Following yesterday’s trip to the Moon, today’s Daily Report
comes right back to Earth and looks at the issue of Canada
Pension Plan (CPP), specifically when to take it. As the headline
in the Globe & Mail says <here>, almost no-one chooses to
defer receiving CPP and by not doing so, they miss out on a
retirement income that they otherwise are entitled to. The
math is simple: for every year you defer CPP past age 65
you’ll receive 8.4% more each year. That’s a whopping 42%
more if you take CPP at age 70!
Another way of thinking about this is the extra CPP is
essentially an indexing benefit many, many times in excess of
inflation. More, 8.4% is likely more than you are earning on
your investments. Now, that’s not an admission that our model
portfolios aren’t competitive with the returns earned by CPP,
rather than the government has the ability to tax and therefore to offer returns that their investments aren’t
earning by themselves. The way we position the decision to defer CPP is this: it’s better to draw down on
retirement savings earning (conservatively) 4%-5% annually and delay receipt of a guaranteed government
benefit, namely the extra 8.4% per year. A bird in the hand is often understood as better than two in the
tree after all.
But what about longevity you ask? Bingo, because that’s the wild card. One never knows how long we have
to enjoy our time here on Earth. And while there is a CPP survivor benefit for one’s spouse, there’s nothing
left inter generationally, so your kids don’t benefit from your decision to defer. All things being equal
however, Canadians are living longer and longer, thanks for advancements in medicine and rising standards
of living. Anecdotally, my grandmother lived to the ripe old age of 96. Had she elected to defer CPP, she
would have received an additional $46k more over her lifetime, or about an extra $1800 a year, every year,
in retirement. Not too shabby!
I encourage everyone to give serious consideration to deferring CPP and will make it a part of every
conversation we have concerning Retirement Income Planning. FYI, there’s a CPP calculator embedded into
the article, so plugging in your numbers is a quick way to see what you stand to benefit by deferring.
Thanks for reading and I look forward to Zooming with you over the course of the summer!

Be safe, be well!
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