
Studies in

April 2011

Financial Policy

 Should the Canada 
Pension Plan be Enhanced? 

An Examination from an Economies-of-Scale Perspective

by Neil Mohindra



Stud ies in
Financial Policy

April 2011

Should the Can ada Pen sion Plan
be Enhanced? 

An Exam i na tion from an
Econ o mies-of-Scale Per spec tive

by Neil Mohindra



Fra ser Insti tute   4   www.fraserinstitute.org

Should the Can ada Pen sion Plan Be Enhanced?   4   April 2011   4   3

Contents

Synopsis         4     4

Executive summary         4     5

Introduction         4     7

Cana da’s pen sion land scape         4     10

Econ o mies of scale         4     13

Econ o mies of scale in pen sion funds         4     16

Is the CPPIB expe ri enc ing dis econo mies of scale?         4     24

Con clu sions         4     248

References          4     30

Appen dix 1: Can ada Pen sion Plan costs         4     34

About the author         4     35

Publishing information         4     36

Sup port ing the Fra ser In sti tute         4     37

About the Fraser Institute         4     38

Editorial Advisory Board         4     38



Synopsis

Many pro po nents of Can ada Pen sion Plan (CPP) re form call for its man da tory ex pan -
sion, while oth ers have made the case for al ter na tives. This study ex am ines CPP ex -
pan sion from an econ o mies-of-scale per spec tive to as sess the po ten tial im pact of
ex pan sion on the Can ada Pen sion Plan In vest ment Board’s (CPPIB’s) per for mance in
man ag ing costs and gen er at ing re turns. 

The empir i cal lit er a ture reviewed in this study found that fund man ag ers gen er -
ally expe ri ence dis econo mies of scale at some point in gen er at ing invest ment returns
as their asset base increases, although rel a tively large pen sion plans can take action to
off set these dis econo mies.

The study con cludes that dis econo mies of scale pres ent a risk to the CPPIB’s
invest ment per for mance. The actions that the CPPIB is tak ing to off set dis econo mies
of scale in invest ment returns will likely become less effec tive as its assets con tinue to
grow. Even mod est expan sion of the CPPIB will increase the risk that the CPPIB will
not meet its objec tives in help ing the CPP fund Cana dian retire ment incomes.
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Exec u tive sum mary

There is cur rently a de bate go ing on in Can ada over the coun try’s re tire ment in come
sys tem. The dis cus sion cen tres around whether the cur rent re tire ment in come sys tem 
needs to be im proved and, if so, what re forms should be un der taken. The de bate is an
im por tant one for Ca na di ans as it af fects their dis pos able in come both dur ing their
work ing lives and in retire ment.

Many pro po nents of reform advo cate man da tory expan sion of the Can ada Pen -
sion Plan (CPP) con tri bu tions and ben e fits. Oth ers have made the case for alter na tives
to CPP expan sion, such as leg is la tive changes that would improve access to pri vate
alter na tives. In assess ing the mer its of CPP expan sion, one issue that has not received
much debate is how that expan sion could affect the Can ada Pen sion Plan Invest ment
Board’s (CPPIB’s) per for mance in man ag ing costs and gen er at ing returns. The
CPPIB’s assets under man age ment are expected to grow to CA$700 bil lion by 2038.
The future size of the CPPIB’s assets prompt the ques tion of whether econ o mies of
scale will be achieved as it con tin ues to grow, or whether the reverse will hap pen and
there will be dis econo mies. This study exam ines this ques tion.

The empir i cal lit er a ture reviewed in this study found that as their asset base
increases, fund man ag ers gen er ally expe ri ence dis econo mies of scale at some point in
gen er at ing invest ment returns. How ever, rel a tively large pen sion plans can take action 
to off set these dis econo mies.

The study exam ines the CPPIB’s changes in costs and invest ment man age ment
prac tices, and finds evi dence that the board is tak ing actions sim i lar to those taken by
large pen sion funds to off set dis econo mies of scale that set in with a grow ing asset
base. Those actions include shift ing assets towards alter na tive asset classes, such as
pri vate equity. Alter na tive assets in the CPPIB port fo lio grew from 2.7 per cent of total
assets in 2003 to 25.6 per cent in 2010. Changes in invest ment man age ment prac tices
likely con trib uted to a rapid esca la tion of costs for the CPPIB. Admin is tra tive
expenses and advi sory fees increased five-fold as a per cent age of aver age assets
between 2005 and 2010.

The study con cludes that there is a lim i ta tion in apply ing find ings from exist ing
lit er a ture on econ o mies and dis econo mies of scale to the CPPIB due to the sheer size
of the CPPIB in com par i son to the size of funds cov ered in the lit er a ture. How ever, it is 
clear that dis econo mies of scale pres ent a gen u ine risk to the CPPIB’s invest ment per -
for mance. The actions that the CPPIB is tak ing to off set dis econo mies of scale in
invest ment returns will likely become less effec tive as assets con tinue to grow.
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Even mod est expan sion of the CPPIB will add to the risk that the board will not
meet its objec tives of help ing the CPP fund Cana dian retire ment incomes. This has
real impli ca tions for Cana di ans because CPP leg is la tion includes a mech a nism to
adjust ben e fits or con tri bu tion rates to return the plan to sustainability in meeting its
objectives. Hence, weaker than expected invest ment per for mance could adversely
affect CPP ben e fits drawn by retired Cana di ans.

Policymakers who believe that more should be done to enhance retire ment secu -
rity for Cana di ans should rec og nize the strengths of the exist ing sys tem and focus on
improv ing the third pil lar, which includes reg is tered pen sion plans, indi vid ual and
group RRSPs, and Tax Free Sav ings Accounts. 
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Intro duc tion

There is cur rently a de bate in Can ada over its re tire ment in come sys tem. The de bate
fo cuses on two re lated is sues: (a) whether there is a need to im prove the cur rent re tire -
ment in come sys tem to en sure ad e quate re place ment in come and (b) if yes, what re -
forms should be un der taken to im prove the frame work in clud ing man da tory ver sus
vol un tary sav ings op tions. The de bate is an im por tant one for Ca na di ans as it im pacts
their dis pos able in come both dur ing their work ing lives and in retire ment.

Many pro po nents of reforms advo cate man da tory expan sion of the Can ada Pen -
sion Plan (CPP) con tri bu tions and ben e fits while oth ers have made the case for alter -
na tives to CPP expan sion such as leg is la tive changes to improve access to pri vate
alter na tives.  A num ber of the argu ments that have been made for CPP expan sion have 
been out lined in table 1.
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Table 1: Argu ments for man da tory CPP expan sion

Sav ings behav iour and myo pia

A sig nif i cant pro por tion of peo ple do not save ade quately to achieve opti mal con sump tion over their life times and
this can be addressed by expand ing forced sav ings through man da tory pen sion schemes.

Indi vid ual invest ment behav iour

Many indi vid u als make deci sions based on hunches, which usu ally works against them as they tend to “buy high”
and “sell low.”

Econ o mies of scale and costs of fund man age ment

A larger scale can sig nif i cantly reduce admin is tra tive (ie., record-keep ing) and invest ment costs (ie., exter nal
man age ment fees) by spread ing fixed costs and improv ing gov er nance and admin is tra tive prac tices.

Adverse selec tion and annuitization costs

To con vert sav ings into life time income, an annu ity (a con tract pro vid ing a reg u lar stream of pay ments) must be
pur chased. Indi vid u als who expect to live lon ger will be more inclined to pur chase annu ities, while those who
expect to have shorter lives will not, thus leav ing them with the risk that they will out live their sav ings.

The Samar i tan’s dilemma

The Samar i tan’s dilemma results from a pub lic pro gram that seeks to help peo ple, but actu ally increases their
depend ency through dis in cen tives. Increas ing the CPP ben e fit rate will reduce the dis in cen tive for some low
income Cana di ans to save because doing so will elim i nate their eli gi bil ity for the Guar an teed Income Sup ple ment.

Labour mar ket incen tives

Work place defined ben e fit pen sion plans have defi cien cies com pared with the CPP, such as vest ing con di tions, that 
could bias a worker’s deci sion to stay or seek a dif fer ent posi tion.

Source: Kesselman, 2010.



While some have called for the man da tory expan sion of the CPP on the basis that 
Cana di ans are not sav ing ade quately for retire ment, oth ers have ques tioned whether
there really is a sav ings cri sis (Cana dian Bank ers Asso ci a tion, 2010).  Mintz (2009)
con cluded Cana di ans are doing rel a tively well by inter na tional stan dards in ensur ing
they have ade quate sav ings for their retire ment although there is evi dence that not all
work ing Cana di ans are sav ing enough to obtain the same level of con sump tion in their 
retire ment as they enjoy in their work ing years. 

There have also been argu ments made against CPP expan sion as a solu tion to
ensur ing ade quate retire ment income. Davies (2009) notes that while expand ing the
CPP has the advan tage of ensur ing higher pub lic pen sions for a very large por tion of
the pop u la tion, it has the dis ad van tage of forc ing increased con tri bu tions to a
pay-as-you-go pen sion sys tem (ie., cur rent retiree ben e fits are funded by cur rent
worker con tri bu tions). That sys tem offers a poor rate of return and does not pro vide as 
tight a rela tion ship between con tri bu tions and future ben e fits as does a defined con tri -
bu tion pen sion plan or registered retirement savings plan. 

The Cana dian Fed er a tion of Inde pend ent Busi ness (CFIB) has argued against
expand ing the CPP as it would increase pay roll taxes. The CFIB has released a paper
that con cludes that a Cana dian Labour Con gress pro posal to dou ble the CPP would
result in 1.2 mil lion per son-years lost in employ ment in the short run, and wages being 
forced down by 2.5 per cent in the long run (Mal let, 2010). TD Eco nom ics has argued
that while the retire ment income sys tem needs to be bol stered because increas ing
num bers of indi vid u als are at risk of sav ing inad e quately for retire ment, reforms
should tar get the at-risk group, and CPP expan sion is not a tar geted response (Alex an -
der, 2010). As alter na tives, TD Eco nom ics has pro posed that either a new national
pub lic plan be cre ated with cov er age for all work ers with out an employer pen sion plan
or an expansion of the private pension system.

Some com men ta tors have out lined prin ci ples for reform ing Can ada’s retire ment 
income sys tem that are con sis tent with avoid ing CPP expan sion or cre at ing new gov -
ern ment plans. The Cana dian Bank ers Asso ci a tion (2010) argues that it is impor tant
to con sider the finan cial secu rity of fam i lies at all stages of life, and to rec og nize that
fam i lies within each stage are not homo ge neous, and in doing so to con sider the assets
and lia bil i ties that are impor tant to them at those stages. The Cana dian Life and
Health Insur ance Asso ci a tion (2010) argues that the pub lic part of the retire ment sav -
ings sys tem should be directed at providing income for basic needs in retirement.

In assess ing the mer its of CPP expan sion, one issue that has not received much
debate is how expan sion could affect the Can ada Pen sion Plan Invest ment Board’s
(CPPIB’s) per for mance in man ag ing costs and gen er at ing returns. The CCPIB was
estab lished to man age the assets that are being accu mu lated through higher con tri bu -
tion rates on work ers; these assets will con trib ute to fund ing future CPP payments. 
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The CPPIB’s net assets at the end of its last reported year were CA$127.6 bil lion.
The CPPIB was ranked the fifth larg est sov er eign pen sion fund by assets in 2009 (Tow -
ers Perrin, 2010). CPPIB assets are expected to grow to CA$700 bil lion by 2038
(CPPIB, 2010a). The future size of the CPPIB’s assets prompt the ques tion of whether
econ o mies of scale will be achieved as it con tin ues to grow, or whether the reverse will
hap pen and there will be dis econo mies. An Ontario gov ern ment con sul ta tion paper
flagged the econ o mies of scale issue not ing that expand ing the CPP would result in a
sig nif i cant increase in the CPPIB’s assets, which may be a chal lenge to man age
(Ontario, Min is try of Finance, 2010). The “econ o mies of scale” argu ment has also been 
raised in favour of CPP expan sion (Kesselman, 2010). How ever, there has not yet been
any sub stan tive anal y sis of the issue. This study is intended to address this omis sion by
exam in ing the econ o mies and dis econo mies of scale from asset size from two per spec -
tives: costs, and the impact of size on investment performance (ie., rate of return). 

The study begins by fram ing the debate and describ ing the cur rent Cana dian
retire ment income sys tem. That leads to an exam i na tion of rel e vant lit er a ture on
econ o mies of scale and the rel e vance of the lit er a ture to the CPPIB before concluding.
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Cana da’s pen sion land scape

Cana dian retire ment secu rity

The Ca na dian re tire ment in come sys tem is of ten de scribed as a set of pil lars. The first
pil lar con sists of two pro grams ad min is tered by the fed eral gov ern ment funded by
gen eral gov ern ment rev e nues. Old Age Se cu rity (OAS) is a monthly pay ment avail able 
to most Ca na di ans who reach age 65.  Ben e fits are clawed back once they reach a cer -
tain level of in come. The Guar an teed In come Sup ple ment (GIS) is an ad di tional
amount avail able to low-in come seniors. 

The sec ond pil lar is the CPP Retire ment Plan, which pro vides up to 25 per cent of
life time con trib u tory earn ings, indexed to infla tion. Employ ers and employ ees make
match ing con tri bu tions to the CPP. Indi vid u als begin receiv ing CPP ben e fits at age 65
but have the option of col lect ing a reduced monthly ben e fit at age 60, or a higher
monthly ben e fit at age 70. The CPP cov ers Cana di ans in all prov inces except Que bec,
which has its own plan, the Que bec Pen sion Plan.

The Can ada Pen sion Plan Act includes an auto matic mech a nism to adjust ben e -
fits and con tri bu tions to ensure the plan remains via ble if at any point it is con sid ered
unable to sustainably meet its obli ga tions. Every three years, fed eral and pro vin cial
finance min is ters must review the finan cial state of the CPP and rec om mend whether
changes should be made to ben e fits, con tri bu tion rates, or both.  In con duct ing these
reviews, the min is ters must con sider the lat est report and esti mates of the Chief Actu -
ary of the Office of the Super in ten dent of Finan cial Insti tu tions, which reg u lates fed -
eral reg is tered pen sion plans. The most recent report of the Chief Actu ary, sub mit ted
in Sep tem ber 2010, con cluded that at the cur rent leg is lated con tri bu tion rate, the
Can ada Pen sion Plan is expected to be able to meet its obli ga tions through out the pro -
jec tion period (through 2020) and to remain financially sustainable over the long term
(OSFI, 2010). 

Tax-assisted pro grams make up the third pil lar. This includes reg is tered pen sion 
plans, indi vid ual and group RRSPs, and Tax Free Sav ings Accounts. 

Some pen sion com men ta tors have argued that there is a fourth pil lar con sist ing
of income from assets that are not reg is tered in tax-assisted pro grams, such as invest -
ment income and cap i tal gains (Tay lor, 2010). Davies (2009) finds that in 2005, Cana -
di ans aged 65 or over held an aver age of CA$260,400 in non-finan cial assets and
CA$35,600 in finan cial assets out side reg is tered plans. Non-finan cial assets other than 
prin ci pal res i dence aver aged CA$121,900.
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The Can ada Pen sion Plan Invest ment Board

The CPPIB was es tab lished as a re sult of a 1997 fed eral-pro vin cial gov ern ment agree -
ment to in crease con tri bu tion rates to cre ate a re serve fund of sur plus as sets and es tab -
lish an or ga ni za tion that would op er ate at arm’s length from gov ern ment to man age
this fund. The agree ment fol lowed an ac tu ar ial re port pro ject ing that the CPP’s ex ist -
ing con tin gency re serve would be ex hausted by 2015.

The CPPIB’s man date is to:

4 assist the Can ada Pen sion Plan in meet ing its obli ga tions to con tri bu tors and ben e fi -
cia ries under the Can ada Pen sion Plan;

4 man age funds in the best inter ests of the con tri bu tors and ben e fi cia ries of the CPP;
and

4 invest its assets with a view to achiev ing a max i mum rate of return, with out undue risk
of loss tak ing into con sid er ation the abil ity of the CPP to meet its finan cial obli ga tions.

The CPPIB gov er nance struc ture includes a board of direc tors with respon si bil i -
ties for hir ing the chief exec u tive offi cer, review ing per for mance, and approv ing exter -
nal invest ment man age ment part ners hired to man age CPPIB assets. Direc tors are
appointed by the fed eral finance min is ter in con sul ta tion with pro vin cial coun ter -
parts. The CPPIB empha sizes that it oper ates at arm’s length from gov ern ment and
free from polit i cal inter fer ence (CPPIB, 2010 b). Amend ments to the CPIB’s leg is la -
tion require agree ment by the fed eral gov ern ment plus two-thirds of the prov inces
rep re sent ing two-thirds of the pop u la tion.

The CPPIB Act requires “spe cial exam i na tions” at least once every six years.
They are to deter mine if the sys tems and prac tices in place related to finan cial man -
age ment and con trol pro vide assur ance that the CPPIB’s assets are safe guarded and
con trolled, and that resources are man aged effi ciently. The most recent spe cial exam i -
na tion was pub lished in Feb ru ary 2010 and pro vided an opin ion that there were no sig -
nif i cant defi cien cies in the sys tems and prac tices exam ined (Deloitte, 2010).

Ini tially, the CPPIB was mostly invested in bonds with a small pas sive allo ca tion
to equi ties. How ever, it has since moved into other asset classes and shifted from pas -
sive to active invest ment. Fig ure 1 shows the fund’s cur rent asset mix. As of Sep tem ber 
30, 2010, that mix included 27 per cent of assets in pri vate equity, real estate, and infra -
struc ture. Sim i lar to fed eral reg u la tions for the invest ments of pri vate pen sion plans,
the CPPIB is sub ject to both a “pru dent per son” rule (a require ment to apply to the
invest ment port fo lio of a pen sion fund an approach that is rea son able and pru dent)
and invest ment restric tions such as a 10 per cent limit on the amount of CPPIB assets
that can be invested in any entity.
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For the period end ing Sep tem ber 2010, the CPPIB fund gen er ated a five-year
annu al ized rate of return of 3.4 per cent, and a 10-year rate of 5.5 per cent. While the
excess of CPP con tri bu tions over ben e fits has been directed to the funds man aged by
the CPPIB, begin ning in 2021 a small por tion of CPPIB earn ings will be used, along
with worker con tri bu tions, to finance ben e fits.
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Figure 1: Asset mix of the CPP Board as of September 30, 2010
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                            Source: CPPIB 2010b.



Econ o mies of scale

“Econ o mies of scale” re fers to the fact that the cost per unit of a good will drop as its
pro duc tion rises; it is a re sult of spread ing fixed costs over a greater level of pro duc -
tion. In the con text of stud ies on the as set man age ment in dus try, the im pact of econ o -
mies of scale have been ex am ined not only on di rect costs, but on in vest ment re turns
as well.

Costs

Dis econo mies of scale oc cur when pro duc tion reaches a cer tain level, af ter which unit
costs be gin to rise. Canbäck, Samouel, and Price (2006) de scribe four groups of dis -
econo mies of scale:

1) Bureau cracy. Bureau cracy increases with size and can lead to exces sive rigid ity, con -
ser va tism, resis tance to change, per pet u a tion of social class dif fer ences, etc., and can
shield man ag ers from real ity.

2) Infor ma tion loss and rigidity. Larger orga ni za tions with more hier ar chi cal lev els are
more prone to com mu ni ca tions prob lems such as delays in infor ma tion being con -
veyed or lost.

3) Agency theory. Bureau cratic man age ment struc tures that are put in place to cope with
admin is tra tive prob lems result in con flicts of inter est between dif fer ent lev els of man -
age ment.

4) Employee incentives and lack of motivation. Job sat is fac tion tends to be lower in large
orga ni za tions. Smaller firms link pay and per for mance more closely together, while
larger firms favour fixed-wage con tracts based on ten ure and make exten sive use of
mon i tor ing to con trol pro duc tiv ity.

Stud ies that exam ine econ o mies of scale related to costs in the mutual fund
indus try find that econ o mies of scale do exist, but they ulti mately become exhausted.
Latzko (1999) notes that US mutual funds have three major cat e go ries of oper at ing
expenses. These include man age ment fees to invest ment advi sors, other admin is tra -
tive expenses from the pro vi sion of record keep ing and trans ac tion ser vices, and dis -
tri bu tion fees. Latzko’s study found that aver age costs dimin ished over the full range of 
fund assets. How ever, the rapid decrease in aver age costs is exhausted by the time a
fund has US$3.5 bil lion in assets. 
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Returns

For as set fund man ag ers, three causes of dis econo mies of scale are hi er ar chy, li quid ity
or in fla tion of ex ist ing po si tions, and dis si pa tion of man a ge rial tal ent.

Hier ar chy

In lit er a ture on hi er ar chi cal dis econo mies of scale in fund man age ment, a study by
Stein (2002) is of ten re ferred to for the the o ret i cal case. Stein (2002) ex am ined how or -
ga ni za tional de sign in flu ences the way cap i tal is al lo cated to com pet ing in vest ment
pro jects. Stein con trasts two or ga ni za tional forms: de cen tral iza tion (small, sin -
gle-man ager firms) and hi er ar chies. Stein dis tin guishes be tween soft and hard in for -
ma tion. In for ma tion is soft if it can not be ver i fied by any one other than the agent that
pro duces it. In con trast, hard in for ma tion is more ver i fi able. Within a hi er ar chy, a line
man ager faces the risk that some body higher up will de cide that in vest ment op por tu -
ni ties are better some where else. Stein ar gues that this pos si bil ity re sults in line man -
ag ers spend ing more ef fort on doc u men ta tion and less on re search in or der to turn
soft in for ma tion hard. By do ing this, they can build the case to higher lev els of man age -
ment that they should be given more resources to manage.

Lopez-de-Sil anes et al. (2011) ana lyze the per for mance of pri vate equity invest -
ments, and doc u ment the pres ence of sub stan tial dis econo mies of scale using the aver -
age num ber of simul ta neously held invest ments man aged by the firm over the
invest ment’s life. The authors argue that the num ber of invest ments held is a good
proxy for scale as each invest ment, regard less of its size, prob a bly requires a sim i lar
amount of time spent on it, and com mu ni ca tion put into it. They find that as the num -
ber of simul ta neous invest ments by a sin gle firm increases, returns fall. Firms pur su ing 
fewer invest ments obtain higher returns. They also find that dis econo mies of scale are
sub stan tially smaller in flat ter orga ni za tions with less hier ar chy. The authors note that 
their find ings are con sis tent with the view that pri vate equity per for mance suf fers
from those struc tural fea tures of the firm that cur tail infor ma tion flows and reduce the 
value-added capac ity of man age ment in both more hier ar chi cal firms and those in
which com mu ni ca tion is more dif fi cult.

Liquid ity

Li quid ity re fers to the ease with which a se cu rity can be traded with out caus ing a price
im pact (ie., a fluc tu a tion in a share price). A larger as set base can erode fund per for -
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mance be cause of trad ing costs as so ci ated with li quid ity (Chen et al., 2004). While a
small fund can in vest its money in its best ideas, a larger fund has to in vest in its sec ond
and third-best ideas, and take larger po si tions in in di vid ual se cu ri ties than is op ti mal,
thereby erod ing per for mance (Chen et al., 2004). Chen et al. (2004) in ves ti gate econ o -
mies of scale in the per for mance of the ac tive money man age ment in dus try us ing US
mu tual fund data from 1962 to 1999, and find ev i dence that fund size erodes per for -
mance. The ef fect of fund size is most pro nounced for small caps (eq ui ties with rel a -
tively small mar ket cap i tal iza tions), sug gest ing that li quid ity is an im por tant rea son
for this. They also ar gue that or ga ni za tional dis econo mies re lated to hi er ar chy costs
may also play a role, as they find that the size of a fund’s fam ily does not sig nif i cantly
erode fund per for mance.

Man age ment dis si pa tion

Berk and Green (2004) de scribe the the o ret i cal case for the third type of diseconomy of 
scale in as set fund man age ment. They ar gue that man a ge rial tal ent is a scarce re source
that dis si pates as the scale of op er a tions in crease. Skilled man ag ers will man age more
as sets, but be cause they man age more as sets, they will gen er ate the same ex pected fu -
ture re turns as less skilled man ag ers. Em pir i cal stud ies have found ev i dence of the dis -
econo mies of scale that Berk and Green de scribe, such as those by Reuter and
Zitzewitz (2010) in the mu tual fund in dus try and Fung et al. (2008) in the hedge fund
industry.
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Econ o mies of scale in pen sion funds

This sec tion de scribes the lit er a ture on econ o mies of scale on the cost and re turns for
pen sion funds.

Costs

Jog (2009)
Jog ex am ines the costs of man ag ing Ca na dian de fined ben e fit pen sion plans us ing data 
from Sta tis tics Can ada and CEM Benchmarking Inc. CEM Benchmarking Inc. is a To -
ronto-based global pen sion benchmarking firm that fo cuses on the ob jec tive mea sure -
ment of the in vest ment per for mance, ser vice lev els, and costs of pen sion in vest ments
and ad min is tra tion. Jog finds that the to tal costs do not de cline con sis tently with the
to tal size of the as set. For the years 2007 and 2008, costs seem to sta bi lize at 30 to 45
ba sis points us ing data on all funds. Jog con cludes from these find ings that there do not 
seem to be cost econ o mies of scale af ter a par tic u lar size and ex penses seem to be in de -
pend ent of fund size at these lev els. 

Bikker et al. (2010)
Us ing CEM Benchmarking data, Bikker et al. (2010) ex am ine the im pact of scale on the 
ad min is tra tive costs across pen sion funds in Aus tra lia, Can ada, the Neth er lands, and
the US. The dataset in cluded 90 pen sion funds from 2004 to 2008. The au thors find
that, ex cept for Can ada, large, un used econ o mies of scale ex ist. 

Table 2 shows the authors’ find ings on admin is tra tive costs by size classes. The
weighted aver age of the admin is tra tive costs per asset show that costs decrease rap idly
as size increases, reach ing 0.05 per cent for pen sion funds in the Euro50-100 bil lion
class before slightly increas ing again. While the weighted aver age admin is tra tive costs
per asset reflects a U-shaped asso ci a tion, the authors found that the weighted aver age
of admin is tra tive costs per par tic i pant does not show a sim i lar shape. How ever, the
authors also exam ined admin is tra tive costs per par tic i pant on a disaggregated basis
and found a U-shaped pat tern for most sub-cat e go ries, with aver age costs first declin -
ing with size, then increas ing again.

Bikker et al. also exam ine admin is tra tive costs across pen sion fund types and
find sig nif i cant vari ance. For exam ple, state or pro vin cial plans have 70 per cent higher
admin is tra tive costs.
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Coleman et al. (2003)
Coleman et al. (2003) ex am ine the ex penses of Aus tra lian su per an nu a tion funds (re -
turns, vol a til ity of re turns, and ex penses), us ing data from 1995 to 2002. Aus tra lian su -
per an nu a tion funds are pen sion funds with man da tory em ployer con tri bu tions and
vol un tary mem ber con tri bu tions.

The authors exam ine expenses with annual and quar terly data. The annual data
uni ver sally cover the Aus tra lian reg u lated super an nu a tion sec tor. The quar terly sur -
vey data are lim ited to large funds (includ ing non-reg u lated funds) with assets in
excess of AU$60 mil lion. The funds in this data base account for the major ity of super -
an nu a tion mem bers, although cov er age is lim ited in the num ber of funds. The authors 
note that an advan tage of the quar terly sur vey data is the greater fre quency in report -
ing, which allows for the cal cu la tion of better invest ment per for mance mea sures.

Table 3 shows the results from the annual return data on expense ratios. Aver age 
expense ratios decrease as asset size increases for the full sam ple of funds and across
the fund types exam ined (ie., cor po rate funds, pub lic sec tor funds).
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Table 2: Average annual administrative costs of pension funds 
by size classes

Size classes Administrative cost per
participant (€)

Administrative cost per
asset (%)

Number of Participants (x 1000)

<50 148.5 0.157

50-100 82.2 0.098

100-500 61.6 0.085

500-1,000 44.9 0.133

>1,000 55.1 0.085

Total assets (€billion)

<10 81.4 0.115

10-20 52.0 0.085

20-50 74.8 0.077

50-100 51.3 0.052

>100 77.4 0.061

Source: Bikker et al., 2010.
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Table 3 : Equal-weighted expense ratios by total asset—annual return
data: 1996-2002

Total Assets (in AU$) Corporate Industry Public
Sector

Retail All

$1 million to <$10 million

Average expense ratio 1.33% 1.74% 2.42% 2.00% 1.37%

Number of funds 477 15 6 9 507

$10 million to <$100 million

Average expense ratio 1.19% 1.84% 1.35% 1.55% 1.27%

Number of funds 334 36 7 27 404

$100 million to <$500 million

Average expense ratio 0.93% 1.44% 1.34% 1.74% 1.26%

Number of funds 57 31 4 26 118

$500 million or more

Average expense ratio 0.79% 1.18% 0.65% 1.32% 1.08%

Number of funds 18 15 10 34 77

Source: Coleman et al., 2003.

Table 4: Equal-weighted expense ratios by total asset—quarterly survey 
data: 1995 (Q2) to 2002 (Q2)

Total Assets (in AU$) Corporate Industry Public
Sector

Retail All

$60 million to <$100 million 

Average expense ratio 0.98% 1.22% n/a 1.63% 1.10%

Number of funds 27 1 0 6 34

$100 million to <$500 million

Average expense ratio 0.88% 1.47% 1.06% 1.95% 1.24%

Number of funds 68 26 6 27 127

$500 million or more 

Average expense ratio 0.78% 1.27% 0.82% 1.65% 1.24%

Number of funds 13 16 16 31 76

Source: Coleman et al.,  2003.



Table 4 shows the results from the quar terly data on expense ratios. In con trast
to the annual data, the quar terly data do not show econ o mies of scale. In aggre gate,
expense ratios are lower for the small est cat e gory size. The authors attrib ute the dif fer -
ence in results from the annual data set to the smaller num ber of funds and that the
funds rep re sent the 10 per cent of the larg est funds in the indus try.

Returns

Coleman et al. (2003)
Coleman et al. (2003) ex am ine the re turns and their vol a til ity for Aus tra lian su per an -
nu a tion funds. Ta bles 5 and 6 show av er age re turn on as sets and vol a til ity by to tal as set 
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Table 5: Average annual return on assets and volatility by total
asset—annual return data: 1996 to 2002

Total Assets (AU$) Corporate Industry Public
Sector

Retail All

$1 million to <$10 million  

Average annual return on
assets

7.11% 4.67% 5.16% 3.76% 6.95%

Average volatility 6.21% 4.20% 4.41 3.01% 6.07%

Number of funds 477 15 6 9 507

$10 million to <$100 million

Average annual return on
assets

7.05% 5.37% 6.49% 4.79% 6.74%

Average volatility 6.10% 5.18% 5.28% 4.42% 5.89

Number of funds 334 36 7 27 404

$100 million to <$500 million

Average annual return on
assets

8.22% 6.42% 5.76% 4.15% 6.77%

Average volatility 7.68% 5.62% 6.04% 4.73 6.43%

Number of funds 57 31 4 26 118

$500 million and over

Average annual return on
assets

8.26% 6.85% 6.23% 4.77% 6.18%

Average volatility 6.50% 4.93% 5.96% 5.77% 5.80%

Number of funds 18 15 10 34 77

Source: Coleman et al., 2003.



size, us ing the an nual re turn data and the quar terly sur vey data. Both data sets show
mixed re sults. Some types of su per an nu a tion funds (cor po rate and in dus try) show
econ o mies of scale in re turns, but this is not con sis tent across all fund types. The re -
sults from the quar terly sur vey data, which is rep re sen ta tive of the larg est funds in
the in dus try, show, on ag gre gate, the mid dle cat e gory as hav ing the great est re turn
on as sets.

Jog (2009)
On per for mance, Jog finds lit tle ev i dence that larger funds con sis tently out per form
smaller plans at the fund level, not with stand ing con sid er able dif fer ences in the as set
mix of these funds. Jog also finds that the larger the fund, the larger are their in vest -
ments in non-con ven tional and po ten tially non-benchmarkable and illiquid as sets
(eg., pri vate eq uity and hedge funds).
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Table 6: Average annual return on assets and volatility by total
asset—quarterly survey data: 1995 (Q2) to 2002 (Q2)

Total Assets (AU$) Corporate Industry Public
Sector

Retail All

$60 million to <$100 million 

Average annual return on assets 7.19% 6.60% n/a 7.45% 7.22%

Average volatility 8.93% 5.07% n/a 5.98% 8.29%

Number of funds 27 1 0 6 34

$100 million to <$500 million  

Average annual return on assets 9.21% 7.27% 8.05% 5.46% 7.96%

Average volatility 7.88% 5.86% 6.13% 4.92% 6.75%

Number of funds 68 26 6 27 127

$500 million and over

Average annual return on assets 9.19% 8.08% 8.08% 5.84% 7.36%

Average volatility 7.01% 5.87% 7.36% 5.93% 6.40%

Number of funds 13 16 16 31 76

Source: Coleman et al., 2003.



Bauer et al. (2010)
The au thors use the CEM pen sion fund da ta base to pro vide an over view of the per for -
mance and costs of do mes tic eq uity in vest ments by US pen sion funds. They find that
while a larger scale brings econ o mies of scale in costs, li quid ity lim i ta tions seem to al -
low only smaller funds, and es pe cially small cap man dates, to out per form their
benchmarks. They also find that fund size erodes risk-ad justed per for mance (per for -
mance rel a tive to level of risk), and they at trib ute this to the in abil ity of large pen sion
funds to re spond quickly to news or in vest large parts of their port fo lio in rel a tively
illiquid stocks.

Blake et al. (2010)
Us ing data on UK pen sion funds be tween 1984 and 2004, Blake et al. ex am ined a shift
from cen tral ized to de cen tral ized in vest ment man age ment (which em ploys a greater
num ber of as set man ag ers). The data in cluded quar terly re turns on the in vest ment
port fo lios of 2,385 UK pen sion funds and cov ers seven as set classes: UK eq ui ties, UK
bonds, in ter na tional eq ui ties, in ter na tional bonds, in dex-linked bonds, cash, and
prop erty.

Defined ben e fit plan spon sors com monly del e gate port fo lio man age ment to
exter nal fund man ag ers. The authors iden tify two trends towards decen tral iza tion:

1. A shift from man ag ers with a bal anced approach who are respon si ble for invest ing
across the full range of assets per mit ted by the spon sor to spe cial ized man ag ers
respon si ble for asset selec tion within a sub-class of assets.

2. A shift from one to many com pet ing man ag ers within each asset class.

The trend towards decen tral iza tion has been tak ing place despite the adverse
effects of mul ti ple man ag ers. These effects include coor di na tion prob lems, higher
fees, and diver si fi ca tion losses (ie., indi vid ual man ag ers can only account for diver si fi -
ca tion within their own port fo lios, not the aggre gate port fo lio of the fund, which
includes assets man aged by other, exter nal man ag ers).

The authors exam ine the dynam ics of man ager switch ing and deter mine that
shift ing from one to sev eral man ag ers appears to be driven mainly by dis econo mies of
scale at the fund level, and funds make the switch before there is sig nif i cant dete ri o ra -
tion on pre-fee per for mance. The authors exam ine the impacts of shift ing towards
mul ti ple spe cial ized man ag ers to deter mine if this behav iour is rational. They find:

4 spe cial ist man ag ers dis play sig nif i cant secu ri ties selec tion skills whereas bal anced
man ag ers fail to do so;
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4 there is evi dence of per sis tence (demonstrated con sis tency) in the performance by
spe cial ist man ag ers;

4 coor di na tion prob lems asso ci ated with mul ti ple man ag ers is addressed by allo cat ing
reduced risk bud gets to each manager;

4 com pe ti tion amongst mul ti ple man ag ers improves their per for mance after con trol -
ling for fac tors such as size of assets.

Dyck and Pomorski(2011)
Dyck and Pomorski (2011) ex am ine the ques tion of econ o mies of scale in pen sion fund 
re turns by look ing at the strat e gies and per for mance of de fined ben e fit pen sion plans.
The au thors use data from CEM Benchmarking Inc. cov er ing Ca na dian, US, Eu ro pean 
and Aus tra lian/New Zea land plans.

The authors find econ o mies of scale with the larg est plans achiev ing returns
45-50 basis points a year higher than the small est plans. The authors find no evi dence
that econ o mies of scale abate even for the larg est plans in their sam ple. How ever, they
expect that for suf fi ciently large plans, the econ o mies should dis si pate and likely turn
neg a tive. They note that if one plan accounts for the entire sec tor, they would still
expect dis econo mies of scale at the level of the over all pen sion indus try. The aver age
size plan in the larg est size quintile was US$37 bil lion.

The authors find evi dence for the fol low ing behav iours of larger plans:

1. An increase in the num ber of exter nal man dates to address dis econo mies of scale at
the fund level;

2. A shift towards more inter nal man age ment where costs are lower than under exter nal
man age ment; and

3. An increase in allo ca tions to alter na tive assets, such as real estate and pri vate equity.

Sum mary

The lit er a ture on as set man age ment funds re viewed in this study in di cate the fol low ing:

1. For costs, there are econ o mies of scale in fund man age ment, includ ing pen sion funds,
but these econ o mies level out or turn neg a tive at some point.

2. While asset fund man ag ers gen er ally expe ri ence dis econo mies of scale at some point
in gen er at ing returns as their asset base increases, large pen sion funds have the capa -
bil ity of tak ing actions that off set dis econo mies of scale.
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In exam in ing the rel e vance of the lit er a ture for the CPPIB, an impor tant con sid -
er ation is the sheer size of the board’s portfolio. For exam ple, Dyck and Pormoski
(2011) found econ o mies of scale in invest ment per for mance even in the larg est pen -
sion plans. How ever, the aver age size (in assets) of pen sion plan in their larg est size
cat e gory was US$37 bil lion. This is much smaller than the CPPIB’s cur rent size, which
at the end of 2010 was CA$127.6 bil lion. By 2038, the CPPIB’s expected asset size will
be CA$700 bil lion.
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Is the CPPIB expe ri enc ing
dis econo mies of scale?

As a sin gle fund with lim ited his tory, a his tor i cal or com par a tive anal y sis of the
CPPIB’s costs and per for mance in gen er at ing fi nan cial re turns would not pro vide any
in sight into whether the fund is ex pe ri enc ing econ o mies or dis econo mies of scale. Too 
many other fac tors af fect the re sults of a sin gle fund to make such a de ter mi na tion, in -
clud ing changes in in vest ment strat egy. How ever, an ex am i na tion of the CPPIB’s ex -
penses and in vest ment man age ment prac tices pro vides in sights into whether the
CPPIB is re act ing to dis econo mies of scale. 

Table 7 describes the CPPIB’s cost per for mance. The table focuses strictly on the 
CPPIB’s costs, as opposed to the CPP’s over all costs. How ever, com par i sons have been
made of the CPPIB costs ver sus those of pri vate pen sions and other vehi cles such as
mutual funds. These com par i sons fail to acknowl edge the costs the CPP faces other
than asset man age ment, nota bly, col lect ing funds, recordkeeping, and dis burse ments.
Appen dix 1 doc u ments these costs.

The ratio of admin is tra tive expenses to aver age assets remained flat from 2003 to 
2006 before ris ing 170 per cent by 2010. Advi sory fees declined sharply through 2007
before ris ing by 1,750 per cent between 2007 and 2010.
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Table 7: CPPIB administrative expenses and advisory fees as 
percentage of average assets

Year Average Assets
(CA$millions)

Admin
Expenses /

Average Assets

Advisory Fees /
Average Assets

Admin Expenses +
Advisory Fees/
Average Assets

2003 16,116 0.07% 0.29% 0.36%

2004 25,525 0.07% 0.25% 0.33%

2005 46,070 0.07% 0.04% 0.11%

2006 74,539 0.07% 0.05% 0.12%

2007 105,004 0.11% 0.02% 0.13%

2008 125,441 0.12% 0.19% 0.31%

2009 121,705 0.16% 0.31% 0.47%

2010 126,411 0.19% 0.37% 0.56%

Sources: CPPIB Annual Reports, 2003-2010; author calculations.



As noted ear lier, ris ing costs in admin is tra tive expenses after 2006 and advi sory
fees after 2007 are not clear evi dence that dis econo mies of scale in costs are set ting in,
as other fac tors may be at play. For instance, the CPPIB’s 2010 annual report stated
that the CPPIB launched new port fo lio, account ing, and per for mance-mea sure ment
sys tems to replace ser vices that were pre vi ously outsourced, which could pay off in
lower costs for these ser vices in the future.

How ever, ris ing admin is tra tive and advi sory expenses as a per cent age of asset
value could also be a result of the CPPIB rec og niz ing the chal lenges in gen er at ing
returns posed by dis econo mies of scale. Box 1 includes an excerpt from a 2006 speech
by David Denison, Pres i dent and CEO of the CPPIB. While not ing there are some
advan tages to size, Mr. Denison also described the sheer size of the CPPIB’s port fo lio
as a chal lenge.

The esca la tion of the CPPIB’s admin is tra tive and advi sory fee expenses could be
as a result of the board react ing to dis econo mies of scale in invest ment returns. Some
of the lit er a ture reviewed ear lier dis cusses how large pen sion funds react to dis econo -
mies of scale. Their find ings can be com pared to the CPPIB’s behaviour. 
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Box 1
Excerpt from a speech by David Denison to the Con fer ence Board of Can ada,

2006 Pen sion Sum mit, on the chal lenges of man ag ing CPP assets

“One as pect of our in vest ment chal lenge is the sheer size of our port fo lio—$100 bil lion
grow ing to an an tic i pated $250 bil lion over the next 8 to 10 years. Some times that size can
be a dis ad van tage—for in stance, we won’t pur sue in vest ment op por tu ni ties even though
they have at trac tive re turns if they aren’t suf fi ciently scal able to make an ap pre cia ble con -
tri bu tion to our port fo lio, given the re sources we would have to de vote to them.

“As well, we some times iden tify val u a tion anom a lies in com pa nies that we hold that, un for -
tu nately, would be off set by the mar ket im pact of trad ing in the vol umes en tailed by our
port fo lio size if we tried to cap ture them. That be ing said, in many other re spects, size does
in deed mat ter, and mat ter in a very pos i tive way, in that it en ables us to forge part ner ships,
ac cess large less com pet i tively bid pri vate mar kets trans ac tions, de velop lead ing edge trad -
ing, in vest ment and risk man age ment tech nol ogy, and other ca pa bil i ties, and al lows us to
have in ter nal spe cial iza tion across a broad range of in vest ment cat e go ries.”

—Source: Denison, 2006.



Blake et al. (2010) found that pen sion funds respond to dis econo mies of scale by
mov ing from a sin gle gen eral man ager to mul ti ple spe cial ized man ag ers even though
this results in higher man age ment fees. Table 8 shows evi dence of the CPPIB tak ing
this approach, which could explain at least part of the growth in exter nal advi sory fees.
The total num ber of man ag ers grew from 46 in 2004 to 133 in 2010 (CPPIB, 2010a). 

Dyck and Pomorski (2011) found that larger pen sion plans were able to off set
dis econo mies of scale in invest ment returns by shift ing towards alter na tive invest -
ments such as real estate, pri vate equity, and infra struc ture. The Can ada Pen sion Plan
Invest ment Board ini ti ated a pri vate equity pro gram in 2001 (CPPIB, 2002). The
CPPIB’s 2002 annual report stated that the CPPIB expected that it would take sev eral
years to reach a tar get of 10 per cent of assets invested in pri vate equity. A for mer pres i -
dent and CEO of the CPPIB noted in 2006 the CPPIB’s inten tion to move towards
more alter na tive invest ments in the asset mix. In a speech he stated, “We would also
like to invest as much as 20 per cent of total CPP assets in real estate, infra struc ture,
and pri vate equity … with a max i mum 10 per cent allo ca tion in any of these asset
classes” (MacNaughton, 2006). Fig ure 2 shows the per cent age of total assets in alter na -
tive invest ments over time. These assets grew from 2.7 per cent of the CPPIB’s total
assets as of March 31, 2003, to 25.6 per cent as of Sep tem ber 20, 2010, exceed ing the
previously stated objective of 20 percent.

Dyck and Pomorski (2011) also found that larger funds shift towards more inter -
nal asset man age ment. This could explain some of the growth in the CPPIB’s admin is -
tra tion expenses. The CPPIB’s 2010 annual report notes that it has been add ing
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Table 8: Canada Pension Plan Investment Board partners

Infra-
structure

Private
Invest-
ments1

General
Partners

Public
Market2

Real
Estate

Other3 Total

2004 1 36 3 6 46

2005 1 43 4 4 52

2006 1 48 6 7 62

2007 1 57 10 8 76

2008 1 63 17 21 102

2009 1 70 22 22 115

2010 1 72 21 29 133

Source: CPPIB Annual Reports, 2004-2010.
1“Private investments” includes asset managers specializing in private equity.
2Public Market Investments (PMI) includes managers that invest in all publicly-traded asset classes
and in derivatives based upon these asset classes.
3”Other” includes Transition Management Partners and Active Overlay Managers.



sig nif i cantly to its staff of invest ment pro fes sion als to over see exter nal man ag ers but
also to pur sue inter nal active invest ment pro grams over the past five years. There were 
121 addi tional staff hired for inter nal active man age ment pro grams in 2010.

The CPPIB’s actions in expand ing the num ber of exter nal man ag ers, shift ing
towards inter nal man age ment, and shift ing to alter na tive assets are con sis tent with
the behav iour of a pen sion fund rec og niz ing and address ing the risks of dis econo mies
of scale in investment returns.
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Fig ure 2: Per cent age of total assets in alter na tive invest ments
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Con clu sions

The CPPIB’s suc cess in meet ing its ob jec tives is very im por tant to the fu ture re tire -
ment in comes of Ca na di ans. While the CPPIB was de ter mined to be actuarially sound
in 2010, there is no guar an tee that its ob jec tives will be met. There are fac tors other
than the CPPIB’s in vest ment per for mance that can af fect the CPP’s rev e nues, in clud -
ing fer til ity rates and real wage growth (MacNaughton, 2004). As noted ear lier, CPP
leg is la tion in cludes a mech a nism to ad just ben e fits or con tri bu tion rates, if nec es sary,
to en sure the plan re mains sus tain able. Hence, in vest ment underperformance could
lead to a drop in ben e fits. If fer til ity or real wage growth is lower than ex pected, in vest -
ment over per for mance could off set lower than ex pected con tri bu tions.

A lim i ta tion in apply ing exist ing lit er a ture on econ o mies and dis econo mies of
scale to the CPPIB is the sheer size of the CPPIB in com par i son to the size of funds cov -
ered in the lit er a ture. In addi tion, the lit er a ture reviewed in this study does not iden tify 
a tip ping point where dis econo mies will set in for the CPPIB. Dis econo mies of scale
will set in ear lier in some asset classes than oth ers, such as pub lic equi ties. How ever, it
is clear that dis econo mies of scale pres ent a gen u ine risk to the CPPIB’s invest ment
per for mance. 

Where pos si ble, the CPPIB has been mak ing the right choices for a large fund to
enable it to take advan tage of its scale, such as pur su ing larger pri vate mar kets trans ac -
tions. The CPPIB is also tak ing actions that can off set dis econo mies of scale includ ing
shift ing more of its port fo lio into alter na tive assets, hir ing more exter nal man ag ers,
and expand ing its inter nal asset man age ment capac ity. How ever, there are lim its to
the extent the CPPIB can employ these strategies effectively.

Because of its size and the long time hori zon on which it oper ates, the CPPIB has
more flex i bil ity than other funds to invest in alter na tive assets such as pri vate equity,
infra struc ture, and real estate. How ever, these assets already rep re sent over a quar ter
of the CPPIB’s port fo lio and the CPPIB has lim ited room to grow these assets pru -
dently as a per cent age of its total port fo lio. Hence, the size of its assets in classes more
prone to dis econo mies of scale, such as pub lic equi ties, will need to grow. 

Some of the evi dence sug gests large pen sion funds also man age dis econo mies of
scale by hir ing spe cial ized and mul ti ple exter nal man ag ers (Blake et al., 2010). By the
end of March 2010, the CPPIB had 133 part ners man ag ing board assets, a num ber that
has been grow ing annu ally. Just as larger mutual funds expe ri ence dis econo mies of
scale in gen er at ing returns because they need to invest in their sec ond- or third-best
ideas (Chen et al., 2004), the CPPIB may find itself com pelled to turn to less stel lar
man ag ers to min i mize expand ing the risk bud gets of its exist ing part ners.
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As the CPPIB expands its inter nal asset man age ment capac ity, it will risk dis -
econo mies of scale from the hier ar chy needed to con tinue to pro vide assur ance that
assets are safe guarded and con trolled. Addi tional hier ar chy could result in invest ment
man ag ers spend ing more time gen er at ing infor ma tion for higher lev els of man age -
ment to secure approv als for their bud gets and invest ment strat e gies rel a tive to the
time they spend select ing and mon i tor ing invest ments. 

The CPPIB has the advan tage of under stand ing how much its assets will grow,
and can pre pare for it. How ever, as well equipped as it may be to han dle it, the CPPIB
faces a tough chal lenge in man ag ing the grow ing size of its port fo lio as it con tin ues to
expand towards the expected level of CA$700 bil lion by 2038. 

As noted ear lier, a num ber of argu ments have been made for and against CPP
expan sion. While some expan sion advo cates have used econ o mies of scale as an argu -
ment in favour of expan sion, the size of the assets the CPPIB will be man ag ing even
with out expan sion shows that dis econo mies of scale is a rea son not to expand CPP.
Even mod est expan sion of the CPPIB will add to the risk that the board will not meet
its objec tives of help ing the CPP fund Cana dian retirement incomes. 

Policymakers who believe that more should be done to improve retire ment secu -
rity for Cana di ans should rec og nize the strengths of the exist ing sys tem and focus on
improv ing the third pil lar, which includes reg is tered pen sion plans, indi vid ual and
group RRSPs, and Tax Free Sav ings Accounts. 
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Appen dix 1: 
Can ada Pen sion Plan costs

Com par i sons of the ad min is tra tive costs of the Can ada Pen sion Plan In vest ment
Board have been made with pri vate pen sions and other ve hi cles such as mu tual funds.
For ex am ple, a website on pen sions op er ated by the Ca na dian La bour Con gress
(http://betterpensions.ca) states the cost of the CPPIB is 0.5 per cent and com pares it
to the cost of pri vate pen sions and mu tual funds. These com par i sons fail to note that
the CPPIB has the sin gle func tion of fi nan cial as set man age ment, while the other func -
tions of pri vate pen sions and other ve hi cles are han dled through var i ous gov ern ment
de part ments in clud ing Hu man Re sources De vel op ment Can ada and the Can ada Rev -
e nue Agency. The costs in curred by these gov ern ment de part ments are charged to the
CPP.

The con sol i dated financials of the CPP, includ ing the CPPIB, are included in the
Pub lic Accounts of Can ada. Table A1 shows the assets and expense ratios of the CPP.
Aver age assets are slightly higher than that of the CPPIB because the CPP man ages
some funds directly. For the year ended 2010, oper at ing expenses were 61 basis points
and oper at ing expenses com bined with advi sory fees reached 99 basis points. 
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Table A1: Canada Pension Plan operating expenses and advisory fees as 
a percentage of average assets

Year Average Assets
(CA$millions)

Operating Expenses /
Average Assets

Operating Expenses +
Advisory Fees / 
Average Assets

2003 56,173 0.67% 0.75%

2004 64,881 0.53% 0.63%

2005 77,961 0.53% 0.56%

2006 92,266 0.50% 0.54%

2007 110,476 0.52% 0.54%

2008 123,308 0.49% 0.67%

2009 118,404 0.59% 0.91%

2010 120,721 0.61% 0.99%

Sources: Public Accounts of Canada, 2003-2010; CPPIB Annual Reports, 2003-2004; author
calculations.
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