alberta program would have a contribu-
tion rate of 7.2 percent.
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Introduction

The difficulties that Alberta’s energy sector—
and indeed the broader economy of the prov-
ince—are currently experiencing have stimulated
heightened interest in the disproportionate con-
tributions that Albertans make to national pro-
grams. Much is made, for instance, of the degree
to which the federal equalization program re-
lies on Alberta.! Alberta’s contributions are often
overlooked on one national program in particu-
lar: the Canada Pension Plan (CPP). This bulletin
examines the contributions Alberta’s workers
make to the CPP in order to illustrate the dis-
proportionate reliance that national programs
such as the CPP have on Alberta as a participat-
ing province. The CPP example is particularly
important because the program is constructed
in such a way that provinces can opt out of it
and provide their own parallel provincial pro-
gram as Quebec decided to do right when the
CPP was first introduced in the mid-1960s.

Contributions to and expenditures by
the CPP

This analysis will begin by examining contribu-
tions to and expenditures by the CPP by prov-
ince. Figure 1 illustrates the share of total con-
tributions from Alberta workers to the CPP
from 1981 to 2017.7 (This analysis excludes Que-
bec since that province maintains its own sepa-
rate pension plan, the QPP). As figure 1 shows,
Alberta’s share of total CPP contributions fell

! See for example, table 1in Lafleur, Eisen and Pala-
cios (2017).

% The authors asked Statistics Canada about the con-
tribution data for the CPP for the 2011 to 2016 period,
which shows that the level of contributions by Al-
berta workers was relatively stable. Statistics Canada
confirmed that that was the case for that period.
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Figure 1: Alberta’s Share of CPP
Contributions
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Source: Statistics Canada, CANSIM Tables 36-10-0315-01
and 36-10-0450-01.

in the 1980s from roughly 15 percent of the to-
tal in 1981 down to 12.2 percent by 1989. The
share of total CPP contributions by Albertans
increased thereafter and stabilized at 16.5 per-
cent. (In 2018, Alberta represented 15.6 percent
of the country’s population excluding Quebec.)

Figure 2 illustrates the other side of the CPP:
spending. Specifically, figure 2 shows the share
of total CPP expenditures for Alberta. The share
of expenditures has risen from 8.0 percent in
1981 to a fairly stable rate of roughly 10.6 per-
cent since the early 2000s. Indeed, over most
of the last decade, there was a fairly stable level
of contributions from Alberta (16.5 percent) and
spending in Alberta (10.6 percent).

Figure 3 combines these two series. It shows
the annual net balance of expenditures to and
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Figure 2: Alberta’s Share of CPP spending for the CPP in Alberta. In other words,
Expenditures figure 3 shows whether there was a net contri-
bution or a net payment to Albertans from the
12% CPP.

Figure 3 indicates that there are three fairly
distinct periods from 1981 to 2017. Specifically,
from 1981 to 1991, Albertans made a small net
contribution to the CPP, meaning that contri-
butions by Alberta workers to the CPP were
slightly greater than the spending by the CPP
on retirees in Alberta. The annual net contribu-
tion during this period ranged from -$33 mil-
lion to +$309 million.
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by the CPP to Alberta retirees compared to the
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Figure 3: Annual Balance of CPP Contributions from and Expenditures in Alberta
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Source: Statistics Canada, CANSIM Tables 36-10-0315-01 and 36-10-0450-01.
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Figure 4: Alberta’s Share of the Working Age Population of Canada (less Quebec)
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Notes:

1) The base population for these projections is derived from the official preliminary post-censal estimates of the population
for Canada, provinces, and territories as of July 1, 2013. In all scenarios, the population is projected until 2038 for the prov-
inces and territories, and until 2063 for Canada as a whole. For more detail on the assumptions and scenarios, please refer
to Statistics Canada’s projection report (catalogue 91-520) and its technical report (catalogue 91-620). Because of rounding,
counts within tables may differ from the totals.

2) The population is projected until 2038 for the provinces and territories, and until 2063 for Canada as a whole.

3)The medium growth and 1991/1992-t0-2010/2011 interprovincial migrations trends scenario is defined by the following
assumptions: a Canadian total fertility rate that reaches 1.67 births per woman in 2021/2022 and remains constant there-
after; a Canadian life expectancy that reaches 87.5 years for males and 89.1 years for females in 2062/2063; interprovincial
migration based on the trends observed between 1991/1992 and 2010/2011; a national immigration rate that reaches
0.75% in 2022/2023 and remains constant thereafter; an annual number of non-permanent residents (Canada) that reaches
864,600 in 2021 and remains constant thereafter; a national net emigration rate of 0.19%.

Source: Statistics Canada, CANSIM Table 17-10-0057-01.
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In the final period from 1999 to 2017, Alberta
workers made fairly large net contributions to
the CPP compared to the payment that Alberta
retirees received from the CPP. Specifically, the
net contributions during this period increased
from $149 million in 1999 to a high of $3.1 bil-
lion in 2015. This period coincides with the ac-
celerated increase in the CPP contribution
rates agreed to by the participating provinces
and the federal government in 1996,* which saw
CPP contribution rates increase from 5.6 per-
cent in 1996 to 9.9 percent in 2003.

In 2017, the year for which the most recent data
are available, the net contribution was $2.9 bil-
lion. Indeed, the cumulative net contributions
of Albertans to the CPP over the last decade
(2008 to 2017) total $27.9 billion.

It is worth pausing to understand why this im-
balance exists. A number of factors influence
the operations of a pension, and in particular
programs like the CPP that have a substantial
“pay-as-you-go” component. Pay-as-you-go
refers to a feature of the CPP (and other pro-
grams) wherein a portion of the benefits paid
to current retirees are financed not from accu-
mulated savings but from the current contribu-
tions of workers. In other words, current work-
ers are paying into the CPP to pay for current
retiree benefits. For example, in 2016, the CPP
collected $46.5 billion in contributions from
Canadian workers* and paid out $42.9 billion in
retiree and related benefits, leaving a net cash

% For a fulsome summary of the reforms agreed to
in 1996 and enacted in 1997, see Office of the Chief
Actuary (1997).

* In addition to the $46.5 billion collected from
workers in the form of contributions, the CPP also
recorded $5.8 billion in investment income. See Of-
fice of the Chief Actuary (2018), table 9 (p. 25).
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flow for investment (savings) of $3.6 billion (Of-
fice of the Chief Actuary, 2018: table 9, p. 25).

The fact that Alberta has a disproportionate
share of the country’s working age population
(people aged 15 to 64) will obviously affect its
share of contributions to the CPP, assuming it
has an employment rate for the working age
population that is average or better. Figure 4 il-
lustrates Alberta’s share of the country’s work-
ing age population (minus Quebec) and Statis-
tics Canada’s expectation for the future.

The province’s share of the country’s working
age population (minus Quebec) increased from
15.3 percent in 2013 to an expected 16.0 percent
in 2018 (figure 4). (Alberta had 15.6 percent of
the total population of Canada (minus Quebec)
in 2018). Furthermore, Statistics Canada proj-
ects that Alberta’s share of the population (mi-
nus Quebec) will continue to increase, reaching
19.2 percent in 2038, the last year of its latest
population projection.®

Interprovincial migration is partly responsi-

ble for Alberta’s disproportionate share of the
country’s working age population. Figure 5 il-
lustrates the annual net interprovincial migra-
tion of the working age population from 1971-
72 to 2016-17. Except for the periods 1982-83

to 1988-89, 1992-93 to 1993-94, 2009-10 and
2015-16 to 2016-17, Alberta experienced a net
inflow of 527,017 working age people from other
provinces.

Alberta also has a higher employment rate for
the working age population than the rest of the

> These results hold even if Quebec is included,
though Alberta’s share of the working age popula-
tion is obviously lower. In other words, Alberta
maintains a disproportionate share of the country’s
working age population whether Quebec is included
or excluded.
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Figure 5: Alberta’s Net Interprovincial Migration, People Aged 15 to 64 (Working Age)
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1) Interprovincial migration represents movements from one province or territory to another, involving a change in usual
place of residence. A person who takes up residence in another province or territory is an out-migrant with reference to the
province or territory of origin, and an in-migrant with reference to the province or territory of destination. Net interprovin-
cial migration is the difference between the number of in-migrants and the number of out-migrants.

2) Period from July 1 to June 30.

3) The number of interprovincial migrants is final up to 2015/2016 and preliminary for 2016/2017.

4) Data for persons aged 90 to 100 years and over will be available from 2001/2002.

5) From 1971/1972 to 1975/1976, estimates are based on Family Allowance data. From 1976/1977 to 2015/2016, estimates
are based on Canada Revenue Agency (CRA) tax data. For 2016/2017, estimates are based on Canada Child Benefit data
from CRA (formerly Canada Child Tax Benefit).

6) The population growth, which is used to calculate population estimates, is composed of the natural growth (Statitics
Canada Table CANSIM 51-0002 and 51-0013), international migration (CANSIM 51-0011) and interprovincial migration
(CANSIM 51-0012).

7) Age at July 1.

Source: Statistics Canada, CANSIM Table 17-10-0015-01.
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Figure 6: Annual Employment Rates,
Canada (less Quebec) versus Alberta
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Note: The employment rate is the number of persons
employed expressed as a percentage of the population 15
years of age and over. The employment rate for a par-
ticular group (age, sex, marital status, etc.) is the number
employed in that group expressed as a percentage of the
population for that group. Estimates are percentages,
rounded to the nearest tenth.

Source: Statistics Canada, CANSIM Table 14-10-0018-01.

country. Figure 6 shows the employment rates
for Alberta and for Canada minus Quebec be-
tween 1976 and 2017. As is clearly visible in fig-
ure 6, Alberta has maintained a higher employ-
ment rate than the rest of the country (minus
Quebec) throughout this period, regardless of
the economic cycle or state of the provincial
economy.® The average gap in the employment

5 This result holds even if Quebec is included. If
Quebec is included, the average gap in the employ-
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Figure Figure 7: Market Income, Canada
(less Quebec) vs. Alberta, Constant 2016 $
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Note: Estimates are based on data from the following sur-
veys: the Survey of Consumer Finances (SCF) from 1976 to
1992, a combination of the SCF and the Survey of Labour
and Income Dynamics (SLID) from 1993 to 1997, the SLID
from 1998 to 2011, and the Canadian Income Survey (CIS)
beginning in 2012. For more information, see Statistics
Canada (2015). Also, two previous revisions of income data
are described in Cotton (2000) and Lathe (2005).

Source: Statistics Canada, CANSIM Table 11-10-0239-01.

rate over the entire period was 6.3 percentage
points or 10.3 percent higher than the national
average.’

ment rate over the entire period was 7.4 percent-
age points or 12.3 percent higher than the national
average.

" The gap is fairly stable over time. For instance,
over the last decade (2008-2017), the gap was 6.9
percentage points or 11.0 percent higher than the
national average.
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A final factor to consider is the average income
of Albertans versus those in the rest of the
country (minus Quebec). Figure 7 illustrates the
average market income of Albertans compared
with those in the rest of the country (minus
Quebec) from 1976 to 2016, the latest data avail-
able. As it illustrates, in many of those years, Al-
bertans enjoyed a much higher average market
income than people in the rest of the country
(with or without Quebec).? And indeed, the gap
between Alberta and the rest of the country has
increased since the early 2000s,? though there
was a contraction in 2016.

Simply put, workers in Alberta contribute far
more to the CPP than what the CPP spends on
Alberta’s retirees. This is due in large measure
to three facts: Alberta has a higher share of the
working age population relative to its population
than the rest of the country; it maintains higher
employment rates for those of working age; and
Albertans enjoys higher average market incomes
than people elsewhere in the country.

CPP contribution rate not sustainable
without Alberta

Another way to consider Alberta’s dispropor-
tionate contribution to the CPP is to hypotheti-
cally calculate the sustainability of the CPP

if Alberta were to withdraw from it. In other
words, what would theoretically happen to the
CPP if the disproportionate contribution by Al-
bertans no longer existed?

For simplicity, the analysis excludes the recent-
ly agreed to expansion of the CPP and focus-

& Again, these results hold even if Quebec is includ-
ed in the analysis.

? The average gap between Alberta and the rest of
Canada (minus Quebec) between 2007 and 2015 was
$9,767.
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es on the implications of Alberta withdrawing
from the original CPP, prior to its expansion.

As briefly explained previously, the CPP is a hy-
brid system with a large “pay-as-you-go” compo-
nent, meaning that contributions paid by workers
today are used to fund benefits for current retir-
ees. The other part of the base CPP is the “pre-
funded” portion, which is invested by the Cana-
da Pension Plan Investment Board (CPPIB).

Under pension systems with a pay-as-you-go
component, the contribution rate at which the
system is sustainable at a given level of ben-
efits depends, among other aspects, on the de-
mographic and income profile of workers and
recipients in a jurisdiction. Specifically, all else
being equal, a younger population with few-

er retirees, a higher employment rate, and /or
a higher average income will result in a lower
contribution rate for the system to remain sus-
tainable given a specific level of benefits.

The 29% Canada Pension Plan Actuarial Report
by the Office of the Superintendent of Financial
Institutions (OSFI) presents detailed financial
projections of the CPP featuring contributions,
investment income, expenditures, cash flow
analyses, and the asset/expenditure ratio."

OSFT's test of sustainability,” upon which this
analysis relies, is based on the calculation of the

10 The two key sources of data used for the esti-
mates were Office of the Chief Actuary, 2018: table

9 (p. 25) and table 12 (p. 29). Both tables contain key
financial information for the CPP. The difference is
that table 9 uses the actual CPP tax rate of 9.9 per-
cent whereas table 12 uses the minimum conceptual
tax rate required to maintain sustainability. The cal-
culations in this paper were based on data in table 9;
table 12 was used as a validation check.

I This test is set out in the Regulations of the
Canada Pension Plan. For details, see Office of the
Chief Actuary (2014): 13.
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ratio of assets to spending. The specific cur-
rent test used by OSFI to determine sustain-
ability is whether the asset-to-expenditure
ratio 50 years from the date of the last full ac-
tuarial assessment is the same as or higher than
the asset-to-expenditure ratio estimated 10
years from the date of the assessment. In other
words, OSFI focuses on whether the current
tax rate, given the proportion of workers and
retirees, income levels, and other demograph-
ic data, is sufficient to maintain the asset level
relative to projected spending in 60 years com-
pared to what is projected in 10 years. The key
aspect of this calculation is whether a decline
in the value of assets held would be required

to fund current expected retiree benefits given
current expected revenues.

For the purposes of this bulletin’s analysis, 2025
was used as the base for the 10-year estimate.
In 2025, OSFI projects the asset-to-expenditure
ratio for the current CPP at 6.45. In other words,
OSFTI anticipates that the accumulated assets

of the CPP in 2025 will be 6.45 times the level

of expenditures for the following year (2026).
The test of sustainability is, therefore, whether
in 2075 the CPP, given current expectations for
the proportion of workers and retirees, income
levels, etc., will result in an asset-to-expendi-
ture ratio of no less than 6.45. Currently, the
expected asset-to-expenditure ratio in 2075 is
7.29 (Office of the Chief Actuary, 2018: table 9,
p. 25). This means that OSFI currently projects
that the CPP will accumulate assets relative to
spending compared to the ratio in 2025.

The authors examined contribution and expen-
diture data by province, in aggregate, between
1981 and 2017. They paid particular attention to
the last 10 years of data: 2008-2017. During that
period, on average, Alberta workers paid 16.5
percent of all CPP contributions and represent-
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ed 10.6 percent of all benefits paid.”” These per-
centages were fairly stable throughout the pe-
riod despite the recession in 2008-009.

The authors used these proportions to adjust
the projections for the CPP between 2019 and
2090 in order to calculate the CPP should Al-
berta withdraw from it. In other words, these
proportions were used as a proxy measure to
calculate what the CPP would look like in the
future without Alberta workers contributing to
it or Alberta retirees receiving its benefits.

Several key assumptions underlie this analysis.
First, the analysis examines the contributions
collected from workers in Alberta and the pay-
ments made to retirees in Alberta. In a strict
sense, this is different from what would happen
if Alberta were to withdraw from the CPP. In
such a case, benefits would be paid to retirees
who contributed to the system regardless of
where they lived in retirement. The view of the
authors is that this difference is largely mitigat-
ed in the calculations presented below based
on the reality that on net, Alberta tends to at-
tract retirees. In other words, over time, more
seniors tend to move to Alberta than leave the
province, which means that the calculations

in this bulletin, which rely on the location for
determining contributions and payments, are
likely conservative estimates.

Figure 8 illustrates interprovincial net migra-
tion for people over the age of 65 from 1971-72
through to 2016-17. Over those 46 years, in only
12 of them did more seniors leave the province
than move into it—roughly one of every four
years. In addition, over the entire period, a net
total of 17,472 people over the age of 65 moved

2 This includes all expenditures including non-
retirement benefits such as disability.

FRASER RESEARCH BULLETIN 9



Albertans Make Disproportionate Contributions to the CPP

Figure 8: Alberta’s Net Interprovincial Migration, People Over the Age of 65
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Notes:

1) Interprovincial migration represents movements from one province or territory to another, involving a change in usual
place of residence. A person who takes up residence in another province or territory is an out-migrant with reference to the
province or territory of origin, and an in-migrant with reference to the province or territory of destination. Net interprovin-
cial migration is the difference between the number of in-migrants and the number of out-migrants.

2) Period from July 1 to June 30.

3) The number of interprovincial migrants is final up to 2015/2016 and preliminary for 2016/2017.

4) Data for persons aged 90 to 100 years and over will be available from 2001/2002.

5) From 1971/1972 to 1975/1976, estimates are based on Family Allowance data. From 1976/1977 to 2015/2016, estimates
are based on Canada Revenue Agency (CRA) tax data. For 2016/2017, estimates are based on Canada Child Benefit data
from CRA (formerly Canada Child Tax Benefit).

6) The population growth, which is used to calculate population estimates, is composed of the natural growth (Statitics
Canada Table CANSIM 51-0002 and 51-0013), international migration (CANSIM 51-0011) and interprovincial migration
(CANSIM 51-0012).

7) Age at July 1.

Source: Statistics Canada, CANSIM Table 17-10-0015-01.
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into Alberta compared to the number moving
out of Alberta.

The analysis makes another key assumption:
that Alberta’s proportional share of assets in
the Canada Pension Plan Investment Board,
based on the data from 2007 to 2017, is allo-
cated to Alberta. Specifically, 16.5 percent of
the accumulated assets of the CPPIB are as-
sumed to be transferred to an independent
Alberta-based investment fund.” Similarly, all
the current assumptions for the CPPIB in terms
of rates of return, cost, etc., are applied to the
new Alberta fund.

This bulletin further assumes that the share of
contributions from Alberta and expenditures
in Alberta from 2007-2017 are a reasonable and
relatively accurate indicator of contributions
and expenses for the foreseeable future. This
is based on Statistics Canada’s projections for
an increasing share of the country’s working
age population to reside in Alberta, and on the
province’s long history of maintaining higher
employment rates and income levels than the
national average.

Sustainability, as defined by OSFI, is that the
asset-to-expenditure ratio in 2075 is the same
as, or higher than, the estimated asset-to-ex-
penditure ratio as of 2025. The new asset-to-
expenditure ratio calculated for 2025 based on
the revised CPP without Alberta is 6.02. The
contribution rate needed for the CPP to main-
tain that asset-to-expenditure ratio in 2075

is 10.6 percent, an increase of 0.7 percentage

3" An equally applicable assumption would be that
the CPPIB maintained the assets and invested them
on a status quo basis but that the earnings were
directed to the new AB fund and used to finance AB
recipient benefits.
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points. Simply put, without Alberta, the CPP
would have to increase the contribution rate to
10.6 percent (from 9.9 percent) in order to re-
main sustainable as defined by OSFI.

Alternatively, as one would expect, if Alber-

ta were to implement a standalone provincial
pension program, its asset-to-expenditure ra-
tio in 2025 is projected to be 9.59. The contri-
bution rate required for Alberta to maintain the
same benefits that would be paid out under the
CPP and achieve sustainability as defined by
OSFI would be 5.85 percent, more than 4 per-
centage points lower than the previous rate
under the CPP (9.9 percent). The asset-to-ex-
penditure ratio in 2075 is projected to be 9.82,
which means there would be a slight increase
in assets relative to projected spending.

The authors also made a second calculation to
assess the sensitivity of the results to a roughly
10 percent convergence, as summarized below.
In addition to the basic calculation based on
the assumptions above, a second estimate was
calculated that assumed that Alberta’s share of
contributions and payments converged towards
the national average by 10 percent. Specifical-
ly, Alberta’s share of contributions to the CPP
was assumed to decline to 14.9 percent over the
2019 to 2024 period while its share of expendi-
tures was assumed to increase to 11.7 percent
over the same period.

The new asset-to-expenditure ratio for the CPP
without Alberta in 2025 is 6.0. Without Alberta,
the contribution rate for the CPP required to
maintain this ratio in 2075 is 10.3 percent. Al-
ternatively, the asset-to-expenditure ratio for a
standalone program in Alberta would be 9.3 and

4 For reference, the actual asset-to-expenditure
ratio for 2075 with a contribution rate of 10.6 per-
cent is 6.14.
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the contribution rate required to maintain that
ratio in 2075 would be 7.2 percent. Not surpris-
ingly, an approximate 10 percent convergence
of Alberta’s share of both contributions to and
expenditures from the CPP narrows the gap be-
tween the contribution rates between the CPP
without Alberta and a standalone Alberta pro-
gram. However, even after the convergence, a
material gap remains between the two, indicat-
ing the ongoing disproportionate contributions
of Albertans to the national CPP program.

Conclusion

As is the case with other federal or national
programs such as equalization, the status quo
arrangement for the CPP is quite heavily de-
pendent on Alberta’s participation. Alberta con-
tinues to disproportionately contribute to a
host of federal and national programs including
the CPP.
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