RRSPs - unused
opportunities
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n 1994, the aggregate amount 1993. (For a description of the file because legislation was changed

taxfilers could claim as regis- and definitions of terms used in considerably in 1991, and data for
tered retirement savings plan this article, as well as an explana- 1994 are not yet available.
deductions (the total RRSP room) tion of the current legislation gov-
was $133 billion, $28 billion more erning RRSPs, see “Tax assistance
than the year beforeThis accumu- for pensions and RRSPs” in this
lation results from continued non- issue.) There are some data limita-
use or limited use of RRSPs by a tions, such as the lack of informa-
large segment of the tax-filing tion on family income. The
population. individual’'s decision to contribute,

: and the amount deposited, may
Unlike employer-sponsored reg- depend in some measure on the

istered pension plans (RPPs), combined husband/wife income. Recent contribution growth

which, when available, are nearly P, o . .
always compulsory, RRSP partici- Moreover, contributions are often | ggjslation that came into effect in

pation is voluntary. And, while ﬁl.a'hmEd bybtlhe' spouse with fthe 1991 not only increased RRSP con-
is limi i o, Nigher taxable income (most fre- tripytion opportunities for many
access to RPPs is limited (just 35% tlv the husband). but dited .
. quently the husband), but credited taxfjlers, but also allowed unused
of the total labour force were in " o partner's RRSP. It is not pos- :
employment situations providing . RRSP room to be carried forward to

. sible to identify and quantify fytyre vears.
RPtPs IIIn 1(‘?'93)' Il?(RSPsEare OFp{%nPtospousal contributions Finally, the y
virtually aft Workers. even effect of the recent recession on ~ Although the total assessed

members may top up their pension RRSP participation and contribu- income of all taxfilers only doubled

savings with RRSP contributions, ;" |avels cannot be determined, from 1983 to 1993, annual contri-
with some exceptions.

Despite these limitations, this
file provides the first opportunity
for detailed longitudinal analysis
of RRSP participants. This study
complements the article, “Who’s
saving for retirement?” (in this
issue).

This article provides previously
unavailable information on RRSPs
by tracking taxfilers’ RRSP partici- | ChartA
pation over a three-year period. | RRSP contributions have more than tripled since 1983.
Earlier analyses determined which
persons were most likely to con- $ billions
tribute in a specific year and how
much of that year’'s total RRSP
room was used (Frenken, 1990;
Frenken and Maser, 1993). This
article describes taxfilers’ contri- | 15 [
bution habits in the three years:
who contributed regularly, spo-
radically or not at all. It also 10 |
explores the extent to which indi-
viduals used their RRSP room:
whether they exhausted their limit,
used only a portion, or left all of it
unused.
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Note: The 1990 decrease can be attributed to the recession and the removal of
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butions more than tripled, from
$6.2 billion to $19.2 billion (Chart
A). However, the bulk of RRSP
growth has taken place since 1990.
While the total assessed income of
all taxfilers increased just 11%
from 1990 to 1993, RRSP contribu-
tions grew 60%.Part of this growth
may be attributed to the growing
popularity of group RRSPs. There
are no data on their number or their
participants.

Although some contributions are
not subject to the standard deduc-
tion limits (seeDifferent types of
contributiong, the bulk, known as
“normal contributions,” are. From
1991 to 1993, four out of every five
dollars contributed were charged
against the available RRSP room
(Table 1).

Growth in unused room even
faster

Since many eligible taxfilers either
do not contribute, or use up only
part of their entittement, and since
unused room is carried forward to
subsequent years, the total room

Different types of contributions

Annual contributions include
amounts subject to the standard de-
duction limits (“normal” contribu-
tions) as well as rollovers of eligible
income into RRSPs. The bulk of an-
nual deposits are normal contribu-
tions, although the amounts rolled
over are not insignificant: $9.2 billion
over the 1991-t0-1993 period, or 18%
of the total (Table 1).

Nearly all persons with rollovers
also made normal contributions. Of
the 6.7 million taxfilers who contrib-
uted at least once in the three years,
just 3% had rollovers only. Many of
these people were likely pensioners
who did not have earned income and
were therefore ineligible to make
normal RRSP contributiorfs(For an
explanation of the need for earned
income and a description of the way
RRSP room is calculated, see “Tax
assistance for pensions and RRSPs” in
this issue.)

Rollovers

There are two types: retiring allow-
ances rolled over to the taxfilers’ own
RRSPs and periodic pension pay-

Table 1
RRSP contributors and contributions
1991 1992 1993
Type of contribution
All types
Number of contributors ('000) 4,699 4,892 5,110
Total amount contributed ($ billions) 15.0 16.4 19.2
Average contribution ($) 3,200 3,360 3,750
Normal *
Number of contributors ('000) 4,558 4,739 4,953
Total amount contributed ($ billions) 12.3 135 155
Average contribution ($) 2,690 2,860 3,140
Rollovers of retiring allowances **
Number of contributors ("000) 88 95 107
Total amount contributed ($ billions) 2.0 2.1 2.8
Average contribution ($) 23,110 22,420 26,110
Rollovers of pension payments '
Number of contributors ('000) 148 160 167
Total amount contributed ($ billions) 0.7 0.8 0.8
Average contribution ($) 4,880 4,890 5,080
Source: RRSP room file
*  Subject to the standard deduction limits.
** Includes income transfers from other eligible sources.
T Periodic payments from employer-sponsored pension plans and deferred profit
sharing plans rolled over into spousal RRSPs.

RRSPs — unused opportunities

ments rolled over to spousal RRSPs.
Persons with rollovers tend to be

older, because retiring allowances,
which are often payments in recogni-
tion of long service, are more fre-

quently received by older workers,

and retirement pensions are generally
not paid before age 55.

Men were much more likely than
women to roll over retiring allowances
and pension incom&From 1991 to
1993, men rolled over two-thirds of
the $6.9 billion in retiring allowances
and 93% of the $2.3 billion in
pension payments. The latter were
deposited into their spouses’ RRSPs.

Also, taxfilers with rollovers, espe-
cially those with transfers of retiring
allowances, tended to be in the higher
income brackets. These lump sum
amounts often raise a recipient’s total
income significantly, providing a
greater incentive to use tax-deferral
opportunities. In 1993, 57% of
taxfilers with such rollovers had in-
come in excess of $60,000 and their
deposits amounted to 80% of total re-
tiring allowance rollovers.

accessible to taxfilers has been
increasing much faster than aggre-
gate normal contributions.

In 1991, the year the new legis-
lation came into effect, the total
room was just $43.5 billion. In
1993, it was $105 billion and by
1994 it had grown to $133 billion
(Table 2)2 Although the $12.3 bil-
lion in normal contributions in
1991 were nearly 30% of that
year's available room, the $15.5
billion contributed in 1993, despite
being 27% higher, represented only
15% of that year’s potential.

Even though more than 80% of
taxfilers are eligible to contribute
to RRSPs, only a minority have tra-
ditionally done so. Over the 1991-
t0-1993 period, 6.5 million or just
38% of the 17 million taxfilers with
earned income contributed in one
or more of these three years. Low
incomes (depending also on family
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Not surprisingly, taxfilers with

Table 2 higher incomes are more likely to
RRSP room contribute each year. Nearly 72%
of contributors with annual

incomes averaging $60,000 or
$ billions more over the three years partici-
pated every year, while only 29%

Unused room New room Total room

1991 LK 43.5 43.5 g . .

1992 311 43.8 74.9 of those with incomes averaging

1993 61.3 43.7 105.0 below $20,000 did so (Chart C).

1994 89.5 43.5 133.0

Source: RRSP room file Percentage of room used

* Because the new legislation came into effect in 1991, there was no unused room that Each year about two-thirds of
year. ’

taxfilers aged 25 to 64 with RRSP
room opt not to use this opportu-

income) may have made it difficult participated each year, 25% in two Rli%/u?;dé\ arpoc\)/\r/]i% thorsoe (\;\;zgndglgicr)r?-
for many to contribute. Nearly and 26% in only on&. Under 40% less tﬁangone- ?Japrtef of the room
7 million eligible taxfilers (41% of of those in the 25-t0-34 age group lable t thq In 1991 iust
the 17 million) had personal annual contributed every vyear, while av(:iu a f e o them. f‘b ' jUSd
incomes that averaged below 57% of 45 to 54 year-olds did so 18% of RRSP contributors use

$10,000 during the three years. (Chart B). less than 25% of their available

. ! room. By 1993, because of the
Among these low income filers, Nearly 2.6 million contributor rry-forward of unused room, that
fewer than 12% made RRSP contri- carty <. on co utors —carry-forward ot unused room, tha

butions aged 25 to 64 were women (44%) proportion had increased to 38%.
' and their annual incidence of par- At the other end of the spectrum,
While 41% of men with RRSP ticipation was only slightly less the percentage of participants who
room contributed between 1991 than that of men (47% versus 51%). contributed to the maximum or
and 1993, only 35% of eligible Contributors who did not partici- near-maximum decreased, al-
women did so, partly because there pate in an RPP or DPSP contributed though it continued to exceed 30%
are proportionately more low on a more regular basis than thoseof all contributors in 1993
income and fewer high income who were RPP/DPSP membéfs. (Table 3).

female taxfilers’ -]

RRSP contributions are not sig- | Chart B

nificant for taxfilers under 25 and | From 1991 to 1993, almost half of RRSP participants contributed
over 64. Relatively few have RRSP | gach year.

room and if they have, they usually
don’t participate’? Even those Who | o of RRSP participants
do contribute tend to use up only a| g9 ~
small portion of their available
room. Between 1991 and 1993, just

16% of eligible taxfilers in these | >°
two age groups made contributions,
which, in turn, accounted for only | 40 [
5% of all RRSP deposits in those I
years. The remainder of this analy- | 30 [
sis, therefore, is limited to the
population aged 25 to 64 (essen-| 20
tially the working age population),
and considers only their “normal” [ 5 L
contributions.

0

Frequency of contribution Total 25-34 35-44 45-54 55-64
More than 5.9 million taxfilers Age in 1992

aged 25 to 64, one-third of all those

with RRSP room, contributed at [ one year B Two years Bl Al three years

least once in the 1991-t0-1993 | Source: RRSP room file
period. Of these contributors 49%
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Chart C

contributed each year.

The higher the income, the more likely RRSP participants
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$20,000 39,999 59,999 and over
Annual income averaged over 1991-1993
[C]one year [ Two years Il Al three years

Source: RRSP room file

Taxfilers aged 25 to 64 who
claimed all or virtually all their
available room in 1993 numbered
nearly 1.5 million. More than

700,000 of them had a pension ad-

much more likely to use up their
contribution room than are those
with low or medium income. In

1993, almost 56% of the 833,000
RRSP contributors with incomes of

RRSPs — unused opportunities

quarter. On the other hand, of those
who had incomes below $20,000,
only 28% used 95% or more of the
room available to them and 38%
used less than one-quarter.

Summary

The number of RRSP contributors
and their total deposits have grown
significantly since legislation al-

lowing new opportunities came
into effect in 1991. While some

taxfilers were able to roll over cer-
tain types of income into RRSPs,
the bulk of contributions were lim-

ited to taxfilers’ available room.

In the aggregate, RRSP room has
been growing dramatically since
1991, reaching $133 billion in
1994. Because opportunities are
greatly underused by many
taxfilers, this room will most likely
continue to grow. Less than 20% of
eligible taxfilers aged 25 to 64 con-
tributed in each of the three years,
and in 1993 only 11% of those eli-
gible to contribute used up all of
their available room.

Participating women are just as
likely as men to contribute to the
maximum. And being an RPP or

justment (PA). They therefore $60,000 or more took advantage of DPSP member does not affect the
topped up their RPP/DPSP savings all their available room, while less likelihood of making maximum
with the maximum RRSP contribu- than 17% used up less than one-contributions.

tions possiblég?

Men and women seem to use
RRSP room similarly* And having
a PA has little effect on the extent
to which contributors take advan-
tage of RRSP opportunities. How-
ever, the likelihood of using all
available RRSP room increases
with age. In 1993, just 18% of
RRSP contributors aged 25 to 34
made the most of their RRSP oppor-
tunities, while nearly 49% of those
between 55 and 64 contributed the
maximum allowed (Chart D).

To a large extent, these age dif-
ferences can be attributed to
income (as well as to lower finan-
cial obligations at higher ages).
High income RRSP participants are

Table 3
Distribution of taxfilers (with RRSP room) and contributors
aged 25 to 64
1991 1992 1993
Contrib- Contrib- Contrib-
Taxfilers utors Taxfilers utors Taxfilers utors
%

Proportion of total
room used
Total 100 100 100 100 100 100
Nil 64 66 66
1% to 24% 6 18 11 32 13 38
25% to 49% 7 19 6 18 5 16
50% to 74% 5 13 4 10 3 9
75% to 94% 4 10 3 8 2 6
95% and over 15 41 11 32 11 31
Source: RRSP room file
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Chart D

contributed to their limit.

Almost half the 1993 RRSP participants aged 55 to 64
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35-44
Age

% of 1993 room used
[ 25% to 94%

45-54 55-64

Il 95% or more

Source: RRSP room file

Age and income play important
roles in the decision to contribute
and in the extent to which available
room is used. Older taxfilers and
those with high incomes are more
likely to maximize their contribu-
tion opportunities than are younger
or less well off persons, since they
generally have greater discretion-
ary income and greater incentive to
reduce their tax liability.

Assuming no changes in legisla-
tion, current patterns of contribu-
tion foreshadow major conse-

guences for RRSPs: in 1996, as

baby boomers begin turning 50,
participation rates and contribu-
tions are likely to surge, possibly
diminishing the rate of growth in
unused room.

Update

Since these analyses were com-
pleted, Statistics Canada has
released 1994 data on contributors
and contributions. More than 5.3
million taxfilers contributed $20.9
billion that year. For further infor-
mation contact Small Area Admin-
istrative Data Division at (613)
951-9720.

& Notes

1 Some RPP members with high pension
adjustments may not have any RRSP room.
“Tax assistance for pensions and RRSPs” (in
this issue) explains the effect of RPP and
deferred profit sharing plan membership on
RRSP room.

2 For information on the role of spousal
RRSPs in the accumulation of RRSP savings
by women, and the role of family income in
RRSP contributions, see Frenken (1991).

3 Whereas average contributions increased
from $2,610 in 1983 to $2,850 in 1990, they
reached $3,750 in 1993. In 1983, less than
16% of all taxfilers participated in RRSPs; by
1990, 22% contributed, and by 1993, almost
27% did. Although 1990 was an unusually
slow year for RRSPs, 1991 participation and
average contributions increased dramatically.
For an explanation of the reasons for these
fluctuations see Frenken and Maser (1993).

The recent participation rate would have
been higher had there not been an increase in
the number of low income persons filing to
benefit from tax credits and rebates. Nearly
all were ineligible to contribute to RRSPs.

4 In fact, 80% of taxfilers with rollovers
only were 55 or older.

5 Between 1991 and 1993, almost half
(48%) of the 277,000 taxfilers with rollovers
of retiring allowances were 55 or older; an-
other 23% were between 45 and 54. More-
over, more than 91% of the 233,000 persons
who rolled over pension income were 55 or
older.

6 Men tend to have more years of service
than do women and to be in jobs providing
greater benefits, such as severance pay and
pension coverage (Belkhodja, 1992; Frenken
and Maser, 1992). Thus men are more likely
than women to receive significant lump sum
payments and/or pension benefits on termi-
nation or retirement.

7 A small portion of retiring allowance
rollovers are transfers of specific types of
benefits from some pension plans, RRSPs and
registered retirement income funds (Revenue
Canada, 1993). However, not included in
rollovers are direct transfers of lump sum
receipts from RPPs and DPSPs, which need
not be reported on the tax return and so do not
show up as RRSP contributions. A growing
share of these transfers are locked in until a
specified retirement age (Frenken, 1990).

In 1993, $2.1 billion was withdrawn from
trusteed pension funds alone on termination
of RPP membership. Most would have been
transferred directly to RRSPs, including some
to locked-in RRSPs (also called locked-in
retirement accounts or LIRAS).
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8 These data differ slightly from those are high income self-employed owners of ---. “Women and RRSPs.'Perspectives on

published annually by the Small Area and unincorporated businesses, who are excludedLabour and IncomégStatistics Canada, Cata-
Administrative Data Division (SAADD) of from RPP and DPSP participation. logue 75-001E) 3, no. 4 (Winter 1991): 8-13.
Statistics Canada, because SAADD has

removed some records from the file and 13 This analysis does not distinguish

because this article is based on a 2% sample.between those limited by the annual dollar Perspectives on Labour and Incorffetatis
amount and those subject to the 18%-of- tics Canada, Catalogue 75-001E) 2, no. 4
9 During these three years, 55% of eligible earned-income ceiling. Also, no data were (Winter 1990): 9-20.
taxfilers with annual incomes averaging less available on the extent to which taxfilers

than $10,000 (those least likely to contrib- used the $8,000 overcontribution allowance.
ute) were women. On the other hand, women In 1996, this allowance will be reduced to

---. "RRSPs: Tax-assisted retirement savings.”

Frenken, H. and K. Maser. “RRSPs — new
rules, new growth.”Perspectives on Labour

accounted for just 15% of taxfilers with at $2,000. Any amount above this margin is and Income (Statistics Canada, Catalogue

least $60,000 (the ones who nearly always subject to a penalty tax. 75-001E) 5, no. 4 (Winter 1993): 33-42.
contributed). No consideration is given here
to spousal RRSPs, which may provide con- 14 Some 32% of male contributors and 31% ---. “Employer-sponsored pension plans -

siderable savings for some women with little of female contributors claimed 95% or more

or no income.

who is covered?” Perspectives on Labour

of their total 1993 room. and Income (Statistics Canada, Catalogue

75-001E) 4, no. 4 (Winter 1992): 27-34.

10 Those under 25 tend to have lower

income and are many years from retirement. & References
Many of those 65 or over have no earned
income and therefore no RRSP room.

11 Not all taxfilers filed every year. But the

Perspectives on Labour and Incorftgtatis

paid workers.” Perspectives on Labour and (Winter 1995): 14-19.
Income (Statistics Canada, Catalogue

bulk of those who didnt were under 25 /9-001E) 4, no. 4 (Winter 1992): 20-26. Revenue Canadaldentification of amoun

(1.1 million or one-third of all taxfilers in this  Eranken. H.
age group), another reason for their exclusion RRSPS.’

from this analysis.

“Tax assistance for pensions and Ottawa, 1993.
"Perspectives on Labour and Income

(Statistics Canada, Catalogue 75-001E) 7,

no. 4 (Winter 1995): 9-13.

12 Of the contributors with a PA, 45% par-
ticipated each year; of those without a PA,
more than 53% did so. Part of the latter group

Maser, K. “Who’s saving for retirement?”

Belkhodja, A. “Staying put: Job tenure among tics Canada, Catalogue 75-001E) 7, no. 4

ts

transferred to an RRSP for 19Form T2097.
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