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SIGNIFICANCE AND EXPLANATION

Pension funding , or actuarial cost , methods, are plans for accumulating

funds to meet retirement income promises. There are an unlimited number of

funding methods. However, because of regulation, only a few are used in

business practice. The mathematical characteristics of an actuarial cost

method include the ultimate level of required contributions and the ultimate

level of the fund. These characteristics have been established for an

environment characterized by a stationary population and economy. This paper

is one of a series by the authors establishing the characteristics of pension

funding methods in a dynamic environment characterized by growth in popula-

tion , salaries and retirement benefits.

Perhaps the most interesting conclusion supports the conventional

economic wisdom . If the interest rate on invested pension assets is less than

• the sunt of the growth rates of salaries and populations, there is no longer

an economic motivation for funding pensions . For this situation current

cost funding is cheapest.

:‘

~ ~~~~~~ 
‘1

The responsibility for the wording and views expressed in this descriptive
summary lies with MRC, and not with the authors of this report. 
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