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Executive Summary

Removing barriers to the labour force participation of older workers in 
Canada is of increasing importance for a wide range of reasons. These 
include: 

• an aging population with increased life expectancy and a greater 
capacity for many older workers to continue working; 

• the approximate doubling of the senior dependency ratio (ratio 
of seniors to the working age population) from 20.3 percent in 
2010 to 38.4 percent in 2040; 

• the banning of mandatory retirement; 
• insecurity about the adequacy of retirement income; 
• the negative health and cognitive consequences that often ac-

company abrupt retirement; 
• changes in the nature of work that are more accommodating to 

older workers; 
• dealing with the labour shortages from the “great resignations” 

emanating from the current pandemic.
Of particular importance, given the aging workforce and our current 

labour shortages, is whether our pension policies create (often unintend-
ed) barriers to the continued labour force participation of older workers. 
Those barriers include features related to:

• age discrimination;
• government pensions to provide minimum income guarantees: 

OAS, GIS and provincial supplements;
• Canada Pension Plan (CPP); 
• the disability component of the CPP (CPP-D);
• Registered Retirement Savings Plans (RRSPs) and Registered 

Retirement Income Plans (RRIFs);
• personal income tax credit for seniors;
• workers’ compensation for disability;
• private employer-sponsored pension plans and retirement 

policies.
This paper identifies various barriers to the continued labour force 

participation of older workers. For example: 
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• age discrimination initiatives are given less priority than are 
other anti-discrimination initiatives; 

• clawbacks exist in retirement income support programs such as 
OAS, GIS and provincial supplements. Such clawbacks reduce 
the payments if seniors earn additional income in the labour 
market, effectively imposing an additional tax on working; 

• the age of 65 for the normal receipt of CPP and for OAS and GIS 
has not changed despite substantial increases in life expectancy 
and hence a longer period to receive the pensions. This contrasts 
with most other developed countries. Actuarial adjustments 
could also be made more generous for those who postpone re-
ceipt of CPP to provide incentives to continue to work; 

• in the disability component (CPP-D) of the CPP the incentive to 
return to work is blunted by the risk of losing benefits if earning 
more than $6,100, and the pressure to return to work may also 
be reduced by lax administration of the program; 

• the personal income tax has a federal tax credit for people age 
65 and over, with a clawback rate of 15 percent for income above 
approximately $39,000 in 2021; 

• workers’ compensation provides payments ranging from 80 to 
90 percent of wage loss, which clearly provides little monetary 
incentive to return to work; 

• RRSPs must be converted to a RRIF or to an annuity, and the 
benefits drawn down starting in the year an individual turns 
71. To the extent that annual withdrawals when combined with 
labour market earnings would move the recipient into a higher 
tax bracket, it can discourage employment. As well, individuals 
can no longer contribute to their plan after age 71, thereby elim-
inating that benefit from continued employment; 

• private employer-sponsored occupational pension plans can 
contain subsidies for those taking early retirement and penalties  
for those delaying their retirement, which can discourage con-
tinued employment. Later retirement can also be discouraged 
if plan members are not allowed to accrue service credits or if 
there are caps on the earnings base upon which pension bene-
fits are calculated. The same can apply if those who work past 
certain ages lose benefits like long-term disability, life insurance, 
and prescription drug coverage.

The emphasis in this report is on facilitating the ability of individu-
als and employers to make their own choices, without being constrained 
unduly by barriers that can limit and distort those choices. While there 
may be rationales for many of the barriers, those rationales should be 
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re-evaluated based on the changing nature of work, including such fac-
tors as the desire of many individuals to continue working and perhaps 
transition into retirement, and the employers’ need to address current and 
looming labour shortages amid Canada’s aging population and the current 
pandemic. Employers can also benefit by using older workers’ mentoring 
capabilities and skills. Policies designed for the previous world of work 
must be re-evaluated for their applicability to the new world of work. Pen-
sion policy is no exception.
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[We] have to rethink the range of policies that tend to assume the elderly 
will not be in the labor force… we must remove features such as age 
discrimination and our willingness to embed confiscatory or near-confis-
catory tax-back rates in their income support programs... One wonders if 
the politics of pension reform ... might become more “doable” if they were 
accompanied by a set of policies designed to ensure that the elderly can 
continue to participate fully in Canadian economic, social, political and 
cultural life. 
     The reform of the retirement income system is probably the most daunt-
ing policy challenge on the horizon. Its dimensions are staggering: it is 
essentially a cradle-to-grave issue; it embodies implicit social contracts; 
it is a jurisdictional quagmire and it is underpinned by every conceivable 
equity issue.  
—Courchene (1997: 313, 330)

… it is important to conduct a critical review of various aspects of feder-
al policy – in particular income support policy – with a view to identify-
ing and removing any unnecessary barriers to labour force participation 
among older workers. Older workers who wish to work and/or retrain 
should not be discouraged from doing so by the prospects of losing, say, 
CPP or other retirement benefits. 
—Kuhn (2005: 21)

As a minimum, it is imperative to examine the constraints – often subtle 
and unintended – that exist in current legal and institutional arrange-
ments and that inhibit the private parties from working out their own best 
flexible retirement arrangement to meet the increasingly heterogeneous 
needs of both employers and employees. 
—Gunderson (1998: 3, 4) 

[We] stress the need for a comprehensive review of overlapping tax and 
tax-back rates associated with various income-tested programs, as 
these undermine the usefulness of pre-retirement saving for low-income 
earners, and of staying employed for older workers… We flag the need to 
minimize overlapping tax and tax-back rates, which serve as disincen-
tives both to save for retirement and to take employment at an older age. 
—Baldwin and Shillington (2017: 1)
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Introduction

The labour market activity of older workers in Canada is of increasing 
importance from both a policy and a practical perspective for a wide range 
of reasons. As outlined in more detail below, this is evident in various 
inter-related tendencies: an aging population with increased life expect-
ancy and a greater capacity for many people to work beyond the “normal” 
retirement age; the banning of mandatory retirement; insecurity about 
the adequacy of retirement income; the negative consequences that often 
accompany abrupt retirement; and changes in the nature of work that are 
more accommodating to older workers. Of particular importance is the 
labour shortages arising from the “great resignations” emanating from the 
current pandemic, which underscores the importance of keeping older 
workers in the labour force.

Yet many of our policies and workplace practices create (often 
unintended) barriers to the continued labour force participation1 of older 
workers, as noted by the quotes above. The purpose of this paper is to 
identify those barriers. It emphasizes the need for parties (individuals and 
employers) to make their own choices, without being constrained unduly 
by barriers that can limit and distort those choices. Prior to reviewing the 
barriers that older Canadians face in joining or staying in the workforce, 
the paper will outline some relevant background facts and trends.

1  Formally, labour force participation implies working or being unemployed and 
actively seeking work. Throughout this study, the phrases participation, working, or 
employed will be used interchangeably since being unemployed and actively seeking 
work implies the desire and intention to be employed and to work.
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Background Facts and Trends

On the demographic side,2 the workforce is aging. The proportion of 
the Canadian population age 65 and older (termed seniors hereafter) is 
projected to increase from 14.1 percent in 2010 to 23.6 percent by 2040. 
The proportion of the population in the typical working ages of 15 to 64 
is expected to fall from 69.3 percent in 2010 to a projected 61.5 percent in 
2040. This expected increase in the proportion of seniors and decline in 
the proportion of the working age population implies an almost doubling 
of the ratio of seniors to the working age population—from 20.3 percent 
(14.1/69.3) in 2010 to 38.4 percent (23.6/61.5) in 2040.3 This shift in the 
senior dependency ratio highlights the importance of doing more to en-
sure that older persons can remain employed and pay employment-related 
taxes rather than being the recipients of public expenditures. It also points 
to the fragility of the inter-temporal contract in pay-as-you-go expenditure 
systems such as the CPP and Workers’ Compensation, where the current 
generation of taxpayers pays for the expenditures required to support the 
older retired cohort, with the expectation that later generations will in 
turn cover the cost of supporting current taxpayers into their own old age.

Canada’s aging workforce has the potential to continue working 
longer given the increase in conditional life expectancy upon reaching age 
65. Today, that conditional life expectancy at age 65 is 81.7 years for males 
and 85.8 years for females.4 The potential to continue working is augmented 
by an enhanced capacity to work because of improvements in the health of 
many older persons (Milligan and Schirle, 2018). The growing proportion of 
the older population that has the capacity to work longer is fortunate given 
a fertility rate that is declining below replacement levels. The need to keep 
more older people working also aligns with the fact that the education level 

2  These trends are discussed in ESDC (2018), Klassen (2016, 2017), Ouellet-Léveillé 
and Mila (2019), and in Fuss and Globerman (2020)—the latter emphasising their 
implications for fiscal challenges and deficits associated with increasing age-related 
expenditures and declining revenues.
3  Calculations based on Statistics Canada (2020). Ouellet-Léveillé and Mila (2019) 
highlight the occupational dimension.
4  Calculations based on Statistics Canada (2015).   
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of the Canadian workforce has increased substantially. This means a longer 
working life can enable both workers and the society that pays much of the 
cost of public education to amortize these education expenditures over a 
more extended period.

The capacity to work longer is also enhanced because the nature 
of work has shifted from physically arduous blue-collar jobs towards 
white-collar and non-standard work (e.g., part-time work, limited-term 
contracts, self-employment, platform work in the gig economy, and 
working from home) that is often well suited to older workers. This is 
especially the case for those who want bridge jobs to transition back into 
employment from a former long-term job that they may have lost or 
from which they retired (Cohen, 2008; Cook, Diamond, and Oyer, 2019; 
OECD, 2019a; 2019b), or to replace lost income from an unanticipated 
negative event (Koustas, 2019). The flexibility of working from home, as 
evidenced during the recent pandemic, may be particularly accommo-
dating to older workers.

Many individuals want to continue working because of uncertainty 
about the adequacy of their retirement income, especially older workers 
who have lost their former “lifetime” jobs due to industrial restructur-
ing. People in this situation can experience earnings losses of 20 to 30 
percent as well as long-run negative effects on health and life expectancy 
(Morissette, Zhang, and Frenette, 2007; Schirle, 2009; Sullivan and von 
Wachter, 2009). The uncertainty about income adequacy in retirement 
is reinforced by continued gains in life expectancy, the marked decline in 
the proportion of employed workers with defined-benefit pension plans, 
and economic shocks such as the 2008-09 global financial crisis and the 
current pandemic. 

Other aging workers who are more financially secure may want to 
continue working to stay mentally and physically active, recognizing the 
negative health and cognitive consequences that can result from abrupt 
and involuntary retirement (Bonsang et al., 2012; Kuhn, Staubli, Wuellrich, 
and Zweimüller, 2018; Mazzonana and Peracchi, 2012; Rohwedder and 
Willis, 2010). The conclusions of Mazzonana and Peracchi are particularly 
relevant to our analysis of the barriers to continued work for older em-
ployees: “Our findings show an increase in the rate of decline of cognitive 
abilities after retirement… this reflects the reduced incentives to invest in 
cognitive repair activities after retirement. Our result has two important 
implications. First, incentives to early retirement and mandatory retire-
ment rules both cause important losses of human capital because they 
make it less attractive to preserve the level of human capital inherited 
from the past. Second, the loss caused by retirement is not one-time, but 
increases with the length of the retirement spell” (2012: 709).
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Employers can also benefit from the continued employment of older 
workers, especially to help fill labour shortages (Cohen, 2008; Conference 
Board, 2005; OECD, 2019a; 2019b). This is especially the case given the 
“great resignations” from the recent pandemic where labour shortages 
are hampering the recovery. Employers may also gain from retaining the 
institutional knowledge and firm-specific human capital and mentor-
ing capability of older workers, and from the fact that a mix of older and 
younger workers is often optimal for firm performance (Lazear and Free-
man, 1997).

There are both myths and realities about the productivity of older 
workers. A reality is that many physical attributes like strength, dexter-
ity, and balance decline with age, as is also the case with some cognitive 
attributes such as neural plasticity, memory, and concentration. However, 
older workers often compensate for these declines through such attributes 
as diligence, experience, mentoring capability, institutional knowledge, 
and their stock of accumulated knowledge. Reviews of the literature on 
the productivity of older workers emphasize the offsetting effects of these 
tendencies, suggesting no clear relationship exists between productivity 
and age (Fang, Gunderson, and Lee, 2021).

There are similar myths and realities about the ability of older work-
ers to be retrained. The realities are that older workers have a shorter 
benefit period from which to amortize the costs of retraining and skill up-
grading. They can also face difficulties related to the previously discussed 
physical and cognitive aspects of the aging process. Other factors that may 
affect the utility of training older employees include the need for a slower 
pace of instruction; difficulties in conceptual learning; the fact some older 
workers can lack the foundations of basic education upon which to build 
subsequent training; unfamiliarity with computers and up-to-date in-
formation technologies; and discomfort in being retrained with younger 
workers. However, these need not be barriers if training is designed to 
accommodate the requirements and characteristics of older workers. 
Such design features include slower, self-paced, and practical hands-on 
instruction that builds on older workers’ accumulated knowledge base and 
practical experience; using modular training components in a building-
block fashion; providing constant feedback; and training in small groups 
separately from younger workers (Fang, Gunderson, and Lee, 2021).

Governments and the general public can also benefit when older 
workers continue to work since their earnings contribute to income and 
payroll taxes, and earning employment income may reduce the receipt of 
transfer payments (Baker, Gruber, and Milligan, 2003). At a time of con-
cern over rising government deficits and debt, such fiscal relief may be 
especially welcomed.
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Barriers Inhibiting the Continued 
Employment of Older Workers

Age discrimination

Age stereotypes and discrimination are obvious barriers to the continued 
labour force participation of older workers.5 Age discrimination, how-
ever, generally does not attract the attention that is given to discrimina-
tion in other areas, such as gender or race. As the Ontario Human Rights 
Commission indicated, “Partly because of the recognized social utility of 
retirement policies and partly because of the differing attitudes to age dis-
crimination, the legal and normative approach to age discrimination ap-
pears to be less critical and rather accepting of the practice” (2000: 7). The 
same Ontario Human Rights Commission report further states, “Age cases 
tend to be treated differently than other discrimination cases, particularly 
when the case involves retirement issues. The most noticeable difference 
from a human rights perspective is the lack of moral opprobrium linked 
to age discrimination which, in comparable circumstances would generate 
outrage if the ground of discrimination were, say, race, sex or disability” 
(2000: 39). Klassen (2016) reiterates these points, highlighting that age 
issues are unique in the human rights area because everyone expects to 
be older some day but not all are members of an enumerated group that 
can be subject to discrimination. While the legislative regimes governing 
discrimination now puts greater emphasis on age-related factors, in part 
reflecting the aging population, these earlier notions can still have curren-
cy today. Klassen (2013, 2016) highlights the growing importance of age 
discrimination legislation in Canada, but also emphasizes how it has often 
been inconsistently applied.

5  Evidence of age discrimination in employment and reviews of that literature include 
Baert et al. (2016), Bayl-Smith and Griffin (2014), Carlsson and Eriksson (2019), Chou 
and Choi (2011), Harris et al. (2018), Neumark, Burn, and Button (2020), and Postuma 
and Campion (2019).
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While the human rights codes of all Canadian jurisdictions prohibit 
discrimination based on age, in practice this can be extremely difficult 
to enforce and often requires individuals to complain. Mandatory retire-
ment is now banned across all the jurisdictions in Canada (Messacar and 
Kocourek, 2019). Exemptions at age 65 can still prevail in the judiciary 
and for professional firms in areas like law and consulting, as well as in 
areas where it is deemed a bone fide requirement, usually involving issues 
of public safety, as for police, firefighters, paramedics, airline pilots, and 
school bus drivers. This area, however, remains contested in the courts.

Government pensions that provide minimum in-
come guarantees: OAS, GIS, allowances and provin-
cial supplements.

A number of government pension programs6 operate as safety-net pro-
grams; they are financed out of general tax revenues and are designed to 
provide a minimum income for low-income seniors. They are based on 
income, with clawback rates (recovery taxes, tax-backs) that reduce the 
benefits if the recipients earn income from the labour market. This can re-
duce incentives for older workers to remain in the labour market and earn 
employment income.

The federal Old Age Security (OAS) pension is a fixed payment of 
approximately $7,500 per year in 2021. It is paid to all individuals 65 and 
older who have at least 10 years of Canadian residency since the age of 
18. The OAS is pro-rated based on years of residency with maximum 
benefits for those with 40 years of residency (e.g., three-quarters of the 
benefit for those with 30 of the 40 years of residency). A clawback rate of 
15 percent applies after net income of approximately $80,000 in 2021, with 
OAS payments falling to zero at a net income of approximately $130,000. 
Adding this to the high marginal tax rates on higher income individuals in 
Canada can create a disincentive to stay in the labour market, particularly 
for experienced individuals whose skills are most needed. Receipt can be 
delayed on an actuarially adjusted basis (i.e., with the benefit increasing) 
to a maximum of age 70. Policymakers might consider allowing seniors 
to delay receiving this benefit beyond age 70 to enable them to continue 
working and avoid facing the OAS clawback in cases where earnings from 
employment along with other sources of income would push them above 
the clawback threshold.

6  Descriptions of these programs come mainly from current government websites 
and earlier descriptions in Gunderson (1998).
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The federal Guaranteed Income Supplement (GIS) is an additional 
income-tested program that provides a non-taxable supplement to the 
OAS pension to individuals whose income is less than approximately 
$19,500 in 2021 (with a higher threshold for married or common-law part-
ners). The GIS is subject to a clawback rate of 50 percent, which clearly 
reduces the incentive to work for those with relatively low earnings. As 
Baldwin and Shillington aptly stated, “The role of GIS in limiting the gains 
people can make from incremental income from sources other than OAS 
is particularly a problem for low-income seniors. It not only reduces the 
incentive to save for people who expect to have low income in their later 
years, it also limits the incentive for older low-income Canadians to take 
paid employment” (2017: 14). As Dickinson also stated, “With the GIS 
benefit reduction, combined with federal-provincial income taxes, a taxpay-
ing GIS recipient can face a combined marginal tax rate between 70 and 80 
percent, depending on the provincial tax rate” (1996: 180).

A Spousal/Partner Allowance is available to individuals aged 60 to 
64 who are spouses/partners of people who are receiving OAS and eligible 
for the GIS. The maximum annual payment is approximately $14,000 for 
those whose combined income is under approximately $36,000 in 2021. 
A Survivor’s Allowance is available to widows or widowers aged 60 to 64. 
The maximum payment is approximately $16,000 for those whose annual 
income is under $26,000. For both allowances a complicated set of claw-
backs applies, ranging from 25 percent to 75 percent.7

Provincial Supplements also provide top-ups to the federal GIS 
for low-income seniors.8 They have complicated requirements that vary 
substantially across jurisdictions. Table 1 provides illustrations for single 
individuals, with an emphasis on the clawback rates.

Laurin and Poschmann (2014: 4) provide simulations indicating that 
such provincial supplements, when added to the clawbacks that apply to 
other programs, including federal ones, can lead to marginal effective tax 
rates (METRs) over some ranges of income that are in the neighbourhood 
of 100 percent or more. Such punitive tax rates clearly reduce the incentive 
for older people to work over those income ranges. As Laurin and Posch-
mann state:

The interaction of federal and provincial cash transfers that 
are phased out together may also give rise to arguably punitive 
income ranges in which seniors’ METRs approach or surpass 
100 percent; particularly in provinces west of Quebec. The 

7  Based on calculations from the raw data in Employment and Social 
Development Canada (2022).
8  These are outlined in Laurin and Poschmann (2014) as well as in the websites 
cited in table 1.
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most egregious example is Saskatchewan, where the phase out 
[from the clawback] of the province’s Seniors Income Plan, ap-
plied on top of the loss of GIS benefits, pushes the METR over 
115 percent on the first $2,030 of a single senior’s pension in-
come, and over 180 percent on the next $1,580. In Ontario and 
British Columbia, income-tested GIS supplement schemes, 
when phased out, push the METR to 100 percent on roughly 
the first $1,000 of taxable pension income received. In Alberta, 
the combination of the GIS and the Seniors Benefit program 
means seniors face a METR of 92 percent between taxable 
incomes of roughly $2,000 to $4,500. (2014: 4)

Canada Pension Plan (CPP)

While the previously discussed income supports and pensions are de-
signed to provide a minimum income guarantee for seniors at age 65 and 
are financed out of general tax revenues, the Canada Pension Plan is based 
on earnings contributions from employees and employers prior to retire-
ment. The CPP does not require cessation of work in order to receive the 
pension and benefits are not subject to clawbacks, although if individuals 
keep working past age 65 their combined pension and labour market earn-
ings would likely put them in a higher marginal tax bracket which itself 
can discourage working. There are other features of the CPP, however, that 
could be a barrier to continued working. The Quebec Pension Plan (QPP) 
is separate from, but similar to, the CPP.

The age of 65 for the normal receipt of CPP has not changed de-
spite substantial increases in life expectancy and hence a longer period to 
receive the pension. This contrasts with most other developed countries 

Table 1: Illustrations of Provincial Supplements for Low-Income Seniors

Jurisdiction Supplement Income Cut-off Clawback

Ontario (GAINS) Up to $1,000 <$2,000 50%

Alberta Senior Benefit $3,400 <$29,000 15.6%

B.C. Senior Supplement Up to $1,200 Depends on OAS-GIS 50%

Saskatchewan Senior Income Plan $3,600 Depends on OAS-GIS 80%

Source: Ontario, 2022; Alberta, 2022; British Columbia, Undated; Saskatchewan, Undated.
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which have slowly increased their age of entitlement for public pensions 
(Milligan and Schirle, 2018; Eisen, Lafleur, and Clemens, 2022). The addi-
tional income from receiving CPP for a longer period of time can encour-
age earlier retirement among some older workers, compared to a situation 
where the age of normal receipt has been increased, as it has been in many 
other affluent countries.

Robson (1996: 1) and Lam, Prince and Cutt (1996: 158) have recom-
mended policies that would raise the eligible age for normal CPP retire-
ment benefits. In 2012, the Conservative government announced that it 
would slowly increase the age of eligibility for the OAS and the GIS from 
65 to 67. It intended to start by increasing the age of eligibility in 2023, 
planning to achieve full implementation by 2029. The subsequent Liberal 
government cancelled this proposal in 2016 (Eisen, Lafleur, and Clemens, 
2022: 3). 

The CPP allows the pension to be received as early as age 60, but the 
monthly payments are reduced to account for the fact that the pension is 
received earlier and for longer than is the case for a “normal” retirement 
age of 65. The rules also allow receipt of the CPP pension to be delayed to 
age 70, in which case the monthly payments are increased to account for 
the fact that the pension is received later in life and for a shorter period. In 
the past, those adjustments created a subsidy for those choosing an early 
retirement and a penalty for those opting for a delayed retirement (Gun-
derson, Hyatt and Pesando, 2000). More recently, the CPP adjustments 
have been changed to be actuarially more neutral. However, as Milligan 
and Schirle have pointed out, “If there were a desire to provide incentives 
to continue to work, these actuarial adjustments could be made more 
generous – even beyond the point of actuarial fairness. The induced work 
could make up the extra fiscal cost through higher tax revenue on employ-
ment income” (2018: 169).

Milligan and Schirle (2021) provide simulations of the implicit tax 
rates in Canada’s public pension system and relate these to employment 
rates. They find that “for both men and women, there is a clear negative 
relationship between the employment rates at older ages and the implicit 
tax rates on continued work – when we see higher [implicit] tax rates, we 
see lower employment rates… and those with the lowest lifetime earnings 
generally have higher implicit tax rates” (p. 102). They observe that this 
reflects the high clawback rates in the GIS program.

Milligan and Schirle (2021) provide similar international evidence of 
higher implicit taxes from public pension schemes being associated with 
lower employment rates of older workers. As the editors of the volume 
in which the Milligan/Schirle chapter is published state: “overall we find 
strong [international] evidence for the expected negative association 
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between old-age employment rates and implicit taxes on working longer” 
(Börsch-Supan and Coile, 2021: 30).

Canada Pension Plan disability component (CPP-D)

The Canada Pension Plan has a disability component (CPP-D) for non-
work-related disabilities that are severe and prolonged for those under age 
65 who have met certain CPP contribution requirements. After age 65, 
such individuals would go on the regular CPP program where the incen-
tives for work are the same as in CPP-D (Milligan and Schirle, 2021: 86). 
The CPP-D benefit is a combination of a fixed payment of approximately 
$6,300 per year and an amount depending on one’s past contributions to 
CPP, and therefore is related to wage loss. Work-related injuries are gener-
ally covered under provincial workers’ compensation schemes, which are 
discussed below. 

The use of the CPP-D has grown in recent years in part because of 
the increase in soft-tissue and mental health issues that are difficult to 
monitor. As well, there has been “forum shopping,” involving a substitu-
tion from provincial workers’ compensation systems, which are more 
stringently monitored, to the federal CPP-D system where monitoring and 
administration is less stringent.9 Interestingly, this offloading from provin-
cial compensation schemes to the federal government via the CPP-D has 
not occurred in Quebec, where both workers’ compensation and QPP-D 
are under provincial jurisdiction so there is no incentive to shift financial 
responsibility to the federal government. 

There is no formal income-related clawback in the CPP-D program. 
However, recipients of CPP-D are allowed to work and earn up to $6,100 
in 2021, after which their disability status is reviewed, and they could lose 
their disability benefits. In essence, even though their disability is pro-
longed and severe, there is an anticipation that some individuals receiving 
CPP-D could return to work. This is reinforced by the fact that CPP-D 
has a vocational rehabilitation component whereby recipients who could 
return to work are given vocational rehabilitation to facilitate that return 
(Campolieti, Gunderson, and Smith, 2014).

Basically, returning to work is a potential option in CPP-D, but the 
incentive to do so is blunted by the risk of losing benefits if one earns more 
than $6,100, and the pressure to return to work may also be reduced by the 

9  For evidence of forum shopping and substitution across programs in Canada see 
Bolduc et al. (2002), Campolieti and Krashinsky (2003), Fortin and Lanoie (2000), and 
Robson (1996).  For US and international evidence, see Lindner (2016) and earlier 
references cited therein.
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program’s lax administration. Since disability is positively correlated with 
age, these issues apply disproportionately to older persons. Favre, Haller, 
and Staubli (2021) provide Canadian evidence that increasing the generos-
ity of the benefit decreases employment, and a higher earnings threshold 
increases employment, as Campolieti and Riddell (2012) also found earlier. 
Both studies cite international literature with similar results. Interestingly, 
Favre, Haller and Staubli also find that “many DI recipients adjust their 
earnings to bunch precisely at the new earnings disregard, suggesting that 
they understand the incentives of the earnings disregard well” (2021: 4).

Registered Retirement Savings Plans and Registered Re-
tirement Income Plans

Registered Retirement Savings Plans (RRSPs) are essentially tax-deferred 
earnings-based savings accounts where individuals are allowed to contrib-
ute up to 18 percent of their previous year’s income up to a maximum of 
$27,830 in 2021. RRSPs are taxable when the money is withdrawn. Early 
withdrawals are possible, but the rules are restrictive and complicated. In 
the year a person turns 71, however, an RRSP must be converted to a RRIF 
or to an annuity, and the benefits draw down. To the extent that annual 
withdrawals when combined with labour market earnings would move the 
recipient into a higher marginal tax bracket, this can discourage continued 
employment. As well, individuals can no longer contribute to their plan, 
thereby eliminating that benefit from continued employment. Considera-
tion should be given to extending the age limit for conversion to a RRIF 
from age 71 – where it has been stuck for several decades – to something 
like age 75 given longer life spans and the improved health status of many 
people in their 70s. 

Personal income tax credit for seniors

The personal income tax has a federal tax credit for persons 65 and over. It 
has a clawback rate of 15 percent for income above approximately $39,000 
in 2021.

Workers’ compensation for disability 

Workers’ compensation provides disability payments for people injured at 
work. Workers’ compensation is under provincial jurisdiction and the pay-
ment arrangements vary by jurisdiction. Typically, compensation ranges 
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from 80 to 90 percent of wage loss, implying that workers who return to 
work would typically get 10 to 20 percent more in earnings, and less be-
cause of work-related expenses including childcare and commute costs as 
well as the fact that the benefits are not taxable. Clearly, the monetary in-
centive to return to work is negligible and perhaps negative. The evidence 
for both Canada and the US indicates that higher benefits lead to more 
claims as well as longer durations for claims (i.e., reduced incentives to 
return to work); a greater probability of being out of the labour force 
and not returning to work; and at least some incidence of false report-
ing of disability status. (The literature was reviewed in Gunderson and 
Hyatt, 2006).

When monetary incentives to return to work are absent, the policy 
response tends to involve more regulations to offset the monetary dis-
incentives. In the workers’ compensation area such regulations include: 
“deeming provisions,” whereby administrators “deem” a certain level of 
earnings to employees who the administrators feel could return to work 
with their benefits reduced accordingly; requiring employers to return 
their injured workers to their former job, a comparable job, or to the first 
suitable job that becomes available; requiring employers to make work-
place accommodations up to the point of “undue hardship”; and requiring 
recipients to take vocational rehabilitation to remain eligible for benefits 
(Gunderson and Hyatt, 2006). An employer or the regulating agency may 
use surveillance to ensure that recipients are not engaging in activities 
inconsistent with their claimed injuries. 

Private employer-sponsored pension plans and  
retirement policies

The previous discussion generally referred to public pensions and other 
public support programs for older persons. Defined-benefit employer-
sponsored occupational pension plans also often have features that 
encourage older workers to retire early and may penalize postponed 
retirement (Fougere et al., 2008; Gunderson, 2007; Ni, Podgursky, and 
Wang, 2022; Pesando and Gunderson, 1988; Pesando, Gunderson, and 
Shum, 1992). 

For example, defined benefit pension plans can contain subsidized 
early retirement features whereby pension benefits in those plans are not 
actuarially adjusted downward to fully offset the fact that those who retire 
early from those plans receive the pension sooner and for a longer period 
of time. This is the case, for example, for the teacher pension plans in most 
provinces. Penalties for delayed retirement can occur if actuarial adjust-
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ments are not made to offset the delayed receipt of the pension.10 In the 
case of final-earnings defined benefit plans11 gradual retirement also can 
be discouraged by the fact that pension benefits may be based on the last 
years of earnings. Later retirement can also be discouraged if plan mem-
bers are not allowed to continue to accrue service credits or if there are 
caps on the earnings base upon which pension benefits are calculated. 
The same can apply if those who work past certain ages fully or partially 
lose benefits like long-term disability, life insurance, and prescription drug 
coverage. As Lindzon has stated:

Legislation pertaining to employee-benefit programs is rela-
tively consistent across all provinces and territories, and puts 
no legal burden on employers to provide health-care coverage 
for employees aged 65 and older, even if they provide benefits 
for younger employees in identical roles… (2017, January 25)

Fougere et al. simulate the incentive effects of public and private pen-
sion plans and document that both types of plans reduce the incentive for 
older persons to continue working. Their conclusions merit quoting in full:

Simulation analysis indicates that eliminating the main work 
disincentive effects of the Canadian public pension system on 
retirement behaviour would have a moderate positive impact 
on the labour supply of older workers in low- and medium-
skilled occupations, but a marginal effect on high-skilled 
workers. On the other hand, the main distortionary effects of 
defined-benefit private pension plans are significantly larger 
for all skills groups, but particularly for older workers in high-
skilled occupations. (2008: Abstract)

Furthermore,

The analysis also shows that the main distortionary effects of 
defined-benefit private pension plans are significantly larger 
than those in public pensions and generate more work disin-
centive effects on older workers in high-skilled occupations. 

10  It is the case that lower wages may be paid to compensate for desirable features 
of pension plans and higher wages paid to compensate for undesirable features 
(Gunderson, Hyatt, and Pesando, 1991).  The fact that individuals may be paid a 
lower compensating wage for a subsidized early retirement feature in their plan, 
however, does not alter their individual decision to retire early.
11  In final-earnings plans, pension benefits are based on multiplying final earnings 
(e.g., last five years) by a percentage (e.g., 2 percent) times years of service.
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The cost of early retirement in terms of unused productive 
capacity associated with DB employer pensions is about seven 
times larger than that in the public pension system. (2008: 3)
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Concluding Observations

Employment and Social Development Canada indicates various initiatives 
that governments have taken to facilitate the continued employment of 
older workers, and the agency suggests what it regards as promising addi-
tional areas (2018: 32-39). Those additional areas include:

• Multifaceted awareness campaigns to promote older worker in-
itiatives, combat age discrimination, provide information on the 
benefits of hiring older individuals, and initiate a shift in general 
attitude regarding working at older ages 

• Establish research/policy centres on older workers
• Award company prizes for age-friendly “best practice” 
• Target training for older individuals 
• Study the effectiveness of training, employability and productiv-

ity of older workers 
• Provide job training grants to employers for training older em-

ployees 
• Collaborating with education providers to make learning access-

ible for older individuals 
• Provide job matching programs that specifically target older 

workers 
• Provide targeted wage subsidies and targeted earnings supple-

ments 
• Provide targeting, referral and feedback 
• Facilitate interest in self-employment for older individuals
• Provide financial incentives to hire older displaced workers
• Encourage initiatives that lead to more flexible work 
• Encourage initiatives that lead to modifying work environment 

and tasks 
• Facilitate partial retirement.

This paper takes the perspective that prior to any of these initiatives, 
a first step is to remove the wide range of (often unintended) barriers and 
disincentives identified in this paper that inhibit the labour force partici-
pation of older persons and constrain private parties (both seniors and 
employers) from working out their own best arrangements. Furthermore, 
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the initiatives cited above should be justified only if there is a well-defined 
market failure that merits them being established by governments. As 
well, any such initiatives should be subject to a rigorous cost-effectiveness 
assessment.

Removing the barriers to the labour force participation of older 
works is necessary to provide the flexibility that is increasingly important 
given the heterogeneous needs of both employers and employees in the new 
world of work. The Canadian workforce is no longer characterized by male-
dominated, blue-collar, often unionized workers, who could expect to spend 
a lifetime in a job with the same employer and retire on an occupational pen-
sion (often mandatorily) at age 65. A “one-size-fits-all” solution is no longer 
appropriate.

Many of the barriers that affect continued workforce participation 
by older adults may have a rationale, so that trade-offs are involved. For 
example, the clawbacks in many public pensions are intended to save on 
pension benefits that would otherwise go to people with higher earnings. 
The features in defined-benefit occupational pension plans that encourage 
early retirement and penalize delayed retirement can be substitutes for 
mandatory retirement when it is banned (Pesando and Gunderson, 1988). 

While there may be rationales for many of the barriers, those ration-
ales should be re-evaluated based on the changing nature of work, includ-
ing such factors as the desire of many individuals to continue working 
and perhaps transition into retirement, and employers’ needs to address 
current and looming labour shortages amid Canada’s aging population and 
the current pandemic. Employers can also benefit by using the mentoring 
capabilities and skills of older workers. Policies designed for the previous 
world of work must be re-evaluated for their applicability to the new world 
of work. Pension policy is no exception.
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